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ABSTRACT 

This study examined the geographical pattern of foreign investment in order to broadly 
explain the cumulative effect of two factors, namely political risk and market size on 
the foreign direct investment (FDI) into a country such as Nigeria, between the periods 
of 2000 to 2014. The objective is to assess the role of market size in mitigating the 
effect of political risk on FDI inflow in Northern Nigeria. Political risk indices which 
include kidnapping, investment profile, ethnic tension, religious tension, political 
violence, corruption and disputes with neighboring countries were adopted in order to 
assess the impact of political risk on FDI. Data analysis was conducted based on the 
time series data gathered from secondary panel sources. Simple linear regression 
analysis was used in estimating the effects of political risk on FDI and the role of 
regional, national and neighboring countries markets in reducing these effects. The 
results provided support to most of the hypothesized relationships proposed by this 
study. In this regard, the findings reveal that political risk is positively related to FDI 
at all levels of estimation. In addition, this study indicates that market size reduces the 
effect of political risk on FDI inflow at all three levels, namely Northern Nigeria, 
national market at large and neighboring countries markets. In essence, market size 
and growth in Nigeria is positive and promising enough in attracting FDI in the long 
run, as the disaggregated model shows that market size moderated the effect of 
political risk on FDI inflow significantly. Furthermore, this study through its dummy 
model found Boko Haram activities do not inhibit the inflow of FDI due to the market 
size effect. The finding on the moderator variable reveals its dual influencing ability, 
which is to mitigate the impact of political risk on FDI, as well as on market potentials 
and growth in Northern Nigeria and its neighboring countries. In conclusion, this study 
has basically highlights the significant effect of market size on the relationship 
between political risk and FDI in the Northern states of Nigeria. The results hopefully 
will encourage the marketing, promotion and security of the region, as it has potentials 
towards attracting inflow of FDI. Future research directions and managerial 
contributions related to market size, growth, political risk and FDI for the region are 
also discussed.   

Keywords: Political Risk, Foreign Direct Investment, Market Size, Northern Nigeria   
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ABSTRAK 

Kajian ini meneliti corak geografi pelaburan asing untuk menjelaskan secara umum 
kesan kumulatif dua faktor iaitu risiko politik dan saiz pasaran ke atas pelaburan 
langsung asing (PLA) ke dalam sesebuah negara seperti Nigeria, di antara tahun 2000 
ke tahun 2014. Objektifnya adalah untuk menilai peranan saiz pasaran dalam 
mengurangkan kesan risiko politik ke atas aliran masuk PLA di Utara Nigeria. Indeks 
- indeks risiko politik termasuklah penculikan, profil pelaburan, ketegangan etnik, 
ketegangan agama, keganasan politik, rasuah dan pertikaian dengan negara-negara 
jiran digunapakai untuk menilai kesan risiko politik ini ke atas FDI. Analisis regresi 
linear mudah telah digunakan dalam menganggarkan kesan risiko politik ke atas FDI 
dan peranan pasaran negara-negara serantau, nasional dan pasaran negara-negara jiran 
dalam mengurangkan kesan-kesan tersebut. Analisis data telah dijalankan berdasarkan 
kepada data siri masa yang telah dikumpul daripada sumber panel sekunder. Hasil 
kajian menunjukkan sokongan kepada hubungan di antara hipotesis yang 
dikemukakan dalam kajian ini. Dalam hal ini, kajian ini menunjukkan bahawa risiko 
politik berkaitan secara positif dengan PLA pada semua peringkat anggaran. Sebagai 
tambahan, kajian ini menunjukkan bahawa saiz pasaran mengurangkan kesan risiko 
politik ke atas aliran masuk PLA pada ke tiga - tiga tahap iaitu Nigeria Utara, pasaran 
nasional secara umum dan pasaran negara - negara jiran. Pada dasarnya, saiz pasaran 
dan pertumbuhan di Nigeria adalah positif dan cukup memberangsangkan dalam 
menarik PLA untuk jangka masa panjang, memandangkan model yang dipecahkan 
menunjukkan bahawa saiz pasaran dapat menyederhanakan kesan risiko politik ke atas 
aliran masuk PLA secara signifikan. Tambahan pula, kajian ini melalui model 
‘dummy’ mendapati bahawa aktiviti-aktiviti Boko Haram tidak menghalang aliran 
masuk PLA disebabkan oleh kesan saiz pasaran. Hasil kajian ke atas pembolehubah 
penyederhanaan mendedahkan keupayaan pengaruhnya secara berganda, iaitu untuk 
mengurangkan kesan risiko politik ke atas PLA dan juga ke atas potensi pasaran dan 
pertumbuhan di Nigeria Utara dan negara-negara jiran. Kesimpulannya, kajian ini 
secara asasnya menggambarkan kesan ketara saiz pasaran terhadap hubungan di antara 
risiko politik dan PLA di kalangan negeri – negeri Utara Nigeria. Hasil kajian ini 
diharapkan dapat menggalakkan pemasaran, promosi serta keselamatan rantau ini, 
kerana ia berpotensi untuk menarik kemasukan PLA. Halatuju - halatuju penyelidikan 
dan sumbangan kepada pengurusan yang berkaitan dengan saiz pasaran, pertumbuhan, 
risiko politik dan PLA di rantau ini juga dibincangkan. 

Kata kunci: Risiko Politik, Pelaburan Langsung Asing, Saiz Pasaran, Nigeria Utara 
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INTRODUCTION 

1.1. Introduction 

This chapter provides introductory information on this study which covers the topic 

background, problem statement, the intended research questions to be addressed and 

the objectives set to be achieved. It also includes the theoretical framework, 

significance and scope of the study.   

1.2. Background of the Study 

Recent increases in the flow of foreign direct investment (FDI) affecting all parts of 

the world is considered a major component of globalization (Anyanwu, 2012) in which 

it brings with it greater international expertise, technology transfer, improving the local 

skills, improving savings, generating employment, enhancing productive efficiency 

thereby incentivizing economic growth of host nations (Baek & Qian, 2011; 

Dupasquier & Osakwe, 2006; Anyawu, 2012). Capital flow in the form of FDI shall 

continue to remain a principal pillar for the boosting of host and as well global 

economy by serving as bridge between rich and poor nations in the quest for 

competitiveness usually shaped by the country’s location specific advantages such as 

the market size and natural resources endowments (Dunning & Narula,1997). 
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Foreign investment is usually guided by a motive or attractions found in a location 

because of its importance in affecting global competitiveness of multinational 

enterprises (Dunning, 1998) particularly in creating value addition. Globalization in 

all investment activities sees improvement in transportation and communication 

thereby encouraging fast trading arrangements across borders resulting in low 

restrictions in business transactions (Dunning, 1998) . FDI is therefore a form of 

foreign capital which is seen as the root of capital for growing the economy especially 

in developing countries (Majeed & Ahmad, 2009). 

The world FDI performances in the last decade has been encouraging which shows 

how vital its role in global economic contribution is, for example although a decline 

was witnessed in 2014 FDI flow compared to 2013, it accounted for 40% of the world 

total external development finance targeting developed and transition economies 

according to the World Investment Report (UNCTAD, 2015) making it a primary 

source of capital. The 16% decline according to this report shows $1.47trn in 2013 as 

against $1.2trn in 2014. The overall regional attractions of global FDI for the same 

period shows that developing Asia maintained a leading role as preferred destination 

with nearly half trillion in value ($465bn), followed by Europe ($289bn), Latin 

America and the Caribbean ($159bn), North America ($146bn), Africa ($54bn) and 

the transition economies had $48bn. (UNCTAD, 2015).  

It can be deduced from the above figures quoted from the WIR that Africa receives 

less than 5% of the world total despite the rising rate of return on FDI in the continent 

since 2000 (Adams, 2009), intense promotional efforts to attract (UNCTAD, 1995) 

and the rising economic and emerging market potentials (UNCTAD, 2015). Although 
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Africa attracted more FDI during the year under review (2015), it fell to sustain the 

drive to diversify. This however, indicates that the increase is a result of “rising intra-

African FDI, expansion by emerging-market firms (mainly from West Asia), private 

equity flow and consumer market potentials” as this report portrayed.  

Additionally, this report (UNCTAD, 2015) says West Africa has its share of FDI fall 

by 10% in the same period due largely to falling prices in commodity markets, Ebola 

disease outbreak and regional conflicts. Nigeria’s share which form part of the top five 

host economies in the continent stand at $4.7bn being 2.5% Africa’s total. This report 

shows a 16% fall from the preceding year arising from the country’s effort towards 

diversification into non-oil sectors which has remain in the foremost of 

recommendations by scholars (Kareem, Kari, Alam, Chukwu, & David, 2012). This 

report further asserts the position of Nigeria as a major economic player at regional 

and continental levels because of the size of its emerging economy and market, and 

natural resource abundance.   

This marked decline in the world FDI performances as revealed by the UNCTAD 

report of 2015 is a result of a fragile global economy, divestments in new investment, 

policy uncertainty and the rising geopolitical risks. Country risk relate to business risk 

well enough to be seen to discourage FDI (Hayakawa, Kimura, & Lee, 2011) and 

whether to a local or foreign firms are major source of concern whenever planning for 

wider success. These country risks according to the PRS Group are either economic, 

financial or political which are further categorized according to (Meldrum, 2000) into 

six classes of economic, transfer, exchange, location, sovereign and political risks 

which are used in most rating services revolving round the classification by PRS. There 
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has been growing interest in the study of these varieties of risks, especially political 

risk by scholars and multinational firms who undertake foreign investment. 

The level of foreign investment into any nation is determined by that country’s location 

specific advantages (Dunning & Narula, 1997), and the usual considerations in terms 

of decision to operate by companies themselves following their ownership advantages 

in relation to what the location can offer as a major hedge against risk (Wheeler & 

Mody, 1992). Previous research interest in assessing the degree of the efficient 

investment policies that could help to attract multinational firms to those areas within 

a country that are behind in benefiting from foreign capital allocation (Frenkel, 2000) 

concluded that changing natural factors available in regions could be the best location 

advantages to accommodate industries. 

Following this location benefits, multinational firms have developed greater interest 

in the type and character of political risks that are likely to shape their decisions when 

in a host nation. This is because undeveloped and or modernizing economies have in 

their character political risks level that create some degree of business uncertainty 

within the transnational political environment especially for foreign investors (Al 

Khattab, Anchor, & Davies, 2008) thereby making firms undertake risk assessment. 

The traditional interpretation of political risks usually is to equate it greatly to political 

instability that is likely to appear in a host country because it forms part of the 

component of country risk (Sottilotta, 2013).  

The study by Ferrari and Rolfini (2008) posit that political risk is multidimensional as 

well as complex, therefore causing it hard to assess due to the influence of political 
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and economic fluctuations. The last two decades through globalization has seen a 

rising high level in the growth of cross border activity and FDI leading to more 

research to help the understanding of multinational enterprises (MNEs) and FDI 

(Faeth, 2009) in the face of growing political risks.  

Traditional determinants of FDI in general continue to vary due to country and region 

and therefore, do not permit for the inclusion of all factors in one model at a time, for 

all the MNEs and countries (Sethi, Guisinger, Ford, & Phelan, 2002).  Recent growing 

interest in the subject of political risk and its relationship to FDI provide a good basis 

for the evaluation of its impacts and or relationships (Sottilotta, 2013), this is because 

few works offer greater significance to its effect on the inward FDI flow (Goswami & 

Haider, 2014). This growing importance also led to wider methodologies being 

employed to assess the effect of political risk on FDI leading to the development of 

risk indicators in helping to assess country risks when considering any foreign activity 

by multinationals.   

Literature in varying and conflicting positions revealed the traditional determinants of 

FDI to include market size, economic growth, labour productivity, trade openness, 

infrastructural facility, factor endowments, political risk, taxes and tariffs, political and 

economic conditions, corruption, inflation, exchange rates, trade volume ratio, policy 

regimes, domestic expenditure, international reserves and income per capita (Asiedu, 

2002; Mathias Busse & Hefeker, 2005; De Mello Jr., 1997; Morisset, 2001; Reinhart 

& Rogoff, 2002; Sekkat & Veganzones-Varoudakis, 2007; Wang & Swain, 1995) 

especially for Africa and in particular sub Saharan Africa (SSA).  
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This list is not in any way exhaustive since the common pattern is to place these 

determinants into either micro or macro (Majeed & Ahmad, 2009). This study seeks 

to concentrate attention on the macro perspective by explaining those factors identified 

(market size, natural resources and political risk) and how they influence or shape  FDI 

flows to a specific location when combined. Also the role of information in driving 

FDI has been considered in the determination of foreign capital flow (Mody, Sadka, 

& Razin, 2003) which generally shows that absence of clear and well-grounded 

information particularly on Africa leads to low investment flow due largely to wrong 

or negative perception by foreign investors on the continent at large (Asiedu, 2002).          

Historically, FDI inflow into Nigeria can be traced from 1970s as identified by 

(Nurudeen, Wafure, & Auta, 2011) in their study from 1970-2008. The authors showed 

UK, US, Western Europe and other nationals as major players with substantial foreign 

investment in Nigeria. Foreign investors continue to grow in number following a shift 

to the South-South  FDI drive, following the opening and expansion of China and other 

Asian nations (Izuchukwu & Ofori, 2014). There have been improvements in the FDI 

inflow to Nigeria with serious peak levels in the 1980s, 1990s and 2000s. For example 

(Ogunkola & Jerome, 2006) offer a fascinating position of the foreign investment in 

between 1970 to 2001 which shows that substantial improvement is witnessed from 

just $16m to $7b in the same period.  

The nature of MNC’s motivation or investment incentives to undertake foreign activity 

is put in the classification of being market-seeking, efficiency-seeking, natural 

resource-seeking or strategic asset-seeking (Dunning, 1998) in character towards 

location utilization advantages. The pattern taken in the direction of foreign capital and 
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its inward mobility potentials as well as the actual allocation in Nigeria while 

concentrating attention on the two famous incentives from the above classification 

shall form the guiding trend to this work. This is based on the level of economic 

development of the country as market-seeking and natural resource-seeking 

multinationals are attracted to developing economies on the basis of these benefits 

(Ramírez-Alesón & Fleta-Asín, 2016). 

Market-seeking and natural resource-seeking FDI operating in the regions of north and 

south of Nigeria are considered to have favored one region over the other in their 

allocation of capital and activity despite risks associated disincentives in the region 

specifically.  The South especially the Niger Delta is endowed with the abundance of 

oil and gas reserves that today accrued the country over 80% of its income and earnings 

(Nwogwugwu, Alao, & Egwuonwu, 2012). Huge foreign investment inflows are 

directed more into oil and gas sector despite all the attendant risks associated with the 

region in terms of business operations (Nwogwugwu et al., 2012; Oriakhi & 

Osemwengie, 2012; Somers-cox, 2014).  

These risks include pipeline vandalism, kidnapping, assassinations and murder, 

sponsored brigandage and militancy, and above all community uprising leading to 

huge payments of settlements (NNPC Report, 2015). There is currentlly greater 

exposure to political risks spreading over the Southern region that account for wider 

insecurity, kidnapping, armed robbery, political assassination, bombings, and suicide 

attacks (Akinde & Yusuff, 2014) involving civilian targets culminating into 

unwarranted withdrawals by foreign investors who in some cases are primary targets.  

These major crimes as they are, appears widely common in the south in varying degree 
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and severity resulting into an atmosphere of uncertainty to domestic and foreign 

investors (Oriakhi & Osemwengie, 2012). The above risks scenario does not deter 

business operations to a halt but rather in a skewed manner despite favourable 

considerations to the contrary when co-location variations are gauged.  

Another observed issue is the persistent economic division between the Northern and 

Southern parts of Nigeria despite the North being a border region compared to the 

South because literature favours border regions when it comes to investment potentials 

compared to coastal areas when locating FDI (Gonchar & Marek, 2013). The North of 

Nigeria borders Benin, Niger, Chad and the Cameroon Republics where shared social 

and cultural similarities exists providing for greater product differentiations and access 

to larger markets and suppliers as favored in the work of  Krugman (1998). In addition, 

Bobonis & Shatz (2007) while measuring the effect of investment in neighboring 

regions or countries suggest that economic activities around close areas are to be taken 

into account. 

Market size and natural resources are considered as major FDI determinants to Nigeria 

(Asiedu, 2006; Dinda, 2014; Wafure & Abu, 2010) and therefore important.  Empirical 

studies also show that the size and growth of host markets are among the most crucial 

FDI determinants (Agarwal & Ramaswami, 1992; Culem, 1988; UNCTAD, 1995) 

although considered a near difficult issue in the face of rising globalization to discount 

its importance as a form of FDI unique determinant,  making it hard to assess 

(Nunnenkamp, 2001). As a major traditional decider of FDI, size of national markets 

support scale economies and creates large profits especially for market-seeking FDI 

and in some case for vertical FDI whose desire it is to cut cost (Jaumotte, 2004).  
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Literature in the past made attempts to clarify the wielding influence of political 

variables on FDI especially within the angle of institutional theory which reveals the 

complexity surrounding companies’ operations as one full of fluctuations and in some 

case direct showdown (Assunção, Forte, & Teixeira, 2011). Feldstein, (1994) confirm 

the interests of companies who create FDI activity as one in answer to various business 

demands. This variety of needs chief of which is the speedy market growth usually 

depends on demography, cost competition, natural resources availability and stable 

climate for investment (Azzimonti & Sarte, 2007) which are conjectured to be very 

much at work in the study at hand.  

In practice, MNEs chose their locations bearing in mind what they set to achieve from 

the investment (Bartels, Napolitano, & Tissi, 2013) possibly ignoring the degree and 

severity of risks as associated with the Nigeria’s Niger-Delta for instance. This means 

that the very reason why MNCs consider investing in the Niger-Delta region than in 

Northern Nigeria may be based on specific situation to their interest (letto-Gillies, 

2014). Recent literature work favors multiple locations in one country than 

concentrating in one region (Pashigian, 1969) particularly when market size benefits 

are at work. 

This study is set out to uncover the wielding influence of political risk on FDI in the 

Nigeria’s Northern region despite location benefits such as market size by 

disaggregating the economy first, assessing the risk elements to help determine the 

impact on the relationship which in the past have not been done (Goswami & Haider, 

2014) using more broad combination of factors from different models possible such as 

market size and its characteristics, protection, and risk factors among others (Faeth, 



10 

 

2009) in order to help examine the co-location variations in Nigeria’s foreign direct 

investment inflow which to the believe of the researcher has not been done in the past.  

1.3. Statement of the Problem 

In the past, studies on market size have been found to determine FDI inflow (Asiedu, 

2006; Bevan & Estrin, 2004; Ayanwale, 2007; Ranjan & Agrawal, 2011; Vijayakumar, 

Sridharan, & Rao, 2010) although other scholars found a contrary position (Dinda, 

2014; Villaverde & Maza, 2012). Literature has equally established the relationship 

between political risk and FDI as one full of contradictions (Asiedu, 2002, 2006; 

Schneider & Frey. 1985; Li, 2006; Baek & Qian, 2011). These mixed results can help 

to place market size as a good moderator in determining FDI inflow or otherwise and 

as well examine how best it can at that level mitigate political risk impact in northern 

Nigeria’s investment environment.   

Similarly, prior studies were carried out that seek to ascertain the role of market size 

and natural resources in determining FDI to Africa (Asiedu, 2006) and Nigeria (Dinda, 

2014) specifically, but however none articulated a general specific scenario of each 

determining factor separately with relation to regional opportunities and their 

associated risk impact in attracting foreign investment to determine the within country 

variations. For example, Africa’s perspective of the issue at hand usually when 

presented considers the continent as one whole country with inherent business risk 

(Haque, Nelson & Mathieson, 2000 cited in Asiedu, (2002)) and untapped resource 

potentials (UNCTAD, 1995). Similar study of relevance to the issue at hand conducted 

by Gui-Diby and Renard (2015) examined the relationship between FDI and 
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Industrialisation process in Africa found that FDI does not have a significant impact 

on the industrialization of these countries but however market size; international trade 

and financial sector were found important. 

Studies in the recent past years also focused attention on the prospects of FDI inflows 

into Nigeria where scholarly agreement is reached on the inability of the country to 

attract more foreign investments due to some domestic flaws which include rising 

inflation, unfavorable fiscal policies, bad state of infrastructure, corruption, and 

security challenges (Idowu & Awe, 2014). Furthermore, studies carried out addressing 

mainly FDI inflow in relation to Nigeria in terms of its’ determinants holistically 

(Donatus, 2003; Wafure & Nurudeen, 2010; Idowu & Awe, 2014; Nurudeen et al., 

2011; Oke, Ezike, & Ojogbo, 2012, Obadan, 1982); economic growth (Ayanwale, 

2007; Imoudu, 2012); economic development (Adegbite & Ayadi, 2010); institutional 

quality (Esew & Yaroson, 2014), effect of security on FDI (Akinde & Yusuff, 2014; 

Oriakhi & Osemwengie, 2012), oil sector and economic growth (Kareem et al., 2012);  

the impact of militancy in Niger Delta (Nwogwugwu et al., 2012) were however silent 

on the impact of market size on political risk against FDI inflow to the country or any 

of its regions.  

The position of market, its size and attractive nature in Nigeria has been studied in the 

past, notable study of a specific nature was conducted by Dinda, (2008) who presented 

a contradicting position to existing literature revealing that market size is not 

significant (in the long run) in attracting FDI to Nigeria. Similar works also specific to 

the country carried out prior to and after Dinda  found contrary  positions, because 

much earlier work by Obadan (1982) confirms that positive relationship exist between 
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market size and FDI inflow to Nigeria; and Wafure and Abu,(2010) while employing 

GDP as a proxy found that market size significantly determine FDI inflow to Nigeria.  

However Iyoha (2001) in his study on the determinants of FDI to Nigeria found that 

market size is an element in the overall consideration of FDI inflow to the country. 

The reasons for the inconsistencies or mixed results and their outcomes may arise due 

to the nature and character of the analysis or methodology carried out, the absence of 

deep understanding of the  economies being studied and the differences in study period 

being applied (Esew & Yaroson, 2014) and the fact that none of the studies above 

disaggregated the Nigerian economy, including the adjoining border markets to 

determine the market first and place it to know if and how it can moderate political 

risk influence on FDI inflow to one region of the country. This approach remains one 

of the leading recommendations in the study of location choices by Kim and Aguilera 

(2015). 

Consequently, it is observed that most studies take account of grouping of countries or 

regions to derive their conclusions as in the case of (Asiedu, 2002, 2006; Babatunde, 

2011; Cleeve, 2008) without taking any attempt to disaggregate single economy and 

placing it on those factors such as the regional market and endowments or new 

business opportunities against political risk elements to FDI inflow (Goswami & 

Haider, 2014). This is because the benefits of location specific factors in terms of 

domestic market size (which stretched to the borders of Niger, Benin, Chad and the 

Cameroon Republics) and the geographical endowments associated with the Northern 

region of Nigeria are enormous and to the knowledge of the researcher have not been 

assessed or investigated. Recent theory finding indicates that multinational firms are 
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more likely to locate their foreign investments in areas characterized by good demand 

conditions (Nelsen, Asmussen & Weatherall, 2017). 

This if carried out will help future investment decisions by foreign firms to get 

attracted or maintain operations to the Northern region when compared to the Niger-

Delta in the Southern region. The level of risk associated with the Northern region is 

not in tandem with the reality on ground because Niger Delta when compared to the 

North remains consistently unstable, with brewing internal turmoil and cross-border 

conflicts (Moses, 2011).  

The notion of co-location has much earlier been attempted in literature by McDermott 

(1977) arguably suggesting that researchers in industrial geography should shift 

attention to MNCs between countries to within regions of a country due to their rising 

differing effect. This is because location literature favors the role of market seeking 

incentives as advantage to that location (Dunning, 1998) thereby encouraging 

researchers to move beyond the usual nation-state as the unit of analysis (Beugelsdijk 

& Mudambi, 2013). This study in particular offers to move its attention from the usual 

country-level analyses to more precise regional or provincial level examination of FDI 

flow within Nigeria. 

A much related study undertaken by Bischoff and Lambrechts (2010) regarding 

Nigeria assessed the impact of political risk and its viability on Niger-Delta conflict 

with all the attendant consequences on the Gulf of Guinea, recommended that 

emphasis should shift from the usual nation-state unit of analysis to that of a region. 

The study was restricted to the southern region of Nigeria. A more recent work by 
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Sethi, Judge, & Sun (2011) disaggregated China economy in an attempt to find the 

distribution of FDI at an intra-country level also found out that there is a variation 

between provinces on the basis of location and incentives available to it.  

Literature further shows that few works exist on Africa’s political risk relationship 

with FDI (Goswami & Haider, 2014) and specifically for Nigeria  (Dinda, 2014). It is 

in regards to this, literature recommends the use of different theoretical approaches to 

help determine the geographical pattern of foreign investment in order to broadly 

explain the effect arising from a combination of factors such as potential market size 

and its characteristics or risk factors in the overall relationship to FDI within regions 

of a country (Gonchar & Marek, 2013; Faeth, 2009 ).  

Although the findings by Bissoon (2011) who explained what decides FDI to poor or 

developing nations, employed the use of complete cross-sectional data to determine 

how these variations in the host country characteristics being targeted define these 

differences in their inflow of FDI, this study seek to deviate from this norm to 

undertake a new disaggregated approach to explaining spatial distribution within co-

location in one country like Nigeria.  The focus is on the effect of market seeking 

investments and other potential location factors in Nigeria’s northern region using two 

major theoretical postulations in explaining FDI location considering the importance 

of Location Specific Factors (LSF) under (1) the OLI Model, and the relevance of 

economies of scale and agglomeration established in the (2) New Trade Theory (NTT).  

Emphasis has been accorded the role of location and what its associated information 

can do about region-specific factors to dispel risk perception at all levels, this is 
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because most foreign investors considers Africa (as well Nigeria) a single country with 

an inherent risk (Asiedu, 2002). The perceptions of Nigeria by outsiders as one country 

with regional homogeneity need to be cleared so that specific regional opportunities 

are put to open for investor consideration. 

Till date, recent literature recommendation emphasized the direction of research to 

interact economic factors (market size, wage, revenue, etc.,) with each other and or 

against local governance institutions (Nelsen, et al., 2017).   This study will therefore 

examine and analyze the moderating effect of market size in the relationship between 

political risk and foreign direct investment inflows, using the OLI Model supported by 

New Trade Theory in Northern Nigeria between 2000 and 2014. 

1.4 Research Questions 

This study attempts to answer the following  research questions; 

1. How does political risk (kidnaping, investment profile, ethnic tension, religious 

tension, political violence, corruption and dispute with neighboring countries) 

affect FDI inflow into Northern Nigeria? 

2. How does market size moderate the relationship between FDI and Political 

risk? 

3. How does Boko Haram activity affect FDI inflow to Northern Nigeria?  



16 

 

1.5. Research Objectives 

This study is set to achieve the broad objective of an in depth examination into the 

relationship between political risk and foreign direct investment by analysing the 

moderating role of market size in Northern Nigeria within the said relationship. 

In addition to the above, this research is set to fulfil  the following specific objectives; 

1. To assess the effect of political risk on FDI inflow in Northern Nigeria  

2. To assess the moderating effect of market size in FDI-Political risk 

relationship. 

3. To assess the effect of Boko Haram activity on FDI inflow to Northern Nigeria.  

1.6. Theoretical Framework 

The relevance of Theory in a research like the one at hand cannot be over emphasized, 

it is therefore on this note that Ownership, Location and Internalisation (OLI) Theory 

propounded by Dunning  (1973, 1980, 1988, & 1995) is used as the theoretical  

framework to this study. The following reasons are advanced to justify the use of the 

theory: 

1. From the beginning of its conception, OLI is primarily set to answer the basic 

questions of why (O), where and why (L) and how (I) of MNE activities. The 

central concern of this study is to answer the where and why questions. 
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2. The theory is preoccupied with the explanations of the origin, level, pattern and 

growth of MNCs activities across borders with explicit regard to country or 

region of FDI destination (Eden, 2003). 

3. International Business (IB) scholars studying emerging markets and 

developing countries like Nigeria use the Model for its macroeconomic 

implications on these countries. There has been little attention on the L 

component by IB scholars. 

4. Scholars applying OLI theory has been urged to focus interest to risk and 

uncertainty that has direct relation to the funding of international operation 

(Eden, 2003).    

5. The theory can be used to help obtain information about incoming and outgoing 

FDIs within the economy of a country (Pedersen, 2003).  

6. The OLI variables (market seeking, efficiency seeking, natural resource 

seeking, and strategic asset seeking) can help determine outward FDI on the 

basis of opportunities in host countries (Rugman, 2010) 

The Eclectic Paradigm as sometimes referred, witnessed some attempts to get modified 

even from the original founder. The component of Strategy (S) was proposed to arrive 

at OLIS (Dunning, 1993), OLMA (Ownership, Location, Mode of Entry and 

Adjustment) was arrived at to accommodate mode of entry and adaptation (Guisinger, 

2001) but yet the paradigm remain a model which addresses only one particular form 

of internationalization that is international production in the form of FDI (Pedersen, 

2003). Similarly the OLI while reappraising the age of alliance capitalism involving 

inter-firms alliances and networks modified its focus appropriately to a three way 

approach of innovation-led growth, a ‘voice’ reaction to market failure and 
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cooperation as a competitive enhancing measure facing firms engaging or wishing to 

engage in cross-border activity (Dunning, 1995). These are major focusing elements 

of foreign investors to emerging markets and developing economies.  

In the past, studies applying OLI utilizes it to hotel industry (Dunning & Mcqueen, 

1981), and generally to service industry (Dunning, 1988); financial services sector in 

Italy (Piscitello, 2003); in e-commerce (Dunning & Wymbs, 2001); applied in UK to 

explore the effects of location subsidies on regional economic development patterns 

(Dunning, 1984); on regional integration of EU, Canada-US FTA and NAFTA 

(Dunning, 1997, 2000); and to firm performance with reference to joint venture in 

Mexico (Robins, Tallman, & Fladmoe-Lindquist, 2002). The Model has also been 

applied in determining the outward FDI in Greek (Stoian & Filipaios, 2008). It has 

also been applied in the assessment and determination of FDI (Neary, 2009; 

Stefanović, 2008), and utilized to support the explanations of terrorism in MNE 

operation (Li, Tallman, & Ferreira, 2005; Suder & Czinkota, 2005) among others. 

The Theory is context specific which has made it possible to differentiate between 

companies, countries or regions (Stoian & Filipaios, 2008) and when applied to this 

study is certain to capture the essence and foundational objective to which this study 

rest. It has the sole aim of serving as the motivation necessary for foreign direct 

investment to take place in the North in particular and Nigeria in general. In addition, 

the location specific advantages as originally conceived are the motive to the inquiry, 

this include market size, natural resources, political and government activity among 

others.     
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On the other hand, the New Trade Theory (NTT) is to serve as a supporting theory to 

the above. The use of a supporting theory such as the NTT is to assert the benefits of 

location choices by MNE when making investment decisions especially in the 

developing economies (DCs) or emerging markets especially when markets, 

knowledge spillovers and natural resources are at play (Assunção et al., 2011) such as 

in Nigeria. New Trade Theory is an extension of Dunning OLI because it seeks to link 

technology and country endowments (Markusen, 2002) thereby strengthening the ever 

inquiring nature of how location factor is important in multinational decision.  

The foundation work of the NTT stem from the work of (Helpman, 1981), (Krugman, 

1979), and (Lancaster, 1980) to mention a few. Among the foundation work on the 

NTT which offers the basic postulations on the facts of the theory are (Deardorff, 1984) 

and (Helpman & Krugman, 1985). NTT addresses principally the issues of scale 

economies and agglomeration benefits in international investment operations.   

1.7. Significance of the Study 

This research is significant in many folds. First, there is need to inform potential 

investors not only about Nigeria but also its regions considered as under researched. It 

is the intention of this study to bring to view the actual position of the region in the 

array of country’s investment potentials. In addition to this, there has been lack of 

empirical research on FDI with a particular focus to Nigeria or any of its regions 

specifically on non-oil sector as it concerns the relationship with regards to the political 

risk of carrying out investment activities by MNEs.  
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It is the hope of this study to bring out these areas hitherto not on the literature radar 

and identify such opportunities abound from extractive resources or market potentials. 

Besides uncovering the investment potentials to the region, this research can 

significantly bring to open those hidden factors that attract FDI in Northern Nigeria 

and as well those that affect its inflow. Foreign investor confidence in other regions of 

the world or countries especially in SSA favours FDI inflow to that region/country that 

are worst off then Nigeria or its Northern region in terms of attractiveness or repulsion. 

The findings here it is hope could bridge this perception gap.   

The benefits of this research can be in the following ways: 

1. Contributions to Nigeria and its People:  

a. The information about the problem can more precisely address the methods of 

market entry by foreign firms into northern Nigeria. Reference on such country 

characteristics where political risk is more visible and rampant on the possible 

assumptions of shared similarities to this features with Nigeria or its Northern 

region is to be considered so as to help dispel future investment risk perception 

and encourage potential investors. 

b. The North as a potential investment location with untapped advantages of large 

market size and abundant geographic endowments is a good hub for large scale 

foreign investment activity that can improve the economic and social fotunes 

of its inhabitants and their neighbors whenever the right information is 

provided as the case at hand. 
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2. Contributions to Literature:  

a. This research can contribute empirically in providing information on the 

existing market and geographic endowments available in the North in 

particular and the country in general for the current and potential investors. 

These variables are used in this research as the moderating variable. 

Information on natural resource abundance and market size of the area is none 

existence in literary context to the best knowledge of the researcher. 

b. A moderating variable has been introduced, in the relationship between 

political risk and FDI leading to the development of a theoretical model for the 

determination of FDI flows which has been integrated with the political risk 

indicators thereby helping to estimate the effect. This has been recommended 

by Busse and Hefeker (2005). 

c. In methodological perspective, this research can contribute to the use of 

quantitative approach by building hierarchical multiple regression model in 

measuring relationships between two variables when a moderator is 

introduced. 

1.8 Scope of the Study 

This study has as its scope determining the relations between FDI and political risk 

when the moderating role of market size in the Northern region of Nigeria between 

2000 and 2014 is used. It is intended to use the identified cause (s) of imbalances 

observed between the two regions of Nigeria in their attempt to attract FDI. the study 

will premise its theoretical assumption on the OLI theory supported by the NTT in 

helping to assess the role of location factors such as market size in attracting foreign 
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capital inflow. Northern Nigeria consists of 20 states with the Federal Capital, Abuja. 

The area is seggregated into North-West, North-Central and North-East.  One major 

location advantage is considered in serving as strong moderator in the FDI-Political 

risk relationship. This is the market size and its factors.  

The study is intended to cover fifteen (15) years to reflect the period in which stability 

of government due to democracy from 1999. The study also has chosen to employ the 

use of time series data and its analysis from panel sources. Multiple hierarchical 

regressions are the main approach in conducting the data analysis and estimation 

throughout this present study.  Existing data from multiple sources deemed reliable 

shall be employed. The method of analysis is also selected to be quantitative in 

approach and outlook to fit the study objectives. This research is not meant to address 

the causes of political risk elements whether in theory or empirics but is set out to 

pinpoint adequately the moderating role of market size to the political risk factors that 

are significant disincentives to foreign investment inflow into northern Nigeria. It  is 

intended to limit itself to the boundary of causal relevance as to how political risk can 

affect FDI despite favourable influence of location factors (market size). Future works 

may set out to consider these aspects. 

1.9 Organisation of the Study 

The thesis is designed to contain six (6) chapters in all. Chapter one highlights the 

research overview which includes the study background, problem statement, research 

questions and objectives, theoretical framework, significance and scope of the study.  
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Chapter two has been entirely dedicated to the description of the study area and the 

complimentary issues related to the area, investment potentials, its promotion agencies 

and the business opportunities to the Northern region. 

Chapter three has been dedicated to the review of the related literature concerning the 

concepts of FDI and political risk. The chapter further reviews the concepts of market 

size and its role in serving as the major FDI determinant, and proceeds to conceptualise 

the political risk indicators in the context of their relationship to FDI individually. The 

chapter explains the positions of the study variables in relation to Nigeria in general as 

well as the Northern Nigeria in particular. This chapter rests its analogy using the 

sequence of the DV, IV and the MV (FDI, political risk and market size) and draws its 

conclusion by developing the relevant hypotheses and highlighting the research gap 

and then summarized.  

Chapter four discusses the research design and the methodology which the study has 

followed. Specifically the chapter featured research design and framework, research 

model and its hypotheses. The methods of data collection and analyses were also 

highlighted. The chapter operationalizes the relevant concepts and how the study 

intends to measure them, described the preliminary required tests and the primary tool 

of analysis use in conducting the study.  

Chapter five comprises mainly the discussion of results and its analysis that are carried 

including the data used. It also highlights the results of the pre-estimation tests and the 

outcome of the estimation for the specified models. Empirical results of the estimation 

and the character of the markets being studied are also included in this chapter. The 
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chapter further dedicates to discussing the results obtained in the models specified 

according to the individual indices being assessed. The chapter also discussed the 

manner in which market growth and potentials of the region are assessed. Finally 

chapter six provides the conclusion, summary of major findings, and the contributions 

in theoretical, methodological and practical terms. The chapter highlights the 

limitation faced and the direction for future research.     
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STUDY AREA DESCRIPTION 

2.1 Introduction  

The description of the study area has been provided to help in nurturing a fair 

understanding of the country and the region being studied. The chapter gives an insight 

into the investment potentials of Nigeria in general and the highlights of the investment 

and trade promotion agencies. The potentials of the Northern region in particular and 

the attendant risks associated with doing business in the region are also discussed. 

2.2 Study Area Description 

The Compendium of Nigeria (2010) documents the 1914 amalgamation of todays’ 

modern Nigeria as the product of British Colonial policy to end the dichotomy of 

Northern and Southern Protectorates. The Colony called Nigeria was under the British 

rule until the independence in 1960, and later the country became a Republic in 1963. 

Pre-independence elections ushered in a Parliamentary democracy with a ceremonial 

president.  

Falola and Heaton (2008) offers a fascinating account of the military takeovers at 

various stages and in between this period the country was engulfed in a civil war that 

lasted thirty (30) months with a victory for the federal troops. There was long transition 
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that was resisted all along by the Civil Society Organisations (CSO) until the fourth 

republic was ushered.  

Nigeria operates presidential system of government with a federal constitution, 

structured into thirty six (36) states and 774 local government areas. Abuja is the 

Federal Capital Territory with an autonomous status located at the heart of the country. 

According to the Compendium of Nigeria (FGN, 2010) the political structure of 

Nigeria following independence put the country into three (3) regions in 1960, and 

later one was added bringing it to four (4)  in 1963. Subsequently, states were created 

after the military took over power bringing a new structure in 1967 to twelve (12) 

states, 1976 (19), 1987 (21), 1991 (30) and 1996 (36). The federal capital territory 

(FCT) was moved from Lagos to Abuja in 1976. The colonial division of the country 

into north and south before the amalgamation continue to impact the country at social, 

economic and political levels.  

Northern Nigeria comprises of nineteen (19) states and the Federal Capital Abuja with 

a combine total of four hundred and eighteen (418) local government areas (LGAs). 

The Southern Nigeria consists of seventeen (17) states with three hundred and fifty six 

(356) LGAs. The country is delineated into six geo-political zones of North-West, 

North-Central, North-East; South-West, South-South and the South-East for ease of 

political decisions. The North has a population of 92,205,358 (NPC, 2015 Est.) and a 

total land size of 744 square kilometers. In similar vein, the population of the Southern 

region according to (NPC, 2015 Est.) is closed to 90m a little shorter than that of the 

North.  
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Nigeria is bordered by Benin, Chad, Cameroon and Niger Republics on the north and 

the Atlantic Ocean and the gulf of Guinea on the south. The South of Nigeria is 

predominantly Christians and more urban while the North is dominantly Islamic and 

considered rural (El-Choueiry, Feather, Jeffrey, & Shaw, 2013). The country parades 

over 250 ethnic groups with over 500 indigenous languages. Oil and gas revenue 

continue to form the fiscal background of all economic development at both federal 

and states structure due to its large contributions to economic growth and sustainability 

with 70% of government revenue and 95% of export earnings (IMF, 2013). This over 

reliance on oil income made Nigeria symptomatic to what economists refer to as the 

Dutch Disease indicating serious decline in manufacturing and other non-natural 

resources sector investment while the natural resources are continually exploited. The 

figure below shows the map of Nigeria and its 36 states, including the federal capital 

territory, Abuja. 
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Figure 2.1 Political map of Nigeria 

Source: www.google.com 

2.3. Investment Potentials in Nigeria  

Nigeria is rich in human and natural resources. It has a population estimate of 182.2 

million (World Bank, 2015) with an average inter-census growth rate of 2.7% per year. 

Agriculture is the most dominant occupation with 75% farming at subsistence level 

(NBS, 2010). Arable land covers over 30m hectares spread over 718, 500sqkm within 

both North and South making Nigeria as mono-cultural economy with oil as the 

primary dominant source of foreign exchange and income; the country is the 13th oil 
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producing state in the world (2013 est.) and 7th among OPEC members (Falola, 2002). 

Petroleum and gas resources are in abundance in the Southern region of the country. 

Recent oil prospecting activities started following discovery of abundant gas and oil 

reserves in the North in the Lake Chad Basin, Bauchi, Gombe, Sokoto and Benue 

troughs (NNPC, 2016).  

Oil and gas contribute nearly 90% of national revenue receipt to the country with 

labour abundance that requires capital to improve its employment and output (Otto & 

Ukpere, 2014). There are over 61 mineral resources that can sustain the economy when 

diversified (Ejeogu, 2011). The vast agricultural potentials are untapped since the 

economy relies on oil to survive. The possible lines of diversification are wide due to 

vast investment opportunities requiring only the sustained government drive and 

promotions in that direction.  

The World Investment Report (UNCTAD, 2013) ranked Nigeria as an emerging 

market and Africa biggest destination for FDI because it “offers high rate of return on 

investment due to favourable investment climate” (Frederick, 2013). In Izuchukwu 

and Ofori, (2014) assessment, Nigeria is among the world best four performing 

markets in 2012 with over 35% probable return because it is the largest and most 

changing and progressing economy in Africa. In addition, the country’s economy is 

the largest in Africa following the 2013 rebasing of its Gross Domestic Product (GDP) 

which was released by the National Bureau of Statistics (NBS) put at $509.9billion. 

This equally ranked the country among the foreign investor’s destinations and 

attractions in sub-Saharan Africa.  
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The country remains a major FDI player along with Angola, Egypt, Morocco, and 

South-Africa with significant FDI attractions to Africa (UNCTAD, 2015). Although 

impressive FDI inflow was witnessed during the period 1970 – 2008, sectorial growth 

was seen to decline especially in mining, quarrying and agriculture (Nurudeen et al., 

2011). At regional level, Nigeria is the most attractive market in West Africa. It has 

receive more inbound FDI than any country in that region with 68% of the total share 

to West Africa of 26% out of Africa with overall 18% of the total to the continent 

(Musila & Sigué, 2006).  

This position as further argued shows that Africa was able to attract FDI because of 

the geographic endowments and large markets. Currently, the region share stand at 

$12.8b declining by 10% against the previous year due to outbreak of Ebola, conflicts 

and falling commodity prices (UNCTAD, 2015). In addition, FDI inflows into 

developing nations was seen to concentrate in a very few countries that have big 

markets size, improved income levels, and rising economic growth (UNCTAD, 2002) 

to which Nigeria exhibits all the above features primarily meant to spur growth and 

attract foreign capital. 

Various Acts and legislations by the government of Nigeria setting up its agencies for 

the promotion, incorporation, regulation and control of foreign businesses has in many 

forms developed investment incentive schemes for the country in general. There are 

two categories to these forms of incentives as provided in the enabling Acts of NIPC, 

CBN, CAC and their related affiliates, firstly are those that cover the entire sectors of 

investment and secondly those incentives that are targeted or limited to only specific 

sectors of investment. These incentive packages include the companies income tax 
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which is a broad based system giving up to 30% in all sectors but petroleum. Another 

incentive is the company pioneer status primarily intended to encourage or help 

specific industries improve on their profit levels at their formation stages. It is situation 

in which a tax holiday is accorded companies anywhere in Nigeria for a 5yr period 

once the company located in less economically advantaged area. 

Other forms of incentives to foreign and as well indigenous investors are those relating 

to in-plant training, labour intensive form of production, infrastructure (roads, water 

and electricity), investing in areas with less economic advantages, re-investment 

allowances, utilization of local raw materials and the local value addition. There are 

those in the sector specific area of incentives for such industries as manufacturing, 

petroleum and gas, solid minerals, agriculture, energy, ICT, tourism, and 

transportation. 

There are other incentives that fall outside policy scheme but within the domain of the 

law. Principal among these is the liberalization of ownership structure of 100% 

foreign, repatriation of profit, promotion and protection of investment or double 

taxation agreements and total assurances against confiscation or expropriation. Laws 

are in place to enhance and promote investor confidence, safeguard workers and 

provide security of capital. 

2.4. Investment and Trade Promotion Agencies 

Nigeria have put in place investment and trade promotions agencies and policies to 

help streamline policies and fashion out best ways in the promotion and attraction of 

foreign investments. Literature in the past recommended strategies for attracting FDI 
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to include provision of incentives and setting up of investment promotion agencies and 

how well to manage them (Musila & Sigué, 2006). National and regional governments 

are encouraged to develop and design macro-economic organizational and competitive 

policies that can improve location choice decisions by investors  (Dunning, 1998) 

thereby creating liberalized trade environment towards enhancing and strengthening 

sustained reform processes (Asiedu, 2002). 

The Nigerian Investment Promotion Commission (NIPC) was set-up by the NIPC Act 

16 of 1995 as a public owned agency to galvanise and track all investments in Nigeria. 

The Commission has at its primary mandates the role of initiating and supporting 

investment climate in Nigeria for both Nigerian and non-Nigerians, promotional 

campaigns in and outside Nigeria through effective means and managing information 

of all enterprises to which the law applies; Inform on incentives available to investors 

and give such other recommendations to Government for the purpose of encouraging 

industrial or economic development. 

Another of such agencies is the Central Bank of Nigeria (CBN) which was set-up since 

1958 with sole responsibilities and overall autonomy to develop and implement 

monetary and financial policies of the Nigerian Government. The CBN has the 

objectives of guaranteeing economic stability, currency management in Nigeria, 

foreign reserves stimulation, encouraging efficient financial system and serving as 

Banker to the economy. In addition, the CBN focused on important components of the 

economy as finance, industry, etc. The Bank through its publications provides 

information on each of these sectors as they relate to the economy. 
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There is the Nigerian Association of Chambers of Commerce, Industry, Mines and 

Agriculture (NACCIMA) as the umbrella body for all Chambers of Commerce that are 

registered within Nigeria. This includes the Business, Professional and corporate 

bodies; states, bilateral or city chambers. NACCIMA was set-up in 1960 and since 

then has provided concrete support for policies towards free enterprise. The objective 

of NACCIMA primarily is to help develop enabling environment for the achievement 

of commercial, industrial and economic activities that are of benefit to the business 

community who are mainly private investors.  

Other salient issues of importance are those concerns with the promotion, protection, 

development, and encouragement of any subject which affects the business of 

members, ensuring sound support for economic stability of the country, and in the 

overall providing a platform for networking of both national and international 

investment possibilities. All the state Chambers are affiliate members to NACCIMA 

including those being considered in the area chosen for this study such as Kano 

Chamber (KACCIMA), Kaduna Chamber (KADCCIMA), Borno Chamber 

(BOCCIMA), Niger Chamber (NICCIMA) and  Sokoto Chamber (SOCCIMA), etc. 

The body is an affiliate to many bodies such as the Federations of West African 

Chambers of Commerce, International Chambers of Commerce and African Chambers 

of Commerce. It also corroborate with the Center for International Private Enterprise 

(CIPE) in providing technical assistance and expertise in its activities. 
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2.5. Northern Nigeria and its Potentials to Trade and Investments  

 Northern Nigeria accounted for little over 51% of Nigeria’s population from the 19 

states making up the region and the FCT. There are vast agricultural land potentials 

and abundant natural resource deposits (NBS, 2010) spanning over all the states in the 

area. It is pertinent to note that Nigeria borders the republics of Benin, Niger, Chad, 

and Cameroon all on its Northern axis in which there is significant cultural, religious 

and ethnic similarities amongst the people. There are abundant trading and investment 

opportunities across the borders culminating into mass markets and natural resource 

abundance. The above factors have not been taken into account when considering FDI 

inflow to Nigeria (Asiedu, 2006; Dinda, 2014).  

The northern region is a plural society that parades vast tribes and ethnic groups, with 

multiple religious affiliations. Critical to this, is the important link between the north 

and southern part in terms of social, economic and commercial activities of the people. 

There have been consistent trade linkages since time immemorial within and across 

the river Niger. The north provides over 70% of Nigeria’s’ agricultural needs and 

provides most of the basic needs of the entire West African sub-region. There is 

abundant arable land totaling 33% of the 79% agricultural land available and vast 

water ways for agriculture and fishing because of the two great rivers of Niger and 

Benue (NBS, 2011).  

Farming is an all year round activity with rice, cassava, corn, maize, wheat and yam 

as major staple products from the region. Dry season farming continues to provide 

much of the perishable products needed all over the country and throughout the year 
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undertaking mainly by the farming communities of Northern Nigeria all year round. 

Agriculture is the dominant form of occupation engaging over 70% of the population 

and making 47% contribution to overall GDP (NIPC, 2015) with a number of 

incentives for the sector. Agriculture remains in the forefront of the government 

diversification policy at all levels for its potential to improved livelihoods of the 

citizenry, widening income and earnings to government and the effect on labour 

generation activity. The figure below shows the map of northern Nigeria coloured in 

yellow areas covering the 19 states and FCT Abuja. 

 

Figure 2.2 Map of Nigeria showing Northern States and their Borders 

Source: www.google.com 
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Investments in the areas of farm products management has been yielding results and 

yet large scale perishable items such as onions, tomatoes, pepper, garlic, and other 

related vegetables remain in waste due to absence of processing systems, poor storage 

and bad handling in transit and as well packaging (Olayemi, Adegbola, Bamishaiye, 

& Daura, 2010). Developing proper and efficient means of post-harvest handling, 

marketing and processing of these perishable farm products is also an important area 

desiring foreign capital presence since most of the challenges revolved round the issues 

identified above (Ofor & Ibeawuchi, 2010; Olayemi et al., 2010). The Northern region 

consists of 19 states and the federal capital territory Abuja listed below in the following 

Table 2.1: 

Table 2.1  

States in Northern Nigeria 

Jigawa Benue Adamawa 

Kaduna FCT Abuja Bauchi 

Katsina Kogi Borno 

Kano Kwara Gombe 

Kebbi Nassarawa Taraba 

Sokoto Niger Yobe 

Zamfara Plateau   

Source: The Compendium of Nigeria (2010) 

The Nigerian Investment Promotion Commission (NIPC) and the Nigeria Extractive 

Industry Transparency Initiative (NEITI) consistently publish investment 

opportunities and solid mineral activities in Nigeria in general and with specific focus 
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on the location of such opportunities. Such publications show considerable 

opportunities in Northern Nigeria particularly in agriculture, solid minerals, energy, 

infrastructure, transportation, construction and natural resources endowments. 

In the area of oil and gas exploration, the north has in abundance oil and gas reserves 

at both ends of Sokoto and Benue Troughs and Chad Basin as reported by NNPC 

(2016) and exploration activity has commenced in Chad Basin and Bauchi/Gombe 

areas with significant breakthrough in seismic data signifying the potentials of finding 

oil before the end of 2016.  

Table 2.2  

Solid Minerals and Natural Resources in Northern Nigeria 

s/no         Minerals State  
1. Talc  Niger Kogi Kaduna  
2. Gypsum  Gombe Kogi 
3. Iron Kogi Niger Kwara Plateau 
4. Lead/Zinc Nassarawa Bauchi 
5. Coal  Kogi Benue Nassarawa 
6. Bentonite/Baryte Nassarawa Taraba Bauchi Benue Plateau 
7. Rock Salt Plateau Benue Nassarawa 
8. Kaolin Plateau Nassarawa 
9. Diatomite Borno 
10. Columbite  Plateau 
11.  Tin  Plateau  
12. Gold  Kebbi Niger Zamfara 
13. Iron Ore Kogi Kaduna Niger Zamfara 
14. Limestone Sokoto Gombe Benue Kogi 
15. Gemstones  Plateau Kaduna Bauchi 
16. Tantalite Nassarawa Gombe Kogi 
17. Oil/Gas Benue Trough Chad Basin Bauchi 

Gombe Borno 

Source: NIPC, NNPC and NEITI 
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2.6 Specific Business Opportunities in Northern Nigeria 

Early literature that studied the Northern region of Nigeria in relation to many social 

and economic factors was specific in the areas of economic development, belief 

system, education (western) and agricultural tradition as each factor affects the region. 

A general trend common to the northern regions of West African countries that are 

close to the Sahara are found to exist on an unfavorable agricultural conditions when 

compared to the south (Csapo, 1981) leading to them not being able to educate their 

children who also partake in the circle of survival by avoiding western education. 

Today the issue is greatly different having been upturned for the benefit of the region 

in terms of education standing. More schools and universities are established all over 

to meet the educational and skill levels of the inhabitants.    

In relation to the agricultural opportunities, the region witnessed cotton, groundnuts, 

mining, and land revolutions in the past that remain a major contribution in the 

development of the country and its infrastructure at large (Scott, 1972). Components 

of agriculture such as the large scale irrigation opportunities are also abound that are 

traditional before have led to new improved methods and marketing due to high 

increase in commercial farming as past literature reveals (Adams, 1991). Mining in 

solid mineral is also associated with past glory in which today appear more modern 

and rewarding in terms of method, returns and commercialization of the output. 

Mineral and resource endowments continue to remain untapped in the region but 

efforts to utilize their abundance is in progress by the present administration.  
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The collapse of agriculture forms part of the major consequence of petroleum export 

expansion since the 1950s (Shenton & Freund, 1978) leading to complete dependence 

over oil and its accruing revenues by the government. Efforts to diversify the economy 

have been adequately reported in the preceding sections, with a specific policy 

direction of recent. The current diversification is tilted to agriculture which is the 

mainstay of participation in the North and is found to confirm early literature position 

on the rural structure of the region as studied by Scott, (1972) where market, farmers 

and the villages studied indicated that market periodicity is found to be related largely 

to the economic factors that directly affect market attractiveness than religion or 

population.    

Religion and culture are also considered a hindrance by outsiders, although recent 

literature attested to unavailable evidence to show that the region and its economic 

activities are affected by Islam, especially when viewed in the culture of not allowing 

women to work outside their homes as studied in (Zakaria, 2001). The study confirms 

the industry of female participation as one hidden in the informal economic sector. The 

study further recommends the adjustment in economic structures of the investors to 

the region in order to fit the cultural needs of the region as exemplified above. 

One other business opportunity found in the Northern region is the job opportunity. 

Literature confirmed that urban economic compression is found not to compel 

southerners to return to their homes because economic opportunities in agriculture and 

the informal sector are wide and greater in the North when compared to the few in the 

South in the same sector (Meagher, 2001). Consequently, large inflow of FDI to the 
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region is certain to galvanise the regional economy into a hub large enough to provide 

support for growing and developing the larger economy. 

Two most important areas for investment potentials in the North are the natural 

endowments and agriculture sectors with manufacturing and services industries having 

greater advantage due to population benefits and markets. This is because the North 

entirely and its adjoining border markets share a close proximity of social, cultural and 

economic ties as literature found distance is an important element in explaining 

regional interactions economically (Hanson, 2001). Over thirty seven billion (37.2b) 

barrels of proven oil reserves and 187trillion cubic feet of natural gas are believed to 

be buried underneath the soil (BP Statistics Energy Survey, 2011) in the angle of oil 

mineral sub sector with abundant non-oil minerals all over northern states. Agricultural 

sector is a primary occupation (particularly in the North) with a rewarding yield per 

hectare of 20-50% accounting for about 40% of GDP, employing 70% of the labour 

force even though requiring modernization to enhance productive, infrastructure and 

market support efficiencies  (AfDB, 2013). 

The summary is that the benefits associated with the nature and character of the 

Northern region is summed in the description of Nigeria by Goldman and Smith (1995) 

when they viewed the country as one with large population, difficulty in the character 

of ethnic composition, different Eco zones and extreme geographical areas with large 

density making Nigeria the only country in Africa that can be likened to the densely 

populated regions of Asia. The North reflects all the features inherent in the larger 

Nigeria because of its multi ethnic and multi religious nature with geographic 

endowments including land resources.    
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LITERATURE REVIEW 

3.1. Introduction 

This review of the literature is in two parts. In the first part the general perspective of 

foreign direct investment, political risk and market size context of the study shall be 

set, by referring to an array of distinct research works that are relevant to the problem 

established in Chapter One. Existing research related to the second dimension of this 

research which involves political risk, FDI and market size in the context of Nigeria’s 

investment environment shall follow every step of the analyses. The aim is to link it to 

the first part in order to establish a basis for the review in setting the stage for 

pinpointing the relationship and or implications against each other.  The conclusion of 

this chapter will more precisely set to address the research questions and begin a 

discussion of methodology in the following Chapter Three. 

3.2. Concept of International Investment 

In addressing international investment, the need for defining its nature and character 

becomes relevant. International investment is therefore grouped into three divisions 

when using the IMF classification as identified by Lipsey (1999) to include direct 
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investment, portfolio investment and other investment. International investment 

equally through the activities of multinational firms has been examine to bring certain 

consequences to the investor, its country of origin, and receiving country instead of 

the flows of investment or stocks alone (Lipsey, 2002). The position of modern 

economics provides a useful basis from which this analysis can take. Economics 

provided the link between man, production and exchange which in essence drives 

modern trade because earth resources are distributed unequally across the planet which 

means nations must trade with each other to acquire what they lacks (Baumol & 

Blinder, 2011). The authors further argued that other differences in natural 

endowments as climate, terrain, labour force, mass production and economies of large-

scale operations are reasons why nations trade between themselves even if they have 

all the endowments.  

Lieberman and Hall, (2000) identifies economic system ‘that constitutes mechanisms 

for resource allocation and ownership’ to form the basis for exchanges in economic 

reality. Medium of exchange that primarily consists of ‘value’ attached to goods or 

services thereby apportioning ‘price’ which  signify the context for exchange between 

people, nations and regions. Most economics scholars argue that specialization and 

exchange are characteristic features of and advantages for international trade (Baumol 

& Blinder, 2011; Lieberman, & Hall, 2000).  

Nations and its regions could benefit from each other on the assumptions of (Smith, 

1776). Since world wealth is not a fixed quantity, international trade can therefore lead 

to increase in productivity in a country that in turn can result in increase in global 

output (wealth). The trends that follow the release of the classical works of Smith is 
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principally the basis that open the door for more economics postulations particularly 

the famous work of Ricardo, (1817). The author advocated the removal of trade 

barriers and allow for free trade that has been the hallmark of Mercantilism who 

support exports but viewed imports as harmful, hence barriers to trade. The work of 

Mandel, (2012) principally classified these obstacles into natural and legal. Natural 

barriers consist of those impediments as distance, cultural barrier, and rural services 

delivery, while the hindrances legally are issues of tariffs, quotas and other conditions 

imposed by government to limit trade or make it expensive. The position advocated 

and extended by Ricardo over two centuries ago give rise to today’s globalized world. 

It is concern with the unrestricted flow of businesses across the world by allowing for 

economic togetherness between nations where business transactions takes place over 

the home boders (Cullen & Parboteeah, 2010).  

More and more companies from local and national markets are going global to 

compete anywhere, communication has become cheaper and impediments to 

businesses are being removed or lowered and trade globally is growing faster between 

nations making globalization and its signs visible in the world economy (Busse, 2003). 

The rising effect of globalization and its main drivers has in the last two decades forced 

businesses to consider and conduct international operations for them to survive and 

prosper (Kahal, 1994). The author outline these drivers to include the lowered 

borderlines and increasing transnational commercial activities. Others are the rise of 

one world commodity for one market, ICT, role of low cost countries in the global 

economy and the growing consumer consciuosness to good product and how it is 

processed.    
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In considering these above trends, it is worthy to note that significant changes that 

occurred between these periods of classical economics thinking to present day have 

impacted significantly to the conduct and practices of domestic and international 

businesses. These changes as argued by Kahal, (1994) are the  industrial revolution, 

the period of the great depression; the Second World War, the rapid expansion of the 

Japanese multinationals, the Free-trade Agreement between the USA, Canada and 

Mexico. Others are the awakening of China (the sleeping giant), creation of unified 

single European market, the economic and political changes in Eastern and Central 

Europe; and of recent the globalization competition. These factors are seen as 

necessary changes in politics and economics of the world. The period in which these 

changes took place, witnessed more countries commencing the process of 

liberalization and transition to free-market economies thereby allowing and engaging 

in trade and businesses at international level.  

International Business (IB) according to Cullen and Parboteeah, (2010) is when a 

company conducts any business functions beyond its domestic borders. A company or 

group here engaging in IB is usually refered to as multinational corporation (MNC). 

Grosse and Behrman, (1992) viewed IB as the study of business activities across 

national borders, concerned mainly with the companies who carry out that business 

and the host governments that seek to control their operations within their economies. 

It is important at this point to attempt a distinction between types of economies in order 

to permit for a broader understanding of the nature and character of international 

business. 
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In defining the character and development of international economies, the commonly 

accepted method of classifications is the one use by the United Nations Conference on 

Trade and Development (UNCTAD), (2008) and the Boston Consulting Group, (2004) 

as adopted in Cullen and Parboteeah (2010). Economies are classified into developed 

(have improved and large per capita GDPs and transnational interests and investment); 

developing (are countries who have significantly grow in the last twenty years), 

transition (are economies on the road to free market and open economic system), and 

least developed (are the nations with high poverty rate, weak democracies, less labour 

absorbtion and unqualified work force). The Boston Group further identified the 

category called the Low Cost Countries (LCCs) who are countries with low wages 

thereby attracting MNCs as easy hubs for production incentives.  

Significant development in the regulation, conduct and practices of international 

business has taking place leading to the formation of major world organs such as the 

United Nations’ International Monetary Fund (IMF) aimed primarily to ensure 

stabilization of the exchange rate and the global economy is considered as an important 

milestone because these public lending agencies try to ensure the marginal 

productivity in regards to every assistance given is increased (Trevino & Mixon, 

2004). The World Bank (WB) is another step forward aimed to help provide loans for 

reconstruction and economic development, grant, economic advice and technical 

support to countries. There are other organs that come to being in order to foster global, 

continental, and regional policy guidelines towards trade, commerce and business; 

politics and culture, environment, health and such major indices of development.  



46 

 

Literature in the past acknowledges specific mention of such other organs concern 

mainly with the multilateral treaty between states such as General Agreement on 

Tariffs and Trade (GATT), the World Trade Organisation (WTO) and other 

agreements among nations in a particular region, as the case with Economic 

Community of West African States (ECOWAS) are relevant to the case at hand. They 

are meant for the promotion of technical and economic standards that are similar and 

help reduce tariffs or barriers among trading patners. These all important organs laid 

the foundation for setting up and or developing International Trade Treaties or 

Agreements which when formally sealed are aimed to primarily promote trade 

between countries and allow foreign firms in the form of MNCs to set up and own 

operations in another country other than their own. This is considered among the basis 

for foreign direct investment (FDI). 

3.2.1. Theories of Foreign Direct Investment  

Before this study commences the literal interrogation of the FDI theories, it is pertinent 

to attempt a foundational argument as to the root of modern transnational investment. 

Earlier in the preceding section, Smith, (1776) and Ricardo, (1817) postulated the 

fundamental concepts of trade among nations when they propounded the theories of 

absolute advantage and comparative advantage. These two theories give rise to trading 

between nations on the basis of their absolute or comparative advantages.  That is, 

countries can benefit economically from each other when resources are directed in the 

creation of goods and services that can be useful to them (Ricardo, 1817; Smith, 1776). 

Nations traded among themselves and further allowing their respective citizens to 

undertake business and trading activities in other countries than their own.  
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Most scholars view of what constitute the meaning of foreign direct investment remain 

within the perspective of their disciplines, however, few definitions may suffice this 

review. Deresky (2003) in (Bruce, William, & Adam, 2009) defined FDI as “firms 

ownership, in part or in whole, of an operation in another country”. The IMF Balance 

of Payments Manual defines FDI as “an investment that is made to acquire a lasting 

interest in an enterprise operating in an economy other than that of the investor, the 

investors’ purpose being to have an effective voice in the management of the 

enterprise”.  

Alternatively, the UNCTAD (1999) define FDI as “an investment involving a long 

term relationship and reflecting a lasting interest and control of a resident entity in one 

economy (foreign direct investor or parent enterprise) in an enterprise resident in an 

economy other than that of the foreign direct investor (FDI enterprise, affiliate 

enterprise or foreign affiliate)”. This further classifies the countries in international 

business as an originating or home country called the source investor and the receiving 

country called the host. Additional definition as given by the World Bank (1996) 

considers FDI as an “investment made to acquire a lasting management interest 

(normally and at least 10% of voting stock) in a business enterprise operating in a 

country other than that of the investor defined according to residency”.    

Further explanations of what constitute FDI according to (UNCTAD, 2007) is that the 

flow of FDI is seen to consists of capital provision (whether direct or via related 

enterprises) from a foreign direct investor to an enterprise, or any capital coming from 

an investing enterprise by a foreign direct investor. In addition to this, the report 

classify that FDI comes in three parts; equity capital (by purchase of shares of a firm 
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in another country), reinvested earnings (either as shares, earnings or retained profits) 

and intra-company loans (usually in short or long terms borrowing or lending of funds 

between parent enterprise and affiliate enterprises of direct investor).   

This general perspective on FDI definition can be narrowed to fit in to the context of 

the study at hand. FDI in Nigeria is simply defined as investment undertaken by an 

enterprise that is either wholly or partly foreign-owned. This definition is found in the 

Nigeria Investment Promotion Commission (NIPC) Act of 1995 and the Foreign 

Exchange (Monitoring and Miscellaneous provision) 1995 Act which together 

provided the legal basis for any foreign investment activity to take place within 

Nigeria. There are wider legal provisions regulating, promoting and protecting foreign 

investments in Nigeria, but the necessary focus is on the risk environment mainly 

political in the confined region of the north.        

To focus further on the theories that literary support the foundation of this work, this 

study grouped the fundamental theories and classified them into two major groups: 

international trade theories and foreign direct investment theories. This grouping is 

designed to follow the theoretical development and the view in which the basic 

postulations and or their promoters are classified. The theory building have been 

consistent with time, needs and relevance of basic disciplines such as the international 

business, economic, political economy, economic geography, management and 

international business strategy. 

International trade theories concerns the basic economics postulations regarding “the 

extent to which a country exports and imports relates to its trading pattern with other 
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nations” (Morgan & Katsikeas, 1997). In summary, classical theory, factor proportion 

theory and product life cycle theory form the domain of international trade theories. 

Classical trade theory rest it assumptions that “countries gain if each devotes resources 

to the production of goods and services in which it has an advantage”.  While  factor 

proportion theory stress that nations do better when efforts are directed in the 

production of commodities that have the best of their natural endowment.  The product 

life cycle theory explains the sequence which follows where a country is the original 

exporter with home consumption saturating and cost rising thereby competition abroad 

is rising, this then signal the start of producing abroad; this reverse the sequence by 

making the exporter becoming the importer due to standardisation in production and 

costs benefits (Ricardo, 1817; Smith, 1776; Heaksher & Ohlin, 1933; Vernon, 1966;  

Wells, 1969;  1968).  

Foreign direct investment theories on the other hand try to address the limitations of 

international trade theories. Market imperfection theory, international production 

theory and the internalization theory are the conventional theories of FDI that elicited 

attention over decades. Market imperfection theory state that firm’s consider investing 

abroad because of certain superior advantages they have over their rivals in 

international markets. International  production theory explains the tendency of a 

company to want to consider going abroad for manufacturing depends on “the 

particular attractions of its home country compared with resource implications and 

advantages of locating in another country” (Morgan & Katsikeas, 1997). 

Internalization theory however is concern with expanding the activities in a company 

outrightly and bringing with it the joint company authority in all its activities towards 
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customers. Companies are certain to benefit when cost is reduced from within and 

thereby improving the market. (Buckley, 1988; Dunning, 1980; Fayerweather, 1982; 

Buckley & Casson, 1998).  

In other theory building developments, the Heckscher-Ohlin theory of international 

trade (Ohlin, 1933) explains how geographic endowments as factors of variation 

among nations who trade together is important in determining the course of trading. 

Similarly, Rybczynski, (1955) measured the effect in the variation found in natural 

resources when applied to country’s internal production. The effect obtained in this 

variation is known as Rybczynski theorem. Future development in theory building and 

research in international trade and foreign direct investment sees yet another effort in 

new theory formulation known as the Kojima Model, according to (Kojima, 1973) this 

was done to complement FDI approach in Asian countries using a pro-trade concept 

against the anti-trade position. 

Another effort in theory development is in the angle of foreign market entry approach 

by MNEs. The Transaction Cost Economics (TCE) theory viewed MNE approach in 

the direction of reducing control and costs. The theory according to (Williamson, 

1985) as cited in (Laufs & Schwens, 2014) rests its position on three principal elements 

of assets specificity, market transaction and control costs, and uncertainty 

(environmental or behavioural). While the TCE concentrates on costs relationships, 

the Institutional theory points to how host country institutions affect MNEs operations 

in the face of existing rules and regulations (Brouthers & Hennart, 2007) which can be 

formal or informal institutions (North, 1990). A new institutional theory within the 

same perspectives of entry  mode define the country’s institutions in the dimensions 
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of regulatory, normative and cognitive (Scott, 1995) thereby compelling companies 

going into foreign market to seek for legitimate and acceptable approach that conform 

with the host nation anticipations and standards (Yiu & Makino, 2002). 

Similarly, social capability or network theory builds upon two assumptions of ability 

and networks which a firm can gain in a foreign market. Social capability is the ability 

of a company to obtain and seek resources among existing business networks in a 

hosting country (Chetty & Agndal, 2007) and the other is showing that the entry 

selection rest on the company’s network relationship instead of the company’s specific 

advantages (Laufs & Schwens, 2014). The resource-based view theory however looks 

at firms in accordance with their resources instead of their products when in a foreign 

market (Wernerfelt, 1984). The holistic nature of the OLI model has been adequately 

featured as one theory yielding varieties of theories revolving round the principles of 

international trade, transaction costs and resource-based view ideas (De Villa, 

Rajwani, & Lawton, 2015).  

Calvet, (1981) examined three major contributions in the field of FDI: the 

appropriability theory, the internalization theory, and the diversification theory. These 

theories above introduce insights into the understanding of the multinational 

phenomenon. Appropriability theory as posited in (Magee, 1976) combines the 

industrial organization and neoclassical ideas to become specialists in the production 

of information. While for the diversification theory, the view is summed to include 

exchange control, credit market and equity market (Lessard, 1979) which are grouped 

to show that international diversification can reduce average risk faced by investors.  
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The New Trade Theory according to Assunção, Forte and Texeiral., (2011) attempt to 

blend the benefits of ownership (knowledge) and location (market size and lower costs 

of transaction) with technology and the natural characteristics of a nation ( natural 

resource endowments). Additionally, the NTT Model included four (4) new 

discussions that are inherent in the neoclassical economics as reported by Sonali and 

Fine (2001) which are market imperfections, strategic behavior and the new industrial 

economics, new growth theory and political economy. The position put forward by the 

NTT is that economies of scale are a major influence in FDI attraction and that the 

frequent role of agglomeration benefits are most vital (Kinoshita & Campos, 2003) as 

well. 

The argument of Kinoshita and Campos, (2003) on their assessment of FDI theories 

equally identified that the Factor endowments-based trade theory favours FDI to 

countries that have lower wages and vast geographical endowments. Although they 

found that market size and labour costs are not statistically significant when treated in 

group-wise regressions these factors are important and cannot therefore be dismissed. 

Further to this is the work of De Villa et al., (2015) in which relevant approaches 

discussing the market entry mode of MNCs, particularly the Uppsala model, real 

options theory, transaction cost analysis, eclectic paradigm, institutional and industrial 

network theories found that political environment component has not been included 

whenever market entry decisions are being considered.   

In reporting the development of expansive FDI literature, Faeth, (2009) in an elaborate 

manner carried out an in depth review of all the theoretical models against the FDI 

determinants where they were derived, and grouped them into nine- (1) determinants 
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of FDI (2) Neoclassical trade theory (3) Ownership advantages (4) Aggregate variables 

(5) the OLI Framework (6) Horizontal and Vertical FDI model (7) the Knowledge-

capital Model (8) Diversified FDI and Risk Diversification Models and (9) Policy 

Variables Models. The author conclude that the basic understanding of FDI and the 

location decision of MNCs does not depend on one sole theory but on different 

theoretical models seeking to explain FDI, its determinants and their influence in 

location decisions. 

Institutional theory is considered as an extension of eclectic paradigm that has its focus 

on the institutional dimension in market entry mode selection procedure (Brouthers, 

Brouthers, & Werner, 2008). In sum, the OLI model and the new trade theory favours 

developing economies and emerging markets because of their added flexibility to 

utilize technology at sub-optimal level or knowledge spillovers, large scale to 

economies for enhance profits and market size, and the natural resource endowments 

maximisation and minimal costs utilisation. This is in tandem with these countries 

stages of development thereby exhibiting the environment mainly for the market 

seeking and resource seeking FDI. 

While the study at hand is premise on the differences between developed economies 

with surplus capital to invest and the viewed underdeveloped economy who may be 

an emerging market,  providing the much needed environment to attract foreign 

capital. It is on this note that concepts and arguments on development when reviewed, 

will tend to express the feature on firms’ strategic focus aimed at bridging the gap 

between advanced or developed nations and the backward countries in the context of 

investment and development (between firms and nations). Scholarly contributions on 
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the ever changing interactions between FDI and the degrees of economic development 

of nations are reviewed further.  

The Investment Development Path (IDP) is an approach categorized into five (5) 

stages of 1, 2, 3, 4 and 5 showing the link between economic development and 

investment potentials of nations. Notable works in this area include (Dunning, 1981; 

Dunning & Narula, 1997; Narula & Dunning, 2000, 2009) even though research that 

examine location factors in relation to IDP is considered scarce (Li & Clarke-Hill, 

2004). However the fragmentary confirmation shows that the influence of location 

factors continue to depend on the stage of development of the host economy (Galan, 

Gonzalez-Benito, & Zuñiga-Vincente, 2007). Stages (1 and 2) tend towards less 

developing and emerging economies that seek to attract market-seeking and natural 

resource seeking FDI, this as well cannot confirm whether it is the best way to 

approach a location because there is no acceptable theory showing how best to enter a 

location on the basis of its factors (Villaverde & Maza, 2015). 

Economic development was also considered a result of IDP processes and therefore 

continues to relate to FDI flow. According to Narula and Guimón, (2010) the IDP has 

been a principal output of OLI correctly developed by Dunning (1980) for it examining 

ability in the way in which FDI acknowledges the changes in the O advantages found 

in domestic firms and their MNEs counterparts and as well the location advantages of 

countries. Arising from the above, Ramírez-Alesón and Fleta-Asín, (2016) in their 

study of recent found that the development stage of an economy has a positive 

moderated effect on the size of market in attracting FDI because market size is 

considered highly important for less developed economies than developed ones. 
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As a source of fear mitigating strategy particularly to those MNEs wishing to enter a 

location, Mathews, (2006) proposes the Linkage, Leverage and Learning (LLL) model 

which denote that from the rising effect of globalization where the latecomer firm with 

more superior advantage become interconnected, to gaining wider opportunities 

thereby gaining knowledge, technology and market reach from that relationship so that 

the repetitive approach of links and interconnections become capable of producing 

superior players within the industry. MNCs who seek development partnership can go 

through this process of LLL strategy especially when new market potentials are 

identified to help serve as fear mitigating mechanism against perceived risk envisaged. 

The major theories cited above are not only concern with the nature and character of 

international investment but also what determine and influence these investments to a 

selected location. The determinant factors greatly influence location choice only when 

they are beneficial to multinational interest. Market entry mode selection determines 

the best way MNCs chose to organize their activities in a foreign market (Hill, Hwang, 

& Kim, 1990) and the authors proceed to identify three distinct modes of entry; 

licensing or franchising, joint venture and a wholly owned subsidiary. Previous 

literature further classified three modes of serving foreign market either by direct 

subsidiary investment, exporting through efficient channels of distribution or some 

contractual agreements in the form of joint venture and licensing (Pedersen, 2003). 

Four classifications commonly identified in (Agarwal & Ramaswami, 1992) include 

sole venture, joint venture, licensing and exporting. 

The commonly considered determinants of FDI follow in the first category of 

multinationals entering and operating in developing poor nations who were faced by 
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poor institutional quality, different types of expropriation and absence of strong 

commitment to policy (Azzimonti & Sarte, 2007). Other considerations are found in 

the areas of natural resources presence and large markets (Asiedu, 2006; Kedir, 

Ibrahim, Elbiraika, & Hamdok, 2012), corruption (Wei, 2000), culture and political 

risk (Bruce et al., 2009), cultural distance, labour availability and trade agreements 

(Blonigen & Piger, 2014), exchange rates and taxes (Blonigen, 2005) and poor legal 

conditions and country risk (Ramcharran, 2000) among other determinants.       

3.2.2. Determinants of FDI in Nigeria  

For FDI to strive better in any country, individual determinants should be at play to 

help in attracting or repelling it. Research in the past pin pointed some specific 

characteristics expected of a host country in order for them to become attractive 

towards offering calculated benefits to a would-be foreign investor. Large scale 

consensus is found in theoretical context on some FDI determinants but inconclusive 

results are reached empirically especially with regards to emerging markets and less 

developed countries that exhibit specific features contextually giving rise to these 

contradictions because of individual country factors and time frames (Ramírez-Alesón 

& Fleta-Asín, 2016). 

These country variables as identified by literature play vital role as location advantages 

of FDI and are found to differ depending on the level of development of that country 

or region (Blonigen, 2005) and are believed not to have been covered exhaustively. In 

general FDI is driven by some policy and non-policy factors (Fedderke & Romm, 

2006). Policy issues are usually concerned with the degree in how the country’s 
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economy is open, consumer to company regulations, labour, and taxation, barriers to 

foreign investment or trade and basic public services. While the non-policy matters 

comprises domestic market, cost of carrying, natural endowment, and stability in the 

system.  

The Product Life Cycle (PLC) theory mentioned above has acknowledged the 

limitations of the classical economics theory according to (Vernon, 1966) by 

considering that the comparative costs are due generally to variations from the 

resources endowments between nations, period of innovation, scale economies effect, 

influence of risk and the location theory. These are factors of concern in MNE decision 

to invest abroad and this study therefore found the general determinants of FDI 

whether theoretically or empirically stated as inexhaustible.  

Literature further maintained the inability of a commonly recognized theory that 

explain the best way to approach a particular location based on its factors or advantages 

(Villaverde & Maza, 2015). However, literature continues to gauge certain factors as 

major determinants of FDI in general and specifically for Africa. The general 

determinants are those emphasized by previous theories such as the resources 

endowment, market size, infrastructure, human capital, economic stability and 

production costs as elaborated in the trade theories or the OLI, the political variables 

such as corruption, political risk or instability, financial and fiscal incentives as found 

in the institutional theory and the postulations by the new trade theory which include 

market size, market growth, openness of the economy and endowments (Assunção et 

al., 2011; Ramírez-Alesón & Fleta-Asín, 2016).  
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Although the position of literature on Africa in determining which factor influences or 

attract FDI flow the most, its unique position made it (Africa) different from other 

regions of the world (Asiedu, 2006). Nigeria is no different with regard to literature 

when assessing the determining factors of FDI albeit mixed findings. Scholars attempt 

to examine those determining factors of Nigeria’s FDI have been encouraging. They 

include (Adegbite & Ayadi, 2010; Asiedu, 2002, 2006; Ayanwale, 2007; Dinda, 2014; 

Ojide, 2003; Gobna & Nurudeen, 2010; Izuchukwu & Ofori, 2014; Nurudeen et al., 

2011; Oke, Ezike, & Ojogbo, 2012; Onyeiwu & Shrestha, 2004).  

Fundamental factors mentioned by literature in the above cited works include those 

that have significant effect such as political instability, policy and regulatory 

environment, institutions and  economic growth; natural resources, and level of 

investments in the economy. Others that have no significant effect are human capital, 

inflation, exchange rate, infrastructure and domestic market. These fundamental 

determinants falls into macro and micro level due to their involvement with any of the 

economic indices that impact on growth or development. Few literature works 

discusses country specific factors while some approached the study by grouping 

nations together and none has considered Nigeria’s determining factors by region.  

Relationship is known to exist in literary context showing strong connection between 

domestic market, natural resources endowment, exploitation and inflows of FDI 

(Anyanwu, 2012). 

Oke et al., (2012) conducted a study which assesses the locational  determinants of 

FDI in Nigeria for the period 1975 to 2008. Using the Generalized Method of Moments 

(GMM) the variables assessed showed significant positive relationship (power in form 
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of energy, public expenditure and stablity are seen to encourage FDI) and the rest 

others responded contrary to it. The most unexpected outcome as found by this study 

is the GDP as a measure of market size and the degree of infrastructure level appear 

with a negative sign. Although this investigation covers the entire country taking 

account of the location factors at once for the period 1975-2008, it failed to account 

for the rising instability in the business environment which engrossed the whole 

country in the almost half of the period studied.  

3.2.3. Effects of FDI on Nigeria’s Economy 

Two principal reasons were advanced as to why firms go international thereby 

impacting positively or negatively on host economies. According to Deresky (2008) 

reactive (defensive) and proactive (aggressive) reasons are the basis why firms setup 

international operations to maintain some competitive advantages over others. 

Reactive reasons include global competition, customer demands, restrictions and 

regulations and barriers to trade while proactive reasons involve incentives offered by 

government, access to resources and cost reduction measures, opportunity to grow and 

economies of scale. 

There is a general consensus in literature when it comes to the positive effect FDI has 

on developing nations. Primarily, the positive effects of FDI are the very reason why 

emerging economies increases their effort in its attraction (Bakare, 2010; Caves, 

1996). The UNCTAD reports shows consistent increase in FDI that explains its 

positive point in terms of country and period specific pattern (Oriakhi & Osemwengie, 

2012). The fundamental effects FDI has on developing or emerging economies like 
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Nigeria are its contribution to economic growth (Majeed & Ahmad, 2009), expanding 

domestic investment (Ahmad & Malik, 2009); enhancing domestic businesses and 

developing new ideas (Brooks & Sumulong, 2003). To (Blomstrom & Kokko, 2003) 

FDI helps introduce new technologies and know-how and force local firms to increase 

their managerial efforts towards withstanding competition. 

Literature further recognizes the role of FDI in proving it absorptive capacity at times 

of financial crises in contrast to other forms of capital flows (Lipsey, 1999, 2002) . The 

case with Nigeria is not in any way different since the classification as to emerging or 

developing economies were considered in sum. However, in specific terms (Oke et al., 

2012) identifies the positive contributions of FDI to Nigerian economy to include 

provision of employment, guaranteeing all forms of trainings, profitability from use of 

local resources and improvement in domestic productive capacity. In addition, 

Nurudeen et al., (2011) explains the benefits thereby supporting those mentioned by 

Crespo & Fontoura, (2007) to include provision of investment fund, foreign exchange, 

technical know-how, competition and encouraging exports.  

Adverse effects of FDI on host country economy include its undermining ability to 

development process (Razin, Sadka, & Yuen, 1999), jobs, income, and the level it 

affects country’s independence (Musila & Sigué, 2006). These authors further mention 

the adverse effects to be on balance of payments when the inputs of production are to 

be imported and on foreign reserves if profits are repatriated. The benefits are greater 

than the adverse consequences particularly to developing countries like Nigeria since 

vital improvement as posited above continue to reflect on the economic and social 

benefits to the receiving economy. 
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3.2.4. Types of FDI and Northern Nigeria  

There have been quite a number of MNEs operating in Nigeria that are primarily 

involved in lawful businesses with huge reward. It is necessary to explain the various 

motivational factors to which MNCs undertake FDI. Literature provides a good 

classification from the kinds of incentives leading to FDI by MNCs (Dunning, 1998) 

to be natural resource-seeking, market seeking, efficiency seeking, and strategic asset 

seeking. In their classification, Asiedu (2002) and Musila and Sique (2006) recognizes 

market seeking and non-market seeking; extractive, market seeking and export 

oriented as common reasons why MNEs are found in Africa generally.  

Ogunkola and Jerome (2006) offered a sectorial classification of the types of MNC by 

the kind of investment they undertake in Nigeria. The authors identified mining and 

quarrying, manufacturing, agriculture, transport and communication, building and 

construction, trading, business services and miscellaneous. Mining and quarrying has 

the highest participation followed by manufacturing in the overall country ranking. 

Much of the mining activity is in the oil industry. The few mining activity in the 

extractive non-oil sector is found in the North where mineral deposits are found but 

are yet to be fully exploited to its best as the report on the extractive industry shows 

(NEITI, 2012). 

Agriculture and related activity like cattle rearing, fish and poultry; feeds and farming 

are considered as major investment that attracts less foreign investors in the North. 

There is a booming building and construction industry with an all year investment in 

the efforts to improve infrastructure. MNCs who operates in Nigeria are mainly natural 
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resource seeking type (Dinda, 2014) and in some case in such areas as 

telecommunication, power and manufacturing (Izuchukwu & Ofori, 2014),  while the 

market seeking MNE operations with an average presence as reported in the study 

covering 1970-2008 assuming a single focus in manufacturing, transport and 

communication and trading and business services were 33%, 1.2% and 16% 

respectively in a sectorial composition (Ogunkola & Jerome, 2006).  

The natural resources extraction sector continue to dominate and principally have its 

directed investment in particular in the oil and gas sector (CBN, 2015) averaging 

nearly 40% of the capital importation directed to it. The CBN report covering 2007-

2015 (up cit.) identifies twenty one (21) areas of foreign capital flow into Nigeria and 

the areas with most attraction are oil and gas, production/manufacturing, shares, 

telecommunication, banking, agriculture, construction, servicing, trading and 

transportation. These sectors especially mining, agriculture and manufacturing strive 

better in the region where the geographic endowments are available such as arable land 

or mineral deposits and as well as where market factors are favorable to provide 

economic benefits to the investor. 

The study by Amendolagine, Boly, Coniglio, Prota, and Seric (2013) that covers sub-

Saharan Africa revealed a host country features as a percentage of GDP in relation to 

natural resources, FDI and manufacturing shows Nigeria as at 2009 with a 33%, 24% 

and 3% respectively in its standing to the type of investment it has been able to attract. 

Strong market potentials are expected to boost manufacturing investment this is 

because very recent literature found the essential role of market in FDI location (Huang 
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& Wei, 2016) in that it has changed from being a labour-oriented investment to one 

strongly driven by domestic market attractions.  

3.3. Political Risk and FDI 

There is an established view by most scholars although mixed on the link between 

political risk and FDI. There is however a mixed position among scholars attached to 

the term on what clearly it is and how best to assess it (Sottilotta, 2013). Previously 

political risk is not given much priority in MNC decisions to invest in another country 

(Howell & Chaddick, 1994) but growing importance of location decision and 

ownership agglomeration of firms desire to operate internationally following 

discovery of new markets and opportunities in an unknown environment filled with 

uncertainties (Ferrari & Rolfini, 2008) catapulted its increasing status today as an area 

that cannot be neglected.  

This is because political risk as a component of business risk contribute to an annual 

revenue losses in Billions of Dollars by MNEs making it a primary subject of interest 

among scholars and business practitioners (Stevens, Xie, & Peng, 2015). The 

phenomenon referred to as political risk is the one which seek to examine activities of 

government with negative effect on firm performance (Boddewyn, 1988). The term 

political risk sometimes interchanged with political instability (Bruce et al., 2009). 

International Business literature commonly confines its limitations in the definition of 

what political risk is when it posit that it is such effect arising from an “unwanted 

consequences of political activity” (Kobrin, 1979).  
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Boddewyn, (1988) was among the early proponents who seek the inclusion of political 

factors in MNE theory especially the OLI to help MNEs achieve their common 

economic objectives of survival, profitability and or growth. This shows that 

describing country political risk standing is usually seen to affect the quantum of 

investment flow and as well the types of MNEs that come into its market (Graham, 

2016). Although recent literature identifies the weakness of the OLI model in the way 

it prioritize locational advantages as major single influence of market entry mode 

selection, it was however considered to determine the market selection decision by 

MNEs  (Douglas, Samuel, & Keegan, 1982) and the extent uncertainty can affect the 

foreign capital flow and operations. 

To begin with, political risk is the risk of adverse consequences arising from political 

events (Butler & Joaquin, 1998). According to (Edwards, 1990) these events as they 

arise are measured best using two indices: political instability (that assesses how often 

government is changed) and political violence (consisting political assassinations, 

violent riots, protests, political attacks, and politically induced strikes). The common 

meaning attached to the concept according to Hamada, et al. (2004) in (Ferrari & 

Rolfini, 2008) is the totality of decisions, conditions or events of political nature able 

to provoke direct or indirect financial loss or physical damage to an investment project.  

In some cases it is the presence of different frictions within the political process that 

results in policies that discourages FDI inflows (Azzimonti & Sarte, 2007). However, 

Clark and Tunaru, (2003) sees political risk as those often changes arising from 

political process that is likely to influence foreign direct investment  outcomes. 

Two major classifications of explicit events and ongoing change were made from this 
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citation. Explicit events concern laws and regulations that affect expropriations, 

nationalizations, devaluations, etc., and in some cases activities of workers or terrorist, 

etc. Ongoing changes are uninterrupted actions such as policy, laws or social and 

political development that impacts wholly or partially on the FDI surroundings. 

The largest impact on FDI-Political risk relation usually comes from the explicit events 

because they create real losses due to their irregular secret appearances (Clark & 

Tunaru, 2003). The traditional variables of political risk arising from these two 

dimensions are expropriation, transfer and political violence being the major risk 

generating activity in a country (Ferrari & Rolfini, 2008). These three common forms 

of political risk are usually found in developing economies with weak institutions that 

cannot offer protection to foreign investors. Established facts are available from 

empirical research showing components of political risk such as weak institutions, 

other forms of expropriation and the absence of policy commitment are major 

hindrances to FDI flow (Azzimonti & Sarte, 2007). 

Early studies by Robock and Simmonds (1973) see political risk existing where sudden 

stops are noticed from an international investor that are unexpected, and are arising 

from a shift in political decisions in an environment of business. Meldrum (2000) 

further viewed political risk as those extra threats not known in home transactions 

which may include variations from country’s economy, regulations, society, politics, 

climate, and monetary issues. The perspective expressed by Belligoli (2012) on 

political risk is that of a situation in which a host country carryout decisions that have 

negative consequences strong enough to affect the operations of multinational in terms 

of profitability, manpower cuts or financial flow. These are further classified either as 
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political risk affecting the link between society and economy or political instability 

(terror attacks, riots, coups, etc.). 

Bruce, William, and Adam,  (2009) offers a widely accepted definition of political 

risk as “the risk of non-payment or non-servicing of payment for goods or services, 

loans, trade-related finance and dividends, the non- repatriation of capital, and/or a 

lack of enforcement within the regulatory environment as it relates to non-domestic 

firms”. In addition to the above, Butler & Joaquin (1998) explains further that political 

risk is the risk in which an independent government alter the “rules of the game” 

unexpectedly in the business environment. Edwards (1990) affirm that the magnitude 

and location of FDI defends on the character of the political system particularly for 

Less Developing Countries (LDCs) governments that are in place.  

This means that the lack of FDI flow to countries with potential high returns is based 

on their greater threats arising from higher political risk associated mostly with 

developing countries (Lucas, 1990). According to Brada, Kutan, and Yigit (2006) two 

major risks arising from instability of the host nation that the investor confronts are a 

domestic conflict with a spillover effect into the neighboring countries primarily 

intended to affect the profit level due to falling sales, export activity or the production 

facility is targeted and vandalized.  The second risk is where the currency of the host 

country are affected thereby devaluing the MNC properties. 

There are certain political changes that are not enough to affect business conditions to 

cause meaningful variations for them to be categorised as political risk. Alternatively, 

not all political uncertainties or occurrences can be termed political risk for MNC 
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(Chiou, 2010). Promoters of FDI are concerned more with political risk factors than 

the economic factors (Moosa, 2002) because risk indicators assist managers in defining 

well the political environment of a nation. The lack of  interpretation of the political 

environment by certain theoretical models explain it as a complex phenomenon, but 

literature favored the strength of institutional theory in helping to address this rising 

challenge (De villa, et al., 2015). 

In general IB scholars’ uses different terms when addressing political factors that have 

negative effect on FDI which include political risk, political instability, political 

conflicts, political events and political hazards. A possible confusion therefore arouse 

because a defined distinction cannot be achieved since these terms are used 

interchangeably. For example, when the angle of political risk or instability is 

considered an unclear empirical relationship exists between the flow of FDI or as its 

determinant with the other according to how each is applied.  Asiedu (2002) found 

unclear relationship between political instability and FDI because it cannot be 

determined. It is on this note that literature was found to parade contradicting claims 

on the relationship of FDI and political instability/risk within the conclusions of 

empirical and theoretical assessment.  

Some findings shows political instability does not promote FDI particularly for 

African states (Asiedu, 2006), do not have a consistent influence on the characteristics 

of foreign investment (Jenkins & Thomas, 2002), do not have any statistical significant 

effect on FDI inflows (Li & Resnick, 2003); portray an negative relationship 

(Schneider & Frey, 1985; Edwards, 1990). Others show that there is no or insignificant 
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relationship (Asiedu, 2002; Fernandez-arias & Hausmann, 2000; Jaspersen, Ahlward, 

& Knox, 2000).  

While the angle of political risk parade rather strong mixed results, it however shows 

that not all aspects of political risk elements affect FDI (Baek & Qian, 2011), bears no 

relation to FDI but political violence being the extreme form of political instability 

affects investment (Li, 2006), considered as crucial in location decision (Bartels et al., 

2013; Bruce et al., 2009), risk factors differ in Africa (Bezuidenhout, Coetzee, & 

Claassen, 2014) and lastly its impact on emerging markets that receives more vertical 

FDI have less FDI inflows due to increased volatility of risk (Aizenman & Marion, 

2004).  Based on these prior studies, political risk can be adjudged to be significantly 

related to FDI inflows. 

Notable collection undertaken by Brada et al., (2006) with respect to the effect political 

instability has on wide ranging indices or variables include those on its relationship to 

economic performance (Carmignani, 2003); as investment decisions, foreign 

borrowing (Nickelsburg & CITRON, 1987); capital investment and asset markets 

(Cherian & Perotti, 2001). Others are on economic growth and investment (Alesina & 

Perotti, 1996), it impact on stock return in emerging and developed markets 

(Diamonte, Liew, & Stevens, 1996), economic crisis and election results that are 

uncertain (Bussiere & Mulder, 1999), behavior of stock markets (Ketkar, & Ketkar, 

1989) and on determinants of capital flights. Some also include its effect on organize 

crimes (Kutan & Perez, 2002) and on foreign exchange (Kutan & Zhou, 1995). This 

can therefore be maintained to say that political risk may have significant effect on 

FDI inflows. 
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Literature acknowledges the two commonly used distinctions to political risk as either 

Macro risks or Micro risks (Al Khattab et al., 2008) which shows that macro risks 

takes place to affect all foreign companies (such as revolts, coups, wars) while micro 

risks happens when the risks target business activity specifically. Political risk can 

either be categorized into two basic criteria: first as an incidence, second as in the way 

political events affect the firms making the investment (Moosa, 2002). The first may 

lead us to further divide it into risk as a wider political development or those that 

choose to affect FDI partially or companies specifically. The latter provide yet another 

grouping into the form of transfer risk; operational risk and control risk as given by 

Root (1973) as cited in (Schmidt, 1986). 

Jensen (2008) identify that political risks are of three types which affect or prevent 

foreign investment: first, forfeiture of assets belonging to multinationals and failure to 

implement agreements; second, risk associated with movements or transfer and, third, 

the scale and severity of conflicts enough to harm multinational facilities or the 

receiving economy and its productive capacity in the future. Further breaking of risk 

into three (3) types was offered by Graham, (2016); bureaucratic risk, policy risk and 

the risk of political violence which classification was based on practicality, 

distinctiveness and degree of correlations particularly when combined as political risk 

and firm experiences. 

Literature of recent continues to focus on the typologies of risk and its associated 

effects on foreign investment decisions. Following historical line of development, 

Casson and da Silva Lopes, (2013) argued that risk can either be subjective or 

objective. It is subjective because it diminishes after the firm entered the foreign 
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market, while it is objective when it exists no matter the experience of the firm. 

Objective risk is further classified as institutional or natural. Institutional risk stem 

from the actions of individual people, or the organisations to which they belong. 

Natural hazards are from physical factors such as floods and earthquake. The major 

concern of IB literature has been with the institutional risks. Seven risks categories 

were identified by these authors from this work which includes unfamiliarity with the 

environment, political risk, social risk, business risk, financial risk, climatic risk and 

geological risk. 

The common method by scholars in IB literature favors that firms must avoid high-

risk areas in making quick exit from such countries when risk increases but Casson 

and da Silva Lopes (2013) challenged this view by citing historical facts showing many 

firms have survived in high-risk environment through the use of sophisticated risk 

management strategies. Few of these works that considered FDI and political risk were 

not able to show foreign investor preference to countries that have high market 

potentialities but have their investments characterized by greater risks (Agarwal & 

Ramaswami, 1992).  

This is because high risk in developing countries serving as host countries is not 

considered as a hindrance to FDI inflows (van Wyk & Lal, 2008). Other studies 

proving the lesser effect of political risk in inhibiting flow of FDI show that total FDI 

inflow is higher in risky countries when serving as a measure of country risk for 

sovereign debt (Albuquerque, 2003), high risk countries yields direct control to firms 

with FDI approach than other forms of investment (Razin, 2003) and long term 
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strategic benefits are found to drive FDI into China despite high political risk (Pan, 

2003).  

Although no generally preferred model of political risk and FDI association is in place, 

the argument is that MNEs main goal continue to be economically driven and therefore 

use political means to attaining it (Boddewyn, 1988). The traditional means of 

exploring the political risk phenomenon rest in using the bargaining power approach 

(BPA) or the political institutions approach (PIA) (Stevens et al., 2015). The BPA is 

principally concerned with the bargaining power between a firm and a government on 

equal terms, while the PIA maintain its balances and the degree of checks in the hands 

of political institutions of a country.  

Accordingly, the dealing by MNEs with respect to political risk is not only in their 

host countries but involved dealing with the home government as well. Seeking a 

balance in dealing with the components of political risk at both home and host 

countries goes beyond these traditional approaches of BPA and PIA. Literature 

recommends the legitimacy based view (LBV) to carter for three key explanations 

from its development (Stevens et al, 2015): first is to justify how governments are 

motivated to be involved rather than its ability to be involved in the affairs of MNE 

whether home or abroad. Second is the basic consideration of certain implications 

arising from actions made by firms at home or abroad being political risk factors, and 

third is the basis for contextualizing political risk from the angle of typologies of 

operations whether in fixed-asset firms found in developing nations or those in high-

tech services in developed nations. 
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The development of LBV theory provide a basis to responding adequately to the 

changing pattern of political risk by addressing the failings of government in short-

term bargains instead of achieving more FDI flows (Luo, 2001), expanding the 

frontiers of foreign firms operations in a host country by assessing the level of their 

commitment to government long-term economic, political and social objectives 

(Henisz & Zelner, 2005) and as well the expectations that MNCs exists as a lawful 

entity in the eyes of government (Zaheer & Kostova, 1999). The LBV main focus is 

to help link legitimacy to political risk especially when viewed along the line of 

pragmatic, moral and cognitive types (Suchman, 1995) and seek to ensure that the level 

of MNEs political risk is reduced when these firms build legitimacy and acceptance 

within the host government environment (Henisz & Zelner, 2005). 

Paldam (1998) using a political perspective explained four aspects of political stability 

to include stability of government (serving for full elected term and a majority), 

stability of political system (changing governments in line with constitution), internal 

law and order (level of industrial conflict) and external stability (threats to Borders) to 

help determine the character of nation-states in relation to uncertainty and growth. The 

LDCs (especially in Africa) are seen to exhibit some elements of autocracy and 

dictatorship arising from stiff rulers and or leaders (Collier & Gunning, 1999) instead 

of creating institutions that can help in minimizing the degree of uncertainty thereby 

creating stability and structures that can provide economic exchanges and development 

(Young, Tsai, Wang, Liu, & Ahlstrom, 2014). 
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3.3.1. Political Risk Indicators and FDI 

Components of political risk as used in this study are examined in the context of their 

relationship to FDI. The selected indices reviewed here include common disputes 

across the national borders, corruption, political violence, ethnic and religious 

tensions, kidnapping, investment profile and policy changes and how they relate with 

FDI.  Literature in the past favored by location theorists continue to stressed the 

importance of relative factor endowments (Helpman, 1984), concentration and 

proximity benefits (Brainard, 1993), and the degree of distance found between home 

and host (Blonigen & Piger, 2014) collectively determine FDI and by extension the 

indices that account for the overall influence in repelling the inflow particularly in 

form of risk or its environment.  

In explaining distance, (Bevan & Estrin, 2004) defines it to consist of transaction costs 

of doing business in foreign country in terms of transportation and communication 

costs, cultural and language differences costs, institutional and legal factors. These 

select variables therefore falls within the premises of all the above traditional elements 

imbued in host locations that are political or institutional with a likely impact in 

reducing or affecting FDI inflow.  Literature consensus on host country showed its 

primary role of determining the official and unofficial institutions MNEs confront in a 

foreign country (Laufs & Schwens, 2014). The example of these official institutions is 

the political risks while that of unofficial ones include the culture of the environment.  

Significant justification following the above narration in the use of the select variables 

is also linked to the role played by location in IB and economic geography scholarships 
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especially in further permitting for the reasons to study sub-national region and their 

effects (Ma, Tong, & Fitza, 2012) in terms of market size, risk and agglomeration. 

These associated agglomeration effects according to (Porter, 1998) are “positive 

externalities that stem from the geographic clustering of a group of companies” and 

mainly drive these benefits upon location advantages. When dealing with clusters of 

firms the possibility of not recognizing the most significant ones or having them 

disappear is also possible which allow for a better assessment of the very reasons 

impacting on their political environment such as the index for quantifying propensity 

of these risks. 

This study therefore follow the principle of country specific advantages found in 

location as advanced by the institutional theory peculiar to international market (Laufs 

& Schwens, 2014), and maintained the approach as recommended in (Bischoff & 

Lambrechts, 2010) of replacing, substituting and modifying variables that help asses 

regional impact of risks. The variables selected reflect the determinants related to 

location factors of the OLI (cost, stability), those concerned with the institutional 

theory (corruption, political instability, quality of institutions), and the NTT factors 

(market size, growth and factor endowments) as supported in the work of (Assuncao, 

Forte, & Teixeira, 2013). 

3.3.1.1. Disputes with Neighbors and FDI 

Host economies and their success to attracting foreign investment flow is linked to the 

stability of their neighbors at regional level because the market of the region is also a 

factor in attracting FDI (Villaverde & Maza, 2015). Although literature favours 
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regional capacity to attract FDI, this view tends to differ greatly, with the detailed type 

of sectors (Casi & Resmini, 2010) being targeted, the stability of border nations is an 

important factor of concern if regional advantage is to be maximized fully using 

expansive market (Villaverde & Maza, 2012a).  

Research findings favours the concern of MNCs on the level and scale of internal and 

external conflicts to the country host of their investment by raising the economic and 

political instability either in form of civil wars, political violence, sanctions or full 

scale war (Busse & Hefeker, 2005). It is valid to relate FDI flows to the potential 

effects of border conflicts and as well predict that market size and its regional 

extension could moderate the influence of such conflicts.  

3.3.1.2. Corruption and FDI 

The notable influence of corruption in deterring flow of foreign investment has been 

well documented by literature particularly to developing and less developing nations, 

as well specifically for Africa. The attendant effect of corruption or its association with 

FDI flow has been duly acknowledged in recent researches (Adams, 2009; du Toit, 

2013; Everhart, 2010; Freckleton, Wright, & Craigwell, 2012; Sunkanmi & Isola, 

2014). The World Bank (2005) who recognised the prevalence of widespread 

corruption in host country’s receiving FDI also condemned it because of its effect and 

impact on costs of doing business and productivity.  

Corruption is found to affect investment in countries where it is rampant (Everhart, 

2010); creates public and or private additional non market business costs (Kurtzman, 

Yago, & Phumiwasana, 2004) and may create an unattractive climate for investment 
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depending on the type of FDI in question (Brouthers, Gao, & Mcnicol, 2008). The 

result of the investigation on the influence of corruption on two common types of FDI- 

market-seeking and resource-seeking and their market attractiveness conducted by 

Brouthers et al., (2008) found that counteracting effect exist between corruption, 

market attractiveness and FDI for market seeking investment only, and it appears to 

hinder resource-seeking FDI. The findings further reveals that market-seeking FDI 

tend to adapt to corruption when market attractiveness can make up for additional costs 

created by it. 

There are two sides to the debate on corruption and its effect on FDI flow according 

to (Bardhan, 1997), one relates to the negative consequences of having to pay extra 

costs as bribes to obtain permits or licenses which in turn affect the expected profit by 

reducing it and the increasing uncertainty arising from non-enforceability of 

agreements by courts of law. The second is the positive effect where corruption can 

accelerate decision processes by improving bureaucratic efficiency. In the overall, 

reducing corruption as unanimously canvassed, is certain to improve FDI flow thereby 

incentivising increases in GDP (Freckleton et al., 2012). However corruption is seen 

as a component of wider institutional factors that have no any obvious cause (Kim & 

Aguilera, 2016). 

The most important among political risks in Nigeria’s past has been corruption (Frynas 

& Mellahi, 2003) which according to the Transparency International (TI) rankings 

made the country as one of the most corrupt in the world thereby affecting business 

performance. Although corruption is predicted to significantly affect FDI inflow, 

market size is expected to moderate its influence.  
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3.3.1.3. Political Violence and FDI 

The study whether empirical or theoretical of the association between political 

violence and economic development (including foreign investment flow) has been 

recommended by (Besley & Persson, 2011). Earlier and as well subsequent studies 

therefore shows that political violence has been found to affect FDI by decreasing the 

chances of the country to be chosen as an investment location rather than reducing the 

size of investment (Li, 2006) and findings further shows that such political violence 

are associated with being the product of weak or under-performing institutions (Besley 

& Persson, 2011).  

Political violence can largely affect the return on investment of multinational firms 

(Jensen, 2008) even though it was considered not significant enough to hinder the 

attraction of FDI (Edward, 1990). The work of (Ross, 2006) found that resource wealth 

in natural resource abundant nations is associated with spreading conflicts due to 

unequal resource wealth sharing. The triangle of the role of institutions, natural 

resource abundance and economic development with their interactions is seen to 

contribute to promoting political violence or civil conflict as suggested by Besley & 

Persson, (2011). The relationship between political violence and FDI remain an 

important issue in the IB literature thereby prompting this study to predict that it may 

have significant effect on FDI inflow but however this effect is expected to be 

mitigated via the influence of large market presence in an intended location as posited 

in (Sethi, et al., 2002).  
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3.3.1.4. Ethnicity and FDI  

The debate on the effect of ethnicity on international trade and flow of capitals has 

been on-going, emphasis on its positive and negative impacts to trade and promotion 

of investment flow at international level has been fairly addressed. Accordingly, since 

ethnicity have conflict generating effect, it is found to assist in determining political 

and economic structure of nations and societies (Alesina, Arnaud, Easterly, Kurlat, & 

Wacziarg, 2002) thereby serving as a form of proxy for pressure group divisions, 

aimed at promoting rent-seeking and overspending, undermining public goods 

provision and encouraging inequality (Posner, 2004). Literature acknowledges the 

influence of ethnicity (and the conflicts it breeds) on growth movement of African 

societies when it identified that increased diversity inhibits growth especially in sub-

Saharan Africa (Easterly & Levine, 1997).  

The three sub-components of ethnicity as explained in (Alesina et al., 2002) are ethnic, 

linguistic and religious divisions which in sum have been correlated to GDP because 

of their collective effect on economic growth, quality of institutions and policy. Mixed 

views as to the causality between ethnicity, economic growth and international 

investment continue to trend IB and economics literatures. Consequent upon this, 

literature in the past recognises a strong negative association between ethnic divisions 

and economic growth in Africa (Alesina, Devleeschauwer, Easterly, Kurlat, & 

Wacziarg, 2003; Easterly & Levine, 1997; Posner, 2004) and further found that it does 

have a substantial role of facilitating the conduct of trans-border transactions (Huang, 

Jin, & Qian, 2013). 
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Alternatively the positive role ethnicity has was found to be on its ability to facilitate 

provision of information and enhancing trust (Huang, et al., 2013), and as well 

promoting cooperative behaviour with repeated social interactions among ethnic ties 

(Habyarimana, Humphreys, Posner, & Weinstein, 2007). Part of the explanations as to 

the slow growth tragedy of Africa is the issue of domestic destiny embedded with 

ethno-linguistic diversity as one of the factors affecting investment flow (Collier & 

Gunning, 1999).  It is predicted therefore that ethnicity and its associated features may 

significantly affect FDI inflow and that market size could reduce ethnic tensions effect 

to allow for investment flow.   

3.3.1.5. Religion and FDI 

Religion and its associated effects on economic activities is increasingly becoming an 

area of interest to scholars. The need to inquire further on the link between religion 

and violence has been suggested by scholars (Casimir, Nwaoga, & Ogbozor, 2014) 

which is leading to an emerging area being referred to as ‘religious violence’. Although 

empirical evidence is lacking on how religion and economic activity relates (Lewer & 

Hendrik, 2007), similar religious believes are seen to promote FDI in countries with 

weak institutions rather than its diversity (Hergueux, 2011). Literature favours the 

principles that religion in its moderate and anti-violent forms are a major origins of 

social order (Etzioni, 2008) and that extreme forms of beliefs begets terrorism being 

another form of political violence which is seen to affect capital flow in form of FDI 

(Filer & Stanisic, 2012). 
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The causality between religion and foreign investment as FDI has been less researched. 

In examining how the Japanese carryout their FDI location decisions, (Dolansky & 

Alon, 2008) report that preference in investing in markets where the economy is big 

and countries with increased religious and or cultural diversity are most favoured. 

Recent findings according to (Hergueux, 2011) shows that common or single religious 

belief may promote FDI but multinationals tend to prefer investing in an environment 

with the presence of many religions. 

Although no specific studies on religion and its effect on international economic 

activity, past studies inclined towards wider effect of religion on the overall economy 

or trade (Helble, 2007; McCleary & Barro, 2003, 2006) not minding its specific 

consequences on international investment. Recent work by Lewer & Hendrik, (2007) 

argues favourably in sharing of religious cultures across national borders can provide 

a useful network effect through trust and familiarity on the degree of trade.  

While expanding their analysis on the relationship between terrorism and capital flows, 

(Filer & Stanisic, 2012) found that countries who share varied features such as religion 

are seen to have reduced FDI inflow anytime a terror attack occurs in the neighbouring 

countries following a spill over effect.  Religion and its associated effect are expected 

to have significant effect on FDI inflow but large market presence is predicted to 

moderate this influence. 

3.3.1.6. Kidnapping and FDI 

Kidnapping is primarily considered as an unplanned effect of globalisation (Yun, 

2007) because it is a component of violent crime that is seen to affect investment across 
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borders. The study recently by Laverde, Varua, & Garces-Ozanne, (2009) investigated 

the relationship between crime, uncertainty and stock return in Columbia and found 

that violent crimes including kidnapping affect stock market negatively. The 

perspective of (Tzanelli, 2006) is apt when kidnapping was seen to have the major 

focus of criminal motivation being a business of exchange and equation of different 

forms of capital, value and status involving lives or fortunes of people. The recurring 

effect of kidnapping has been established by literature with its attendant negative 

consequence on foreign investment flow and scholars maintained that income gap 

contribute to crime such as kidnapping especially in Nigeria (Inyang & Abraham, 

2013). We expect kidnapping to affect FDI inflow greatly but predict that market size 

may reduce this influence. 

3.3.1.7. Investment Profile and FDI 

Profiling investment opportunities of countries effectively has been considered a major 

way to attract foreign investors especially FDI in both developing and industrialised 

countries (Baek & Qian, 2011). While acknowledging the weakness of the eclectic 

paradigm for failing to describe the changes in international production, (Dunning, 

2001) further argued on the strength of EP as being able to explain the different 

industry or country international investment profile as two crucial issues in location 

decisions. A major part of industrial policy packages argued (Harding & Javorcikz, 

2013) is raising the investment profile of countries that has been considered effective 

and cost-efficient so that increasing FDI inflows are witnessed especially in 

developing nations.  
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Studies in the past have used the ICRG classification of investment profile of host 

nations such as (Bandyopadhyay, Sandler, & Younas, 2013; Jakobsen & & Soysa, 

2006; Mohamed & Sidiropoulos, 2010) to examine the level and extent of how 

payments are delayed, repatriation of profits and expropriation or viability of contracts. 

This study expects that investment profile of a country is to relate well with its FDI 

performance and that if however negative, the market size is expected to moderate this 

influence. 

3.3.1.8. Policy Changes and FDI 

Unstable policy changes in a business environment constitute greater political risk to 

foreign investment. A country pursuing market-oriented policy reforms is considered 

as some of the major incentivising acts towards increasing foreign investment (Cherian 

& Perotti, 2001) reflecting available environment as a market driven, legally strong 

and with a working tax system. The study conducted by (Fedderke & Romm, 2006) 

was concerned with the impact of policy involvement in helping to drive FDI inflow 

to South Africa along other determinants found that policies rolled out by government 

are strong and direct enough to address their essence showing that government policy 

measures as good as they are continue to improve FDI flow to the country.  

Further studies aimed to assess policy reforms and their effect on foreign investment 

decision as in (Cherian & Perotti, 2001) shows that foreign investors are cautious to 

changes in policy when not well established and that good timing of policy changes is 

a crucial variable especially in emerging markets because critical policy developments 

are found to affect FDI positively (Cheng & Kwan, 2000).  
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Additionally, Asiedu (2006) emphasised the benefits of regionalism policy as one that 

strengthen stability politically thereby promoting economic interaction, and widening 

market size so as to improve FDI among members. Consistent policy is seen to 

promote investment but changes and uncertainty in policy is expected to affect FDI 

inflows significantly however market size is expected to moderate on this effect.         

3.3.2. Political Risk and Inward FDI Flow in Nigeria  

There is not much literature that assesses the relationship between inward FDI and 

political risk (Goswami & Haider, 2014) particularly for Africa and specifically for 

Nigeria. One fundamental fact is on the desire by developing and emerging market 

countries to attract FDI as a form of capital flow is that this form of investments are 

not much susceptible to disaster or abrupt cessations (Busse & Hefeker, 2005). The 

scale and severity of uncertainty common to foreign and or international business 

investments with regards to Nigeria’s’ investment climate are huge as peculiar with 

any developing country.  

Whereas most of the existing literature work available concentrate attention on the oil 

and gas associated risks, the overall political risks covering other sectors of business 

has not been addressed. Alternatively few researches that addressed the featured risks 

in relation to Nigeria include (Bischoff & Lambrechts, 2010; Frynas & Mellahi, 2003) 

specifically resting the analysis on the regional assessment of the Niger-Delta risks in 

relation to multinational oil and gas businesses. Foreign investors are sensitive to any 

form of events which is likely to alter the State affairs within which host government 

operates in the wider environment.  
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However, recent reports on Nigeria’s political risk in the International Country Risk 

Guide (ICRG) (The PRS Group, 2013) scaled the country in the Moderate risk 

category. The years 2014 and 2015 reports maintained the same position of moderate 

risk category (The PRS Group, 2015). The Eurasia Group, (2013) reported a general 

perspective of rising risk in the emerging markets (which include Nigeria although 

considered steady at the time) to which empirical evidence suggests that political risk 

constitute a critical determinant of investment returns in emerging markets than 

developed ones (Bilson, Brailsford, & Hooper, 2002; Diamonte et al., 1996).  

Additionally, a much favourable position as enunciated by the Euler Hermes Economic 

Research (EHE, 2015) captured the economic prospects of Nigeria as high but seen to 

be performing below expectation while the view expressed by the Economic 

Intelligence Unit, (EIU, 2015) show rather a country with widespread social and 

religious tensions susceptible to instability from many angles. These are renowned 

global risk and investment experts who periodically and consistently make public their 

assessment of various risk components for countries. 

A recent study on the comparative position of political risk associated with oil and gas 

in the emerging markets in Nigeria and Mexico presented a wider political risks 

covering Nigeria to include civil war, changes in government policy, corruption, 

kidnapping, extortion, disputes with neighboring countries, social tensions, Islamic 

militancy, government reforms, political unrest and political instability (Somers-cox, 

2014). Among these risks identified, six (government reforms, civil war, political 

instability, social tension, corruption and kidnapping) are industry specific-oil and gas.  
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The crisis in the Niger-Delta region continue to remain a major problem affecting oil 

production (Wafure & Abu, 2010) bringing with it common risks of pipeline 

vandalism, kidnapping, illegal oil bunkering and militant uprising (Nwogwugwu et al., 

2012). Available statistics between 2005 and 2010 shows a record of 21, 318 

occurrences of pipeline vandalism in the entire country, with the South recording high 

incidences resulting into loss of huge volume of quantity of oil and money value (NBS, 

2011). The resulting oil and product loss or theft in money value as at August, 2015 is 

put at N45.8billion from an astonishing 1, 842 pipeline breaks across Nigeria (NNPC 

Report, 2015).  

This figure from this report covers Mosimi, Port Harcourt, Kaduna, Warri and Gombe. 

Three (3) locations namely Mosimi, Port Harcourt and Warri are in the South with 1, 

492 occurrences and breaks to pipelines while two locations in the North are Kaduna 

and Gombe with 350 occurrences and breaks. The above cited losses are recurring in 

one area of risk – vandalism of pipes largely seen in an unprecedented form from the 

Southern part of Nigeria. Recent study identified Bayelsa, Delta and Rivers states all 

in the South of Nigeria with the higher level of oil production in Nigeria yet accounting 

for the larger number of violent conflict (Oyefusi, 2008).  

Serial internal conflicts due to ethnic, tribal or religious hostilities among major and 

minority tribes or religions (Ugwuanyi & Odigbo, 2012) and the Boko Haram 

insurgency and its attendant negative consequences meted on the North Eastern region 

in particular and the country in general as documented by wider literature (Akinde & 

Yusuff, 2014; Blanquart, 2012; Casimir, Nwaoga, & Ogbozor, 2014; Eme & Ibietan, 

2012; Nicklas & Mandela, 2014; Okoli & Agada, 2014) are serious negative risks 
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inclined factors associated with the country’s general investment environment. Related 

study found that income gap also contribute to crimes in Nigeria (Inyang & Abraham, 

2013) which has adverse effect on investment attraction. 

Nigeria is one country with diverse ethnic compositions and different religious beliefs 

giving rise to wanton agitation to autonomy or self-determination due largely to 

common allegations of marginalization, exploitation, boundary disputes or criminality 

(Ugwuanyi & Odigbo, 2012). Studies in the past identified the strength and 

contribution of ethnicity and religion to economic activities (Helble, 2007; McCleary 

& Barro, 2003, 2006) and (Easterly & Levine, 1997) even though with their attendant 

negativities. 

Kidnapping is becoming a booming business in Nigeria especially kidnapping for 

ransom rising to an unprecedented level of over 2000 cases recorded between 2009 to 

2012 alone (Okoli & Agada, 2014). The Ansaru militant group (a splinter group of 

Boko Haram) as well as the Boko Haram are in the habit of abducting foreign tourists, 

mid-level government officials and priests (both Muslim and Christians) since 2010 

(Jamestown Foundation, 2014). What remained to be seen is how much severe is the 

impact of these associated risk factors on the Northern region of Nigeria towards 

affecting the inflow of FDI. 

One other hindrance to FDI performance in Nigeria is corruption. Scholars view on 

the subject has been widely condemning and was seen as negatively impacting on the 

growth and development of the nation. The reports by the (NBS, 2010) and the (The 

PRS Group, 2013) confirmed it to be among the major obstacles to doing business in 
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Nigeria. Most research favored its negative effect on Nigeria and how it affect 

investment flow by limiting the potentials of the nation and damaging its image 

worldwide (Asiedu & Freeman, 2009; Asiedu, 2006; Esew & Yaroson, 2014; Mark & 

Nwaiwu, 2015; Udoh & Egwaikhide, 2008).  

To achieve the purpose of this study, a need to assemble a political risk index that can 

help measure the political risk at hand is desirable. Important variables that have 

relationship as identified by Ferrari & Rolfini, (2008) are adopted: (1) level of 

acceptable and stable government, (2) entity of internal and external conflicts, and (3) 

the religious, ethnic and language divisions found in an economy.  

When the above criteria is adopted, it places the northern region of Nigeria within an 

entity and in sum considered firstly that if political violence is seen a recurring issue 

may be a result of income inequality in the economy, social and political conditions of 

the host country (Ferrari & Rolfini, 2008), second the staggered inequality may have 

helped diffuse poverty within the society is enough to affect the frequency of political 

violence (Sambanis, 2004) and political violence if it is in the scheme of high element 

in the political risks of the region, is empirically the natural consequence of extreme 

levels of political instability as shown by (Li, 2006).  

African economies are victims of state failures arising from vast economic potentials 

giving rise to enormous wealth from various investments without commensurate 

stability and growth. The relationship between economic growth and political stability 

is still debatable whereas growth is seen to promote or create stability; it resulted in 

great changes in the society including political change (Paldam, 1998). The empirical 
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relationship between FDI and growth continue to remain contestable because increased 

in FDI inflow does not signify improved economic growth (Asiedu, 2006).  

For the purpose of regional assessment of political risk like the one at hand, variables 

can be substituted, replaced or modified where possible to allow for accurate regional 

impact assessment (Bischoff & Lambrechts, 2010). It is therefore maintained as 

inconclusive if political risk is really important and if it is, to what extent does it truly 

affect or influence FDI to Northern Nigeria? This is because the political risk scene in 

Nigeria is found to exert increasingly negative and insignificant effect on FDI (Okpara, 

Ajuka, & Nwaoha, 2012) which finding supports the (Overseas Development 

Institution, 1997) report citing the politically unstable nations like Nigeria and Angola 

with greater returns on investment especially in the extractive industry tend to 

compensate for the level of political instability. 

3.3.3. Political Risk and its implication to Northern Nigeria’s economy 

There is no doubt that this study under consideration point to finding out the negative 

influence in the direction of FDI to Northern Nigeria with the attendant consequences 

of political risk inhibiting investment flow. Nigeria offers the best geographic 

endowment in terms of large population, vast mineral resources and untapped land 

resources in the midst of plural society parading multi-ethnic and multi-religious 

nations. This delicate nature of Nigerian nation-state is seen to be at risk of recurring 

mistrust among the vast populace resulting in unnecessary tribal clashes and 

religiously inclined violence and related conflicts aimed in order to get closer to power 

or resources (Ogunkola and Jerome, 2006).  
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Most of the above cited factors are very much visible in the North due to the primary 

influence of the plural nature of the region. The diversity of the region is a primary 

strength in its ability to influence investment because it is the preferred location type 

by foreign investors (Hergueux, 2011). The vast moribund industries in northern 

Nigeria are agriculture based and inclined to farm products or its associated 

agricultural activities. For example, textile industries are now inactive and this may be 

a result of abandoning farming for the new found wealth in oil and gas business or the 

lack of required energy to power the machines.  

There have been substantial job losses in the textiles industry with over 300,000 in one 

full sweep (Daily Trust, 2003), recurring political violence that claim over 15,000 lives 

(The Nation, 2013) with a number of assassinations and kidnappings including foreign 

victims. A number of strikes in both government and private industries have been 

witnessed with an average of four in a year (The Nation, 2012). Infrastructure failure 

due to its over-aging conditions, overcrowding or complete lack of it are recurring 

conditions requiring greater attention and assistance in foreign capital intervention.  

These in sum have negatively affected the regional economic growth and development 

in particular thereby affecting the overall performance at the center. Following this is 

the recent activities of the dreaded Boko Haram (BH) group mainly in the North and 

specifically in the North-East considered as terrorism related. The interest of scholars 

in examining activities of the group is building, with little interest in the examination 

of its association with foreign investment inflow. Much is therefore expected in 

scholarly works specifically towards addressing this causal relationship. There is the 

position established by literature that increase in terrorist activities has been found to 
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reduce inflow of foreign investment (Haider & Anwar, 2014). The authors found that 

the effect is much when considered in certain sectors while there are other business 

sectors immune to these terror-related risks. But there is however a contrary position 

that increased levels of terrorism was found positively linked to increased investment 

and tourism specifically for Nigeria (Lutz & Lutz, 2014).  

However, the wider negative effect on business, foreign investment holdings or their 

staff and commercial interest is found in greater consequences and in the overall 

activities of the group in attacking markets, bombing schools and religious sites (both 

churches and mosques), kidnapping (local and foreign nationals), robbing banks or 

business premises, invading highly commercial towns and the annexation of farmlands 

and or rustling of animals are among the consequences in the business risks context 

related to Boko Haram activities confined to the Northern region (Achumba, 

Ighomereho, & Akpor-Robaro, 2013; Akinde & Yusuff, 2014; Blanquart, 2012; du 

Toit, 2013; Eme & Ibietan, 2012; Nicklas & Mandela, 2014; Oriakhi & Osemwengie, 

2012; Salawu, 2013; The PRS Group, 2010, 2013).  

The groups’ activities are limited and confined in greater severity and effect to the 

states of Borno and Yobe in the north eastern Nigeria although Adamawa state is fairly 

affected in the recent past being a neighboring state to the two. The group also carried 

out bombings of offices of the Nigeria Police headquarters, the United Nations 

building in Abuja and host of other disgusting attacks on worshippers both in the 

churches and mosques as document in the above references. Common forms of 

violence whether religious or political are also growing slowly but not enough to affect 

business operations. 
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Critical infrastructures that support location choice are also affected by their growing 

dilapidation, inefficiency and adequacy. Literature however parade mixed outcome 

regarding the role of infrastructure in determining FDI especially to developing 

countries. Some scholars favored its growing relevance in the determination of FDI to 

the countries of the continent (Babatunde, 2011; Cheng & Kwan, 2000) while others 

considered it not significant in determining FDI to the region (Bokpin, Mensah, & 

Asamoah, 2015). The nature of the environment under study provide for the latter 

position since most foreign capital flow to developing poor regions are not affected by 

infrastructure availability especially for SSA (Asiedu, 2002).     

3.3.4. Political Risk and its Measurement 

In the past, wider attempts have been made since seventeen century to give appropriate 

treatment and attention to different type of risks including political risk (Baskin & 

Miranti Jr., 1997). Since then the need to redefine political risk in terms of an 

uninterrupted process change variable instead of one constrained by the current event 

type of analysis (Fitzpatrick, 1983) has been recommended. Many newly independent 

nations in the 1960s and 1970s especially Africa being the highest considered the 

traditional forms of political risk such as the expropriation (Azzimonti & Sarte, 2007) 

and nationalization of MNEs which in effect gave the multinationals themselves great 

concern.  

Political risk assessment according to (Al Khattab et al., 2008) is the mechanism for 

the examination and assessment of political risk while carrying out business activities 

across national borders. The effect and influence it has on investment and location 
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decisions proves the wider importance attached to political risk, and further compelling 

the need to quantify it becomes more paramount.  

Moosa (2002) reported the first attempt to study the quantification of political risk by 

Rummel & Heenan (1978) who proposed a method that change political instability 

into probable terms thereby making the first basis of defining political risk look 

scientific. Series of development followed aimed primarily to rate political risk by 

assigning a quantitative guide as in business environment risk information index 

(BERI) and the Political Risk Services (PRS) which receive wider acclaim from MNCs 

in the 1980s and in recent times from the academics. Others include the world political 

risk forecasts (WPRF), Eurasia, the US Overseas security advisory council (OSAC), 

etc.   

These approaches or methods of political risk assessment made it a major component 

of the decision making process by MNEs whenever considering investment location 

abroad. Usually political risk indicators (PRI) are used to help quantify or assess 

various risk components by arranging them in such a way that they assist managers in 

explaining country political environment (Moosa, 2002). These have further been 

classified into general risk indicators which are available on all political variables 

helping to clarify the political situation; and the partial risk indicators which are also 

used on a political variable such as political violence, democracy and government 

stability. 

The demands of globalization are the reasons for evolving major mechanism for 

political risk analysis meant to assess opportunities and help in responding to 
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unforeseen calculated adversities (Clark & Tunaru, 2003). Clark and Tunaru (2003) 

further observed that political risk has the quality of being ‘random’ and with various 

‘sources’ making them to depend on each other due to effect of time arising from the 

dynamics of domestic and international political, economic and financial environment. 

This therefore call for a substantial improvement in the assessment and evaluation of 

the political environment as a whole (Fitzpatrick, 1983) to help in mitigating the effect 

of these uncertainties. In the study conducted by Ferrari & Rolfini (2008), they 

identified expropriation, transfer and political violence as those in the forefront of risk-

generating activity but however conclude that the result of political risk score is more 

capable of assessing the varied nature of political risk than the current political risk 

rating in place. 

3.3.5. Regime Characteristics as a component of Risk in FDI Attractions 

Recent efforts in explaining the association between FDI and regimes in power tilted 

towards detailing the relationship existing in democracy and investment (Guerin & 

Manzocchi, 2007) by way of determining in some cases the extent to which democracy 

advance growth or economic development of nations. The area although new has few 

contributions that focus on the indices of democracy against foreign capital attraction. 

Some of these indices that were considered include democracy and human rights 

(Lindsey & Blanton, 2014), human rights and FDI attraction (Blanton & Blanton, 

2007), in relation to political institutions and risks (Jensen, 2008), and on democracy 

and FDI (Busse, 2003; Li & Resnick, 2003).  
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The argument on whether democracy promote growth is still inconclusive because the 

findings of (Doucouliagos & Ulubasoglu, 2006) shows that no direct link exist 

between democracy and growth which form part of the basis of this research argument 

in the case of Nigeria as to whether FDI flow is a consequent of democracy or the 

rising political risk is equally a result of democratic freedom. Although this is beyond 

the scope of this research, it however relate to the FDI path flow in the period the study 

covers showing the entire period falls under the democratic dispensation in which 

greater part of Nigeria’s instability reared out openly.   

Scholars argued that MNC decision in choosing and considering location factors 

should be gauged on the greater interest in governments of the day and their character 

instead of considerations of risks associated with the organs of government (Jakobsen 

& Soysa, 2006). Literature here equally emphasises on the character of regimes when 

it comes to attracting FDI types. Distinction has been made into the forms of vertical 

and horizontal types of foreign investment going to different regimes. Vertical type is 

usually a situation in which production stages are made distinct according to locations 

while the Horizontal type denotes a possibility where costs are subject of trade 

involving two likely countries (Guerin & Manzocchi, 2007).  Interesting 

documentation made by Aizenman and Marion, (2004) showed that increased 

uncertainty encourages horizontal FDI but discourage vertical FDI. They emphasized 

that the degree of uncertainty associated with emerging markets account for why most 

FDI received are horizontal rather than vertical.  

Initially investors are seen to favour autocrats than democrats (Barry, 2013) however 

horizontal FDI goes to democratic countries while vertical FDI tend towards autocratic 
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nations (Guerin & Manzocchi, 2007) and the conclusion established in  (Busse, 2003) 

shows that MNEs favored investing in repressive regimes in the 1970s while 

substantial investment goes to countries with improved rights and freedoms. 

Democracy is found to increase political risk because the system is seen to exhibit 

instability in policy due to the competing needs of differing groups who may influence 

policy direction (Jensen, 2008).  

The assessment in relation to the influencing role played by regime character in 

attracting or repelling FDI also is mixed, because the underlying ability of MNC to 

decide where to locate rest on two dimension to the debate: regime stability or 

institutional strength to offer protection. FDI is continuously seen as a major origin of 

economic growth especially to developing countries although increased FDI is not 

suggestive of improved economic growth (Asiedu, 2006). The position as pinpointed 

here of FDI is wielding a difficult relations to regime types and therefore shows that 

MNCs view and consideration of democracy or otherwise remain mixed (Jakobsen & 

Soysa, 2006; Jensen, 2008; Li & Resnick, 2003).  

3.4. Location Advantages in Northern Nigeria 

The decisions by multinational firms to consider any location worthy of investment 

depends on certain reasons according to (Stefanović, 2008) which are principally and 

naturally economic, and most vital of these is the political considerations that are 

embedded within the institutional context of the receiving economy. This as 

Stefanovic, (2008) added moved the objective to change from geographic endowments 

that exists to such endowments that are unnaturally made like related knowledge 
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assets, infrastructure development and well-grounded institutions in the intended host 

economy.  

Accordingly, the attractions of MNEs to regions within one country is slowly gathering 

attention arising because of the various requirements of firms on the unique location 

these companies choses (Goerzen, Asmussen, & Nielsen, 2013). These decisions by 

MNEs revolves round the mode of entry and the selection of industry of entry 

(McCann & Mudambi, 2004) confirming strongly that the nature of these MNE 

decisions are largely and inherently location bounded (Dai, Eden, & Beamish, 2013).   

Calvet (1981) argued on the pre-conditions for any foreign business involvement to 

take place to fulfill two basic reasons: (1) the firm readiness and ability to use 

valuable assets across national jurisdictions; and (2) the host country owns 

resources attractive to the foreign firm. This has led to Dunning (1977, 1979) to 

simplifying the term in this context as location specific advantages (LSAs). The author 

posits that Location-specific factors refer not only to the endowments of countries, but 

also to gains arising from the geographical positioning of Multi-plant operations 

thereby making it being considered a two way phenomena.  

The location-specific factors that are available usually complement the firm-specific 

factors because they add to the multi-national dimension earlier ignored in achieving 

and arriving to a favorable location. Common advantages found in locations of this 

type usually come from variations in natural resources found in a particular country, 

laws in place, costs found in movement of finished goods, economic policy, and 
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culture (Anyanwu, 2012). Multinational foreign involvement results from the 

advantages found in different geographical locations.   

Two advantages are gained in the situation at hand one is arising from the comparative 

cost as analyzed in international trade theory; and the other accrue to multi-plant firms 

by means of multi-plant economies (Calvet, 1981). The primary reason why MNCs 

decide which location to site their investment remains the very reason for profit 

accumulation (Bobonis & Shatz, 2007). The position of literature reveals that 

attractiveness of a market location is partly determined by the motivation or the very 

purpose for the FDI being targeted (Gencturk & Aulakh, 1995). Location decisions are 

therefore crucial because the determinants being considered are importantly imbued in 

a location telling of the very specific attractiveness that provide returns to foreign 

investor (Ramírez-Alesón & Fleta-Asín, 2016).  

According to Dai et al. (2013) a place refers to the natural features that are physical 

found in locations that impact on MNE planning and performances and include such 

defined characteristics either as natural or manmade. It is further viewed that the 

concept of a place is where and why companies locate certain activities in a particular 

site making it a subject of interest to economic geographers and IB researchers 

(Goerzen et al., 2013). It is further argued that location specific risks as continuously 

encountered by MNEs differs, and this is found when such companies chose to 

establish their operations in host countries that are politically unstable (Dai et al., 

2013).  
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The commonly used literature definition of location variables as posited in  (Rugman, 

2010) is the one advanced by Dunning in dealing with country factors to host which 

include labour, natural resources, market size and culture that are found among other 

variables in an environment. The attraction for any foreign involvement follow a stage 

involving vital information on the intended location by MNC to include finding new 

thing in form of good or service, developing and creating it into finished form, finding 

a target market for it and finally appropriability (Calvet, 1981).  

Further explanation concerning entry mode decisions are found in the major elements 

in a location, which principally influence such decisions including environment, 

business related factors and international strategic factors as considered in (Kim & 

Hwang, 1992). These environmental elements well acknowledged by literature include 

unrecognized location, risk in host nations, strength of competition and uncertainty 

associated with demands. 

In specific relation to the study at hand, location characteristics as literature confirms 

shows that there has been non consideration of the natural resources in determining 

FDI flow into Nigeria (Dinda, 2014) and the down played position of the size of 

domestic market to have no significant effect in the determination of FDI (Asiedu, 

2006) to the country in general even though recent research upheld a contrary position 

(Ayanwale, 2007). Previous studies also by Ejeogu, (2011) in (Otto & Ukpere, 2014) 

identify sixty-one (61) mineral resources available in Nigeria that can sustain the 

economy when harnessed fully. This shows that the natural resources endowments of 

the country continue to remain inaccessible despite intense effort to promote.  
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The Nigeria Extractive Industry Transparency Initiatives (NEITI, 2012) report shows 

that over 40 different types of solid minerals and precious metals are found underneath 

Nigeria soil that are yet to be exploited and 70% of these minerals and metals resources 

reside in the Northern region. Although the Mining and Mineral Act of 2007 rest the 

exploration and exploitation of all mineral resources within the exclusive list (that is 

only the Federal Government has jurisdiction), the states were hindered by this 

legislation from developing the sector in their respective domains. Where the states 

are allowed access is only in the area of documentation for the purposes of tax 

collection but not at the level for business permit or license to set up operations.  

The notable location advantages that stand out with the northern region are in two fold; 

the market size and the abundant natural resource endowments. The North represents 

more than half of the country’s population according to the national census figure 2006 

and the abundant natural resources endowments as seen above are a potential economic 

effect for attracting investors. The North of Nigeria borders the Republic of Benin, 

Chad, Niger and the Cameroon with greater similarities between these nations to which 

literature suggested is a major multinational generating activity (Markusen & Maskus, 

2001). Literature also favors the influence of regional market rather than one country 

(Sethi et al., 2002) in considering investment benefits especially border effects.   

The economic and social characteristics of the Northern States may appear 

discouraging in terms of poverty level, income gap, purchasing power, and 

urbanization compared to the South (Mhango, 2013) that have a relatively high urban 

reach. This may appear as well a strong disincentive in attracting MNEs especially in 

consumer and manufacturing goods investment. However the market extends beyond 
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the region and provides a basis for both vertical and horizontal expansion due to 

cultural similarities, market opportunity and growth in relation to local market demand 

and strength (Bartels, Kratzsch, & Eicher, 2008). 

A recent study on the African consumer sentiment which featured the market 

opportunities in the continent conducted by Foster et al. (2016) all of Boston 

Consulting Group reveals a rather promising ground on the rural-urban economics 

debate. The report used the Market Attractiveness Index (MAI) whose aim is to assist 

in determining which market has the most profitable opportunity in terms of growth. 

The report further pinpointed the common characteristics of urban markets to include 

growing consumers and population and as well increasing income which are favored 

features by multinational firms instead of the rural markets in emerging economies.  

The report also argued that the rise in growing rural markets can provide big 

opportunities for companies that are in the urban areas. This the report argued is 

because the purchasing behaviors of both urban and rural consumers are found to be 

similar in terms of quality, spending pattern, demand and access to more disposable 

income than those in the cities. The observed hindrance in this context is the cost of 

consumer reach, marketing, distribution and logistics which with superior knowledge, 

managerial capacity and expertise can be well addressed. Another hindrance to this 

type of location considered as poor and weak in institutional structure is its sensitivity 

to political risk thereby discouraging FDI inflow (Benáček, Lenihan, Andreosso-

O’Callaghan, Michalíková, & Kan, 2014). The outcome of this present study is to 

develop a framework towards mitigating these perceived risks in location exhibiting 

these characteristics. 
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3.4.1. Role of Market in FDI Attraction and Motivation 

Market size is among the leading determinants of FDI as well as emphasising the 

relevance of market seeking FDI, this however empirically remain inconclusive 

(UNCTAD, 1996; Nunnenkamp, 2001) . Emphasis have been accorded three (3) key 

elements that are considered widely as the most critical influences on MNE location 

decisions to be of knowledge, markets and resources (Nachum, Zaheer, & Gross, 

2008). Recent studies according to (Chiang, 2010) conducted in developed nations 

have shown a positive association between FDI and market size including studies by 

Dunning (1998) and Tuman and Emmert (2004). 

Increasing empirical studies show that the size and growth of host country markets are 

considered among the key determinants of FDI because high market prospective 

nations offer long term profits arising from economies of scales and less marginal cost 

(Agarwal & Ramaswami, 1992). Rugman (1979) in (Wheeler & Mody, 1992) suggests 

that companies who undertake foreign activity achieve stable profit level than those 

that operate domestically signifying the need for continuous quest for new market 

other than the domestic one. This point to the continuous relevance and determining 

importance of international markets and their access for MNEs foreign investment 

considerations (Bartels et al., 2008). 

This shows that large markets that offer sustained profit level provides lasting market 

presence (Agarwal & Ramaswami, 1992). This also explained the overall FDI flow to 

sub-Saharan African countries as one impacted enormously by the attraction to the 

mass markets domestically and the availability of natural and mineral resources 
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abundance (UNCTAD, 2002). This in effect shows market size and growth are to large 

extent related with investment flows (Davidson, 1980). Studies in the past confirmed 

the existence of three important market factors to include market size, market growth 

and development and as well as market potentials which are together expected to 

exhibit positive effects on the inflow of FDI of a host country (Baek & Qian, 2011). 

In contrast to the above, recent literature indicates there is no significant relation in 

statistical terms for such determinants as market growth to FDI (Assuncao et al., 2013). 

The study by Cleeve (2008) reveals that the relationship between market size (here 

measured by GDP) and FDI in 1996-97 placed South Africa, Nigeria and Cote d’ 

Ivoire being those countries in Africa with large GDP to have attracted significant FDI 

inflows for the period. The correlation coefficient between FDI and market size as 

revealed by this study was found to be almost perfect. The studies on FDI and market 

size relationship have been ongoing, yet consensual results have not been reached. 

Most of these studies (Cleeve, 2008; Schneider & Frey, 1985; Asiedu, 2006) reveal a 

positive relation, others  (Dinda, 2014) reported a negative relationship however, 

(Botric & Škuflic, 2006) who used small sample countries obtained a significant 

negative relationship.  

Although studies in the past found market size and labour cost not statistically 

significant in group-wise regressions, the importance of each of these elements cannot 

be discounted easily (Kinoshita & Campos, 2003). The notable basis of this 

disagreement may be due to the methods employed in conducting these studies, where 

most have used econometric models to assess the importance of market size and 

endowments in FDI attraction in different countries (Assunção et al., 2011) while very 
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few employed comparative approach between countries (Kumar & Chadha, 2009). 

Further evidence is required to help establish the basis of the relationship possibly 

using different methodological approach. 

Recent literature shows a rapidly growing market size (as a function of demography) 

as part of the locational characteristics is a major feature in MNEs decision to invest 

(Bartels et al., 2013), emphasizing the role of population in market size assessment 

because of the effect it has on labour supply (Jaumotte, 2004). Further emphasis 

accorded market size proxied by the use of population size in FDI attraction is 

supported in the work of (Benáček et al., 2014). In the FDI-market size debacle, 

importance is also attached to low costs activity and the nearness to major markets 

because it was found to offer unlimited advantage when operating in a politically risky 

situation (Janeba, 2002).   

Market size according to Davidson (1980) is found to influence decisions of MNCs to 

consider locating their investment for two reasons; first due to the rising sales volume, 

second, due largely to strategic motives for direct investment which confirmed that 

location patterns in themselves are correlated with size of markets. The location 

advantage theory advocates fitted FDI well enough as a typical long term investment 

and therefore a forward looking decision especially when market benefits are 

enormous (Jaumotte, 2004). Further support in the Krugman Model (1991) 

emphasised that the role of scale economies and transportation costs are associated to 

demand inside and among regions that encourage agglomeration (Hanson, 2001). This 

has been largely upheld in the work of Huang and Wei (2016) who emphasized the 
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importance of access to market, comparative advantage and the effects of 

agglomerations.  

FDI performance and its flow in to host countries of a region according to (Villaverde 

& Maza, 2015) has been greatly associated with that of its neighbors and emphasized 

that the market in a regional context could equally be a factor for attraction. Arising 

from the position expressed earlier of (Markusen & Maskus, 2001), multinational 

generating activities in grouped situation is strengthen by the capacity of regions to 

attract FDI depending greatly on the sectorial derives available and the firms interest 

(Casi & Resmini, 2010) on where and what to invest.  

Interestingly, an empirical and theoretical approach to the main determinants of inward 

FDI was addressed by the report of (Villaverde & Maza, 2012)  which paid attention 

specifically to EU regions on regional distribution of FDI and concluded that the EU 

regions are geographically directing attention over same levels of FDI inflow. This 

shows that increase in cross-border activities through improved movement of goods, 

services and people within a region through cross-border cooperation is considered 

rewarding proposition aimed at gaining greater possibilities in and around border 

territories earlier not recognized by investors (Perkmann & Sum, 2002). 

Achieving the desired effect of expanded market size beyond national borders has been 

addressed by the institutional theory proponents who affirm the position of the theory 

in developing economic and deep organizational-sociological orientations, that 

adequately carter for uncertainty reduction mechanism through stable and working 

structure that allow economic interaction and development (Young et al., 2014) among 
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nations or regions. Generally, MNCs are greatly associated with similarities in country 

size in terms of incomes and natural endowments (Markusen & Venables, 1998) found 

in place. Market size and the success it offer is associated with institutional quality and 

infrastructure depending also in the level of development of the host country location. 

Since quality institutions remained foremost in the factors explaining development 

variations among nations (Assuncao et al., 2013), strong institutions breeds enough 

quality infrastructure and vice-versa (Blonigen, 2005) that can help provide a good 

support for implementing production systems, ensure a good reach out to suppliers or 

customers thereby guaranteeing market access and as well expanding the correct  

market size (Kinda, 2010). Mixed results are also at hand to show that level of or poor 

infrastructural quality does not affect FDI inflow especially in less developing nations 

(Asiedu, 2002; Collier & Gunning, 1999; Ramírez-Alesón & Fleta-Asín, 2016). 

The benefits of market size to firms are manifold such that it overrides the benefits to 

host nations. The single most important benefit as empirical research shown of size of 

markets to host economies is its influencing capability to positively attract FDI (van 

Wyk & Lal, 2010) which stressed the importance of market size for less developed 

economies than developed ones (Ramírez-Alesón & Fleta-Asín, 2016). Literature 

parades the benefits large markets presents to investing firms to include increasing 

production and market share and the advantages associated with economies of scale 

and scope (Buckley & Casson, 1992), large income generation (Zhang, 2001) and the 

expedited recovery of return on investment (Vogiatzoglou, 2008).  
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However, the market in Nigeria offer promising return on capital due to the positive 

effect of GDP on domestic capital formation (Kareem et al., 2012) serving its positive 

influence as a major determinant of FDI when proxied by GDP providing steady 

macroeconomic policy and an accommodating mechanism for human capital desired 

by investors as additions (Ayanwale, 2007). As an emerging market with the largest 

GDP standing of $520.1billion (AfDB, 2015), a population of over 182 million and 

having the second largest stock exchange on the continent , Nigeria is placed as the 

largest economy in Africa. Although the (World Bank Group, 2015) economic 

assessment of Nigeria shows that the economy expressed strong growth within 7% in 

the last decades, it however is in danger of macroeconomic difficulties arising from 

sudden exchange rate fluctuations and declining prices of oil from the global market 

affecting government expenditure greatly.  

The regional context of the Nigerian market position within the Economic Community 

of West African States (ECOWAS) made it yet a regional economic power with 55% 

economic representation of West Africa’s GDP, exporting 10% to other African 

nations and 3% to the region, importing 8.2% African and 1.3% from West Africa  

(African Development Bank Group, 2013). The additional influence of the border 

markets when extended to the four neighbors (Benin, Chad, Cameroon and Niger 

Republics) arguably add to the attractiveness of Nigeria because of the cultural, social 

and economic similarities among these countries. The combined GDP of the four 

neighbors for the 2013 and 2014 stood at $58.1b and $62.2b respectively excluding 

Nigeria, but when put together it is at $579.9b and $635.8b respectively showing large 

market advantages and as well the increasing importance of proximity to markets 
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which tends to influence choice of location in all regions of the world except Europe 

(Nachum et al., 2008).    

In the past, studies conducted on the role of market in influencing FDI flow to Nigeria 

reveal mixed results even though recent studies indicates the contrary. The findings by 

(Okpara et al., 2012) revealed that market size have insignificant effect on FDI 

attractions to Nigeria which position corroborates (Dinda, 2009) who contends that 

market size is a major determining factor of FDI in other countries but not for Nigeria 

in the period 1970-2009. There is the possibility that although the negative outcome 

of the role of market in determining FDI flow is not expected judging from the 

character exhibited by the economy under assessment, the need to regionalize the 

economies towards establishing free trade zones and bilateral agreements has been 

recommended in the work of (Ramírez-Alesón & Fleta-Asín, 2016) to help in creating 

wider market access for MNCs thereby provoking a de facto increase in market size 

(Narula & Dunning, 2000).  

Further to this is the rising middle class advantage which the market generally exhibit. 

The assessment undertaken by Mhango (2013) showed ten (10) biggest state 

economies in Nigeria with a spread of three (3) from the North (Kano, Kaduna and 

Katsina States), three (3) from South-West (Lagos, Oyo and Osun States), two (2) from 

South-South (Rivers and Akwa-Ibom States) and two (2) are from South-East (Imo 

and Anambra States). The sample showed seven (7) states are from the Southern region 

with a combine GDP of $94.3billion while three (3) are from the Northern region 

having $40.7billion GDP standing. These shows three out of twenty (20) states in the 

North are among the big ten in terms of GDP which when combined (the Northern 
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states) give $131.5billion in contrast to the Southern region of $135billion value for 

the same period of 2012. 

The importance of rising middle class and the economy it generates provides a basis 

for increasing participation of market seeking multinationals, whose desire it is to 

benefit from scale economies, product line expansion, proximity costs advantage and 

above all agglomeration effect collectively embedded in the NTT.  The main focus of 

yet another study by (Robertson, Ndebele, & Mhango, 2011) on the middle class 

position who are in the foremost of targets by consumer companies to states with 

potentials of large purchasing power and as well manufacturing opportunities is vital 

to the assessment at hand. The study found that the North has the character of middle 

class position because of the textile industries that accommodate over one-fifth of the 

country’s manufacturing workforce. This study covered three (3) major cities in its 

survey which are Lagos, Abuja and Port Harcourt. It was found that the middle class 

constitute 23% of Nigeria’s population among which 92% have educational attainment 

beyond secondary school of which 38% owned their businesses, 76% are working in 

government service and 22% are in the private sector employment. 

Although Abuja is the only city selected from the North, it represent an important 

major center serving as the Federal Capital city of Nigeria with almost all northern 

states indigenes as residents sharing greater similarity in social, cultural and economic 

values. The urban population is 51% of the total population (AfDB, 2015E) in which 

case population above 15yrs stood at 43%. Similar position is seen in the key historical 

and urban centers in the North to include Kano, Kaduna, Sokoto, Bauchi, Borno, 

Plateau and Adamawa whose population and commercial activities are also 
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complementing the market potentials of the region (Compendium of Nigeria, 2010).  

Literature confirm the market-potential function to be one which explain the wider 

differences of wages and purchasing power by consumers (Hanson, 2001). 

Generally, the stage of economic development in which Nigeria is placed accorded the 

country to be within the scheme of those mainly seeking FDI in the area of natural 

resources and market which in the overall such development stage tend to moderate 

positively the effect market size has on attracting foreign investment (Ramírez-Alesón 

& Fleta-Asín, 2016). There is therefore uncontestable empirical evidence showing and 

supporting the positive influence that market size has on its capacity in attracting FDI 

especially to less developed countries (van Wyk & Lal, 2010).  

When viewed in the context of entry modes, market size have a positive effect on FDI 

against political risk generally but when types of investment are measured it affect 

mergers and acquisition positively while affecting greenfield investment and joint 

ventures negatively as recent study found (Lee, Biglaiser, & Staats, 2014). Market 

potential is correlated positively with the variables of wages, education and experience 

(Hanson, 2001). This study therefore hypothesized that market size influence FDI 

inflow greatly and is expected to moderate the influence of political risk on FDI 

attraction and motivation. It is also expected that the market size of northern Nigeria 

when extended to the neighboring countries is sure to influence FDI inflow to the 

region.    
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3.4.2. Role of Natural Resources in FDI Attraction 

There is a widely held consensus that location advantages are commonly the product 

of natural resources among others that are considered fixed and specific to countries 

(Ramírez-Alesón & Fleta-Asín, 2016) helping to drive FDI location choice. It is 

therefore the availability of natural resources considered the most important host 

country determinant of FDI (UNCTAD, 1998) and more specifically a continuing 

relevant factor that attract FDI flow to developing countries (Jenkins & Thomas, 

2002). Although recent development proved its decreasing relevance as location-

specific advantage since the 1960s particularly if the assessment of the sampled 

countries exclude leading oil producers (Noorbakhsh, Paloni, & Youssef, 2001).  

There has not been much research available on the effects of natural resources on both 

its composition and volume of FDI (Poelhekke & Van Der Ploeg, 2010) and as well 

its importance (Assunção, Teixeira, & Forte, 2011) as determinant of FDI. It is to be 

noted that different incentives are needed to attract different types of investment 

(Dunning, 1998) but investors into African investment environment generally have not 

considered natural resources as determinants of FDI flow to the region (Dinda, 2014; 

Asiedu, 2006). Literature findings showed greater influence of this factor in promoting 

FDI but was not seen to have any positive and significant influence on growth rate 

(Stijns, 2000). This may be due to the phenomenon described by Frankel, (2010) where 

countries with abundant natural resources are failing to grow more rapidly than those 

countries that doesn’t have usually referred to as the natural resource curse (and or the 

Dutch disease which is a symptom believed to be present in the case of land, oil and 



111 

 

gas resources to generate more revenue thereby causing decline in non-resource 

sectors (Stijns, 2000).  

Past study (Frankel, 2010) indicated that there is no positive correlation between 

natural resource abundance and economic growth which in the overall point to the 

conclusion that natural resource endowments are a significant negative determinant of 

growth. However, recent literature on the FDI-growth association show greater effect 

on within region differences than within country differences and pointed that the 

relationship is the same strongly globally as the case in developing countries 

(Iamsiraroj & Ulubaşoğlu, 2015).  

In Africa especially the sub-Sahara, the story on the impact of natural resources on 

growth and development revealed an economic disaster due to the damaged it has done 

and still does on the economy at large leading to a factor called feeding frenzy (Lane 

& Tornell, 1995). This referred to where competing groups fight over revenues arising 

from resources exploitation thereby crippling greatly the efficiency of public good. A 

growth collapse is witnessed in this case causing distortion in the economy as previous 

literature found (Auty & Gelb, 2001) because this contest for rents generate factional 

and predatory states who distribute the rents through indirect means.  

In the past, a leading conclusion was reached that explained the character of modern 

economic growth by Sachs and Warner, (1995) indicating that natural resource 

abundant economies were found to exhibit slow growth than those economies without 

resources. Recent literature findings also expanded the debate leading to incorporating 

the effects of democracy on FDI and its association with natural resources (Asiedu & 
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Lien, 2011) arriving at the conclusion that the effect depends on the size and not the 

type of natural resources in terms of export quota.  

The authors also found that democracy promotes FDI in such countries where the 

percentage of natural resource exports in totality is low, and it is negative on FDI in 

those countries that have exports largely influenced by natural resources. This scenario 

portray the dilemma of Nigerian nation in embracing democracy, depending on major 

commodity export and yet attempt to attract high FDI inflow.  

However the study by Zhang, Xing, Fan, and Luo, (2007) showed a deviation from the 

usual cross-country assessment instead tested the resource curse hypothesis within a 

country and distinguished geographic effects from the resource effects thereby 

uncovering the existence of the resource curse in terms of per capita consumption 

growth. This goes to show that growth benefits are found not to be flowing down to 

rural poor in the resource-abundant regions. Observing a missing point sensitive to the 

debate on the relationship of natural resources to economic growth, De Gregorio, 

(2003)  argued that the welfare perspective is neglected within the relationship. The 

author posit that exploitation of natural resources may result in growth decline but 

possible increase in income can raise welfare pointing that the more the level of income 

instead of rate of growth, indicate that the wealthier a nation is in resource abundance 

the higher its income. 

There is no exhaustive way to the debate on the relationship between natural resource 

abundance and its effect on growth, however recent studies countered the entire 

argument as whether the curse ever existed. Van der Ploeg and Poelhekke, (2010) 
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reported that earlier data and evidence used are re-used and the same pointed that 

natural resource exports or rents are found to improve growth in stable nations but 

make those countries that are volatile the more thereby diminishing the prospects of 

growth.  

In another development, near similar position was obtained when multiple estimation 

was used to consolidate resource abundance and dependence, institutional and 

constitutional variables by the work of (Brunnschweiler & Bulte, 2008) leading to the 

findings that: resource dependence is determine by the abundance of resources, 

constitutional or institutional factors; growth is not affected by resource dependence 

and that resource abundance is found to positively influence growth and quality of 

institutions. This in effect shows that the curse does not exist.  

Natural resources were seen to determine FDI inflow into Nigeria as many studies 

revealed (Dinda, 2014; Asiedu, 2006; Dupasquir & Osakwe, 2005) and remain a 

driving force in the economy of the country especially in the oil and gas sector. The 

potentials of natural resource endowments in Nigeria are under-accessed especially the 

solid mineral sector (NEITI, 2014) and when assessed in terms of overall contribution 

little is seen in the areas of employment (0.30%), exports (0.02%) and GDP 

contribution (0.12%) according to the report by (NEITI, 2012). The 2012 report on the 

solid mineral sector activity confirmed the Dutch disease affliction on Nigeria leading 

to total dependence on oil in the last four decades. 

Natural resources availability has led to widespread communal, state and regional 

hostilities arising due to the differences in natural resource abundance, unfair reach to 
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political power, unjust sharing of national wealth and the inadequacy of state 

infrastructure as well (AfDB,2015) which continue to hinder full development and 

utilization of the resources for the benefit of all. Another influence negative to natural 

resources utilization in Nigeria is the perverse corruption and mismanagement 

especially in managing and utilizing rents accruing from it (Frynas, 1998). This in 

effect may have contributed to the slow growth and development of the natural 

resource endowments in all the regions of the country since literature too affirmed that 

corruption seems to stop resource-seeking FDI (Brouthers et al., 2008). 

Important aspect of the debate is the triangle showing natural resources, corruption and 

conflict are conjectured to be related. Countries endowed with resources are 

perpetually seen enmeshed in corruption and periodically engulfed in conflicts, 

accordingly the ten (10) most corrupt nations are found among the ten (10) least 

peaceful areas in the globe (TI, 2015). This shows that the multinational operation and 

their attendant concentration in the Niger-Delta of Nigeria exhibit the above 

characters. The association between natural resources, growth and conflict remained 

badly understood due to unexplained causes to the relationship because (Collier & 

Hoeffler, 2004) list greed, perception, grievance, rebellion and opportunity as 

revolving factors in the relationship between resources and conflict and showed that 

perceived grievances are well enough allover and common among societies and time.  

In recent studies, the role of natural resource rents as stolen items of value in 

encouraging conflict has been investigated in the work of (Elbadawi & Soto, 2013) 

especially in ethnically divided or polarized societies (like Nigeria). The study 

confirmed that resource-dependent societies are highly susceptible to violence except 
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for the role of strong institutions. In supporting this assertion, the role of income 

distribution was seen to influence ethnic division in advancing conflicts. The work of 

(Fum & Hodler, 2009) investigated the relationship of natural resources, income 

inequality and the role of ethnic division and found that resource abundance increase 

income inequality among ethnically polarized countries (as seen in Bolivia or Mexico) 

but ethnically homogeneous nations (as Norway) were seen to have a balanced income. 

The resource curse phenomena has been extended beyond the debate associating it 

with growth, conflict or income inequality to cover the extent at which resource rents 

are distributed among federating units unequally within a country. Ross, (2008) who 

studied this phenomenon found that conflicts arising from resources inclined issues 

breed continuous unequalled situation thereby affecting investment in non-resource 

sector that is capable of promoting equal growth. The familiar trend in the context of 

Nigeria proves similar when investment in non-oil sector such as manufacturing, 

agriculture, construction, and exploitation of other precious minerals continue to suffer 

and trail behind.  

Strong institutions are better sources of mitigating resource curse effect when related 

to growth, conflict and investment. The widely held view on the negative effect of 

resource abundance to quality of institutions has been debunked by the findings of 

(Brunnschweiler, 2008) who posit that there is no proof showing institutional quality 

is affected negatively by resource abundance. Recent research confirmed closer 

position when the effect of FDI, natural resources and institutions were examined 

empirically by the study of  (Asiedu, 2013). She found out that natural resources affect 

FDI adversely while quality of institutions directly affect FDI; and that strong 
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institutions reduce this negative effect of natural resources on FDI however institutions 

were found not to stop this adversity. Nations like Nigeria are encouraged by these 

findings to revamp their national institutions and promote growth and investment by 

reducing frequent conflicts.   

In supporting the above claim, (Weinthal & Luong, 2006) approached the resource 

curse debate through a solution towards managing revenues accruing by offering 

policies like natural resource funds, diversifying the economy, transparent and 

accountable process and direct allocation which in themselves are dependent on 

institutional strength commonly seen lacking in resource-rich countries. Further to 

this, while studying the relationship between FDI and natural resources in Africa, 

(Bokpin et al., 2015) observed that although natural resources remained strong FDI 

drivers to Africa, their effects is dependent on the value offering; the study additionally 

confirmed the influence of regional economic cooperation as  facilitator of FDI into 

SSA in which its attraction also depends on the type of natural resources available. 

The study suggested the diversification of African economies to non-natural resource 

based FDI.  

Diversification into non-resource sector may be considered as an alternative to 

reducing the curse effect which earlier was symptomatized by the Dutch disease. 

However, the effect of natural resource on FDI types has been investigated by the work 

of (Poelhekke & van der Ploeg, 2013) which showed that resource discovery 

negatively affect non-resource FDI in both short and long runs and for those countries 

producing resources who get twice the revenues would trigger fall in investment into 

non-resource FDI.  The case with Nigeria as observed by (Nicklas & Mandela, 2014) 
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showed a “high dependence ratio between FDI, the Nigerian oil sector and the GDP” 

emphasizing it to be at the center of Nigeria’s economic weakness and advice the 

country to diversify into agriculture.  

Agriculture and other non-oil minerals are considered important in economic 

development as highlighted by previous literature on the subject. The main focus here 

is to emphasise diversification in agricultural sector being one of the mainstay of 

northern economy as amply asserted in the past (Matsuyama, 1992) that self-sustained 

growth is achievable with a persistent agricultural productivity implying an improved 

agricultural productivity increases economic growth. After all literature identified 

natural resources exploration, extraction and processing and agricultural products are 

major areas of FDI in sub Saharan Africa (Bende-Nabende, 2002).  

This study therefore considers subsuming the abundance of natural resources under 

market size, growth and its associated characteristics (Ajayi, 2006) since evidence are 

abound of natural resource effect on growth, its negative role on promoting sustained 

conflicts, and promoting weak institutions and as well encouraging corruption are seen 

as factors contributing to risk generating activities when considered and assessed 

independently. Empirical evidence also show African economies that are small but 

endowed naturally, those with large autonomous market or regional blocks are seen as 

advantageously placed to attract FDI even in the face of high risk.  

Previous literature associated natural resources presence as a major determinant of FDI 

(Kedir et al., 2012) as pointed earlier. The location specific factors explained in the 

above review show the importance of the two factors in particular to the Northern 
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Nigeria and in general to the country at large, which when FDI promotion is stepped 

up the region and the country stand to benefit greatly. 

3.5 Boko Haram and Foreign Investment Attraction 

 The word Boko Haram (BH) is a Hausa phrase for “western education is forbidden” 

used to describe the dreaded Islamist group who go by the official name of Jama’atu 

Ahlis Sunnah Lidda’awati wal Jihad meaning a group of people dedicated to the 

teaching and propagations of the Prophet and jihad” (Forest, 2012). The BH ideology 

is considered a product of political, social, and generational changes inclusive in the 

wider radical Islam in Northern Nigeria (Loimeier, 2012). The group was founded by 

Muhammed Yusuf in 2002 (Clothia, 2012; Rogers, 2012) in north-east Nigeria who 

following the killing of its leader has waged a violent campaign since 2009 on the 

Nigerian state (Clothia, 2012; Looney, 2014).    

Literature documented the basic reasons as to why BH sprang to include poverty level 

in the North, large scale corruption, lack of Islamic morality, socioeconomic and 

religious insecurity and desire to establish sharia law (Walker, 2012; Rogers, 2012; 

Forest, 2012). Since their campaign and armed insurrection began, worrisome levels 

involving BH terrorist violence claimed hundreds of lives, who have been killed, 

displaced or injured, and have the notorious honor of being the first militant group to 

engage in suicide attacks in Nigeria (Forest, 2012). The group has difficulty in 

operating beyond the Northern region within the country but largely concentrated their 

attacks in the north-eastern corner of Nigeria (Forest, 2012) although their activities 
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escalated into the neighboring countries of Chad, Niger, Mali and Cameroon 

(Loimeier, 2012). 

Lutz and Lutz (2014) studied whether terrorist events have any negative impact on FDI 

and tourism in sub Saharan Africa and the correlations obtained between terrorist 

action and foreign investment were negative and insignificant. In the overall, this study 

found that terrorist activity and the associated fatalities does not have any downturn 

effects on investment levels or tourism. The unexpected outcome of this study (Lutz 

& Lutz, 2014) specifically for Nigeria reveals that increase levels of terrorism were 

positively linked to increased investment and tourism particularly the petroleum sector 

where the rewards compensation in profit terms is greater. 

In similar findings, Imhonopin and Urim (2016) studied the impact of terrorism in 

relation to industrial development in Nigeria found that there is miscellaneous impact 

of terror on industry in Nigeria, and that terrorism in Northern Nigeria has led to the 

disruption of SMEs activity, labour emigration, increased unemployment, departure of 

foreign expatriates from the Niger-Delta and some part of the North and the attendant 

damage to infrastructure and the associated costs of repairing or replacing them. 

The economic impact of BH activity whether at global, country or regional level has 

been assessed to be severe especially if the conflict continue to prolong (Forest, 2012), 

and particularly when the principal cause of promoting violence remains the 

differences in economic and political marginalisation (Rogers, 2012) or the lack of 

changes in basic social and economic context are found to greatly continue to 

encourage the rise of such militants like the BH (Loimeier, 2012). The manner in 
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which BH phenomena can be tackled has been recommended in the work of (Looney, 

2014) which requires that government should be willing to improve governance and 

address the differences in economic allocation, to help in making Nigeria not only the 

largest economy in Africa but one of its most prosperous. 

Isolated terrorist incidents (such as that of BH in Northern Nigeria) are found to be 

less likely to influence foreign investment then those that are planned and carried out 

(Lutz & Lutz, 2014). It is on the basis of this argument coupled with the confined 

nature of BH insurgency that this study predicts that the influence of market size will 

moderate the impact of their activity to allow for unhindered inflow of FDI to Northern 

Nigeria.     

3.6 Hypotheses Development 

Following the above review of related literatre on the concepts of Political Risk, FDI, 

Market Size and Northern Nigeria, this study proceeds to review their connection in 

literary context so as to lay the basis from which the proposed hypotheses could rest. 

In the review, each variable has been considered on its wider relationship before being 

narrowed down to the implication such variable hold on the present study. However, 

importance has been accorded the nature of each variable and how it impact on their 

interdependent relationship and or role location factors capable of influencing MNEs 

decision to invest.    

Host country who target FDI is expected to possess greater edge over others which 

may include reasonable size of home market, stable growth, adequate economic  and 

improve public facilities and services with abundant geographic endowments (Baek & 
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Qian, 2011). In addition, such economy must provide a smooth environment devoid of 

extreme risks enough to repel FDI inflows because allowing increased political 

changes would certainly affect investment of foreign firms especially in terms of profit 

targets.  

Literature recognises the interdependent character of the origins and different sources 

of political risks as such they present the unusual and disorganized sequence of 

behaviour (Clark & Tunaru, 2003). Scholars experiences on the consequence political 

instability or risk has on FDI is still mixed and full of contradictions (Li, 2006), so is 

econometric findings. In practical terms, investors give priority considerations to 

inherent risk elements and stability in investment location choices. Belligoli (2012) 

explains the character of political risks to consist mainly government and policy (dis) 

continuity, and sociocultural differences that affect progress arising simply because of 

the perception that one group dominate resources or public offices.  

The influence of stable political and economic environment in locating transnational 

capital keeps on influencing how and where MNCs decides to invest. The mixed 

evidences in both econometric and empirical terms are in no small ways misleading 

foreign investment decision-makers to favour a country than another and in particular 

one region over another within one country. Location factors that emphasise country 

or region specific factors are therefore primary influences towards eroding negative 

risk perception. After all,  higher risk countries are found to attract more FDI 

(Mhlanga, Blalock, & Christy, 2010) as the case with Angola that exhibit a high risk 

environment but attract much FDI because of its endowments.  
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MNCs favours countries where their existence is established than those they are not 

and the increasing familiarity also accord preferences to markets earlier perceived as 

unattractive due to high risk levels (Davidson, 1980). Foreign direct investment flow 

to emerging markets or economies is a major feature of globalization as (Guerin & 

Manzocchi, 2007) argued, and further classify vertical and horizontal FDIs that are 

directed conditionally to a location irrespective of the character of the political regime 

(Democratic or autocratic).  

Positive contributions from FDI to host country are many and vary in their respective 

effects to economic development and growth. For emerging markets or economies lay 

strong emphasis to attracting and retaining foreign capital as an alternative source of 

funding development projects. This was seen whether in terms of natural resources 

(Bokpin et al., 2015), global market or production effect (Vogiatzoglou, 2008) or even 

in terms of size and large population (Zhang, 2001) and in general as a solution to 

getting out of poverty and economic stagnation (Brooks, Hasan, Jong-Wha, Son, & 

Zhuang, 2010) and or location (Assuncao et al., 2013). 

Nigeria in general and Northern Nigeria in particular, parade the basic and most 

fundamental determinants of location attractions. These factors are of natural resources 

and domestic market size that together has not been considered in the determination 

and location decision of FDI to the region. Market size and natural resources 

availability are determined to be important. The variables of political instability and 

FDI when applied to location are certain to produce an outcome that can lead to 

fascinating findings when considered in specific regional terms.  
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This has not been done in the past, because most researchers take account of cross-

country data, sometimes group them together or compare using same variables. The 

interest of this study is to explain the spatial distribution of FDI inflows in Nigeria’s 

northern region, despite the advantages of location considered of paramount 

importance which have since been categorized into economic, political and socio-

cultural advantages (UNCTAD, 1999) because these factors provide good 

explanations of the host country determinants of FDI.  

Emphasis on strong institutions has been encouraged although not in all cases, but 

since market attractiveness has also been stressed the need to examine policy variables 

comes to question. Government policy variables as sieved from different literature 

over countrywide assumption include investment promotion, free trade zones, 

economic processing zone, mining and exploration permits, technology incubation 

centers, and dry ports zones are largely to an extent federal policy drives. 

Diversification policy and design is equally the sole jurisdiction of federal government 

in most cases and these types of policy drives are exclusive reserve for federal 

government in Nigeria where the states within a region do not have control over them 

due to their respective exclusiveness. States in Nigeria do come together in a regional 

block as a geopolitical zone such as North-West or region as the Northern Governors 

Forum can push policy changes or amendment in this direction. 

Following the review undertaken in Chapter 2, there is every reason to propose that 

political risk and all its selected indices can affect and or impact on FDI inflow to the 

host nation. Certain factors are found from the review as foremost predictors or 

determinants, but for the political risk which rather exhibit a specific pattern of being 
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a part of social variables (Bruce, at al 2009) involving actions of MNCs, government, 

host environment and its people made it a primary issue of concern by managers being 

the main reason defining the manner in which companies react to it (political risk) as 

posited by Giambona, Graham, and Harvey (2016).   This study has the central focus 

of analysing the effect of market size in the causality between political risk and its 

collective effect on FDI. 

This study further uses the measures of political risk index by the ICRG which were 

used before in developed and developing countries in notable studies such as (Asiedu, 

2006; Busse & Hefecker, 2005; Hayakawa, et al., 2011) although with some 

modifications. The variables involved are political risk, market size and FDI. Six sub-

variables from the political risk indicators are ICRG based which are (1) investment 

profile; (2) change in government policy (3) disputes with neighboring countries 

proxied by external conflict; (4) religious tension; (5) ethnic tension; and (6) 

corruption. Other two sub-variables that are components of crimes are added to 

distinguish this study from others include (7) kidnapping and (8) Political violence. 

This study therefore intends to work on the basis of the following assumptions as 

discussed in the preceeding review of the literature carried out in the preceding 

sections of this Chapter;  

3.6.1. Hypothesis H1 = Political Risk has significant effect on FDI inflows 

3.6.2. Hypothesis H2 = Changes in Government Policy has significant effect on FDI 

performance 

3.6.3. Hypothesis H3 = Kidnapping significantly affect FDI inflow 
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3.6.4. Hypothesis H4 = Investment profile of a country is related significantly to FDI  

performance 

3.6.5. Hypothesis H5 = Disputes with Neigbhoring Countries has significant effect on 

FDI inflow 

3.6.6. Hypoyhesis H6 = Religious Tension has significant effect on FDI inflow 

3.6.7. Hypothesis H7 = Ethnic Tension has significant effect on FDI inflow 

3.6.8. Hypothesis H8 = Political Violence has significant effect on FDI inflow 

3.6.9. Hypothesis H9 = Corruption significantly affect FDI inflow    

For model 3 to stand a central test in this research, the following hypotheses were 

developed to account for each political risk dimensions in their interaction with the 

moderating variable (Market size), thus- 

3.6.10. Hypothesis H10 = Market size significantly  moderates the influence of 

Political Risk on FDI inflow 

Hypothesis H10a. Market size significantly moderates the influence of policy changes 

on FDI inflow 

Hpothesis H10b. Market size significantly moderates the influence of kidnapping on 

FDI inflow 
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Hypothesis H10c. Market size significantly moderates the influence of country’s 

investment profile on FDI inflow 

Hypothesis H10d. Market size significantly moderates the influence of disputes with 

neighboring countries on FDI inflow 

Hypothesis H10e. Market size significantly moderates the influence of religious 

tension on FDI inflow 

Hypothesis H10f. Market size significantly moderates the influence of ethnic tension 

on FDI inflow 

Hypothesis H10g. Market size significantly moderates the influence of political 

violence on FDI inflow 

Hypothesis H10h. Market size significantly moderates the influence of corruption on 

FDI inflow 

3.6.11 Hypothesis H11 = Market size significantly moderates the influence of Boko 

Haram on FDI Inflow   

The following figure 3.1 indicates the relationships of the hypotheses developed above 

taking account of all the variables in the research framework presented in chapter 4, 

figure 4.1. 
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Figure 3.1 Hypotheses Relationship 

3.7. Theoretical Framework 

This study adopts Ownership, Location and Internalisation (OLI) Eclectic Paradigm 

as its theoretical framework which is considered very relevant in assessing the 

parameters to an active FDI destination. (Dunning, 1988, 1995) Eclectic Paradigm, 

remains one of the modern theories of international business to have maintained 

relevance for ages. Because the factors in the model (O-ownership; L-location and I-

internalisation referred here as OLI) continue to elicit debate as to the shape, direction 

and practice of FDI decisions and destinations. The model show a reasonable means 

of explaining the entry mode behavior of multinationals to a location (Kim & Hwang, 

1992).  
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In affirming this position, Stoian  and Filipaios (2008) maintained that OLI remain the 

commonly used theory in making practical inquiries in deciding FDI. The assumptions 

of the OLI model are best understood using 3 points (Stoian & Filipaios, 2008) 

according to Dunning; Ownership advantages “O” showing who caryout production 

across the national borders; Locational advantages “L” deals with the prefered place 

(where) of production, and Internalisation factors “I”determine the rationale for the 

engagement in foreign activity instead of other forms of entry like licencing. Pedersen 

(2003) in assessing the eclectic paradigm discusses the conditions necessary that can 

be satisfied before the eclectic paradigm activates FDI: (1) O- advantages that relate 

to assets or transactions skills in the firm. (2) Host country must have Location 

advantages that favour FDI and (3) that overseas operation has to possess 

Internalisation advantages signifying full control with the investing firm. 

The use of OLI theory in this study is premised on the basis of its ability to subsume 

notable FDI theories thereby characterized as multi-theoretical model whose 

foundation lies on transaction cost, trade and resource-based theories (De Villa et al., 

2015). Additionally, the eclectic paradigm further explained that companies choose 

the most preferred entry method into foreign market by examining the benefits with 

regards to three factors which constitute the framework (Laufs & Schwens, 2014). This 

shows that location advantage continue to remain the country-specific advantages of 

international market as found in institutional theory being an extension of OLI 

(Brouthers et al., 2008) seeking to address the rising problem of political environment 

(De Villa et al., 2015) which this present study intends to resolve. 



129 

 

The common usage of the paradigm is helping in tracking the balance between FDI 

inflow and outflow in a country’s economic growth pattern. The study at hand uses 

eclectic paradigm since its Location advantage component seek to explain the extent 

to which the market being considered favours some relative factors including firm 

behavior in evaluating the impacts to some set of determinants. Agarwal and 

Ramaswami (1992) argued that MNC finds a market entry on the basis of resource 

availability and need for control. The authors further analyse the impact of OLI factors 

in the entry mode decisions of MNC. They found that no clear cut entry method in 

countries that have high market potentials and at the same time are characterized by 

high investment risks. 

Eden, (2003) in her assessment of the OLI paradigm as to whether it is a framework, 

paradigm, theory or a model explained that it can be seen as encompassing the qualities 

of all since it is based on the principles which governs the ideas from which companies 

engage in foreign operations rest  their selection decisions. The paradigm 

preoccupies itself with the explanations of the source, scale, cycle and rise of 

company’s trans-border operations. This study adopts the Paradigm because it captures 

the focus of the research by directing it (OLI) to the area intended for the study and so 

that it capture its unique benefits (Dunning, 1973).  The level of its dynamism in 

defining the context involving the cycles concerning the scale and destination of FDI 

over time  (Eden, 2003) is also a justification. 

Dunning, (2000) reiterates the relevance of the paradigm in the context of the 

following issues; (1) its’ value being much bigger than all the theories involved (2) 

continuing to be of benefit to the common assumptions held on MNE operations in the 
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face of difficulties (3) addressing fundamental issues and (4) Over shadowing 

international business principles or ideas alike. The paradigm therefore further 

explains those conditions that determine firm’s engagement in FDI to consist of; (a) O 

that answered the why go abroad or how is it possible to go overseas (b) I define the 

manner and direction to take and (c) the L explain the place and reason for MNC 

preference of one country over another (Eden, 2003). 

The concern here is to single out the L (Location) advantages and accord special 

emphasis on the political risk component and its relationship with FDI, so as to 

examine its effect on the regional characteristics for the decision of multinationals 

(not) to enter and invest in northern Nigeria. The components as identified by 

(Dunning, 1980)  include production costs- energy, materials, wages, tax rates, 

presence of MNEs; transfer costs- transport, tariffs, non-tariff barriers; political risks; 

and productivity, profitability and growth. Literature further recognizes that 

environmental variables including host country risks among others as major significant 

influences in entry mode decisions (Kim & Hwang, 1992). 

Recent development that aimed to modify the eclectic paradigm has equally attempted 

to shape the changing reality of FDI decision. Some scholars argued in favor of adding 

strategic variables such as organization control factors and resource needs (Hill et al., 

1990; Woodcock, Beamish, & Makino, 1994). Similar attempt in revising and 

expanding the model, Guisinger (2001) argue that the OLI extends its conception to 

OLMA to discard the Internalisation advantages of the firm for an enhanced model of 

O (ownership), L (location), M (mode of entry), and A (adjustment).   
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These attempts were done to take account of the modern multinational enterprises. 

There is a connecting line between multinational firms and the environment. It is not 

in terms of structure but in terms of the physical environment that guarantees the 

smooth operation of the laid down structure in order for the MNC to perform well in a 

foreign environment. In addition to the above, the original conception as explained by 

Dunning, (1988, 1993) is grouping the country specific factors into the Environment, 

System and Policies (EPS).   

Eden and Dai, (2010) explains the eclectic paradigm and the need to incorporate the 

increasing relevance to information or skill conscious type FDI, as earlier the founder 

recognized, Dunning (1993) himself. This made the attempt again to broaden the 

Paradigm. An effort to improve on the OLI by putting S for Strategy by creating OLIS 

was not successful (Eden 2003) and was therefore abandoned. Most attempts to 

broaden or modify the eclectic paradigm have been on the O advantages. Similarly, 

other attempts are concern with incorporating the Resource-Based view (Barney, 

1991) and or Evolutionary Theory of MNE (Kogut & Zander, 1993) to which Dunning 

(1999, 2000, 2002) see as revolving round the same O advantages as an incorporation.  

In contrast to the expansion attempts, Eden and Dai (2010) document the 

contemporary troubles facing OLI to have appeared in the proponents of Institutional 

Theory literature. The work of Dunning and Lundan (2008) affirm that institutional 

elements impact more on the operations of MNE from all their decisions and results 

thereby affecting generally the 3 OLI parts. The recent attempt to reconcile the findings 

of Internalization Theorists and that of the OLI according to (Rugman, 2010) give rise 

to same match of the variables in the Dunning OLI component of  L with that of the 
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country specific advantages (CSA) axis from the Rugman Matrix. Dunning explains 

his Location variables as consisting of the treatment with home country issues, which 

include work force, natural endowments, volume of domestic market, and those 

connected with the natural conditions of  the nation like its culture. These 

variables equally included government behavior within the L component which 

appears on the same axis in the Rugman matrix (CSA axis).  

In sum, the broadness and targeted direction of OLI result in having a more 

interpretative, complete and useful industry-level information that form the desire for 

more outward FDI and as well for inflows to host nations. Accordingly, empirical 

studies examining OLI have found that for FDI to be determined, it involves the 

combine effect of ownership advantages, market size and characteristics, factors costs, 

transport costs, protection and other factors such as type of government in place, 

infrastructure, property rights and industrial disputes (Faeth, 2009).  

The New Trade Theory according to Markusen and Venables (1998) give 

multinational firms an advantage which is relative to domestic or foreign companies 

with the assumptions that: 

- There is a big market 

- Sizes of markets are same 

- Scale to economies at firm level is wide relative to plant level 

- And costs of transportation are considered high. 

Here the authors argued further, is to shift production to those countries whose 

economies are considered small and poor in terms of endowment factors so that an 
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intensive use of multi-nationalized sector is achieved. This can basically apply to the 

economies surrounding the area of study and as well the disaggregated Nigerian 

economy. The original focus of NTT was and still is to check the failure of 

conventional trade theory in explaining important trade volumes after World War II 

(Bergoeing & Kehoe, 2003) by establishing these three (3) observed facts: (1) 

increased in the ratio of trade to GDP (2) over concentration of trade between 

industrialised nations and (3) intra industry trade among these industrialised nations 

(Deardoff, 1984; Helpman & Krugman, 1985). 

In summing up his analysis on the models that determine FDI, (Faeth, 2009) described 

the NTT as a theory which provide an optional model that supported the explanations 

of FDI and MNE operations by bringing together ownership and location advantages 

with technology and country features to help further explain both horizontal and 

vertical FDI. The component of the market related variables embedded in the NTT is 

found to include market size, market growth and risks (Deichmann, 2001). 

The variables selected to be measured by this present study reflect the determinants 

associated with location factors of the OLI (costs, stability), those concerned with the 

institutional theory approach (corruption, political instability, and institutional quality) 

and the NTT factors (market size, market growth, factor endowments) (Assuncao et 

al., 2013) observed to be peculiar with the region being assessed. The above political 

risk indices are selected and adapted from the ICRG developed political risk indicators 

by the (PRS Goup, 2005) and the work of Somers-Cox (2014) who identified general 

risks common to Nigeria, after a careful harmonization. In this case, some indicators 

from these two cited works are however left out and new ones were added, this is done 
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to accommodate the position of Ferrari and Rolfini (2008) in their emphasis on the use 

and construction of political risk index in order to help measure the political risk at 

hand.  

The position of the OLI theory with respect to location is usually one which 

distinguishes the benefits found in a location and the MNE decision as well as their 

capacity to set up international operations, together with greater emphasis on how 

these elements blend to favor location decision choice as one full of economic benefits 

both to the firm and the host country. The factors making up the political risk indices 

are location based in turn making the decision revolving round the characteristics of 

political, social, economic and environmental to that preferred location. Political risk 

factors are therefore location driven factors which help shape managers responses to 

political risk by commonly avoiding investing in the countries perceived to be risky 

(Giambona et al., 2016).      

Political risk is considered and treated as the independent variable (IV), while FDI is 

termed the dependent variable (DV). The Market size of the Northern region should 

serve as the moderator in the relationship. This simple diagram has been conceived 

taking into account (Hayes, 2013) position in the treatment of moderator variable 

within a relationship. 

3.8. Research Gap 

Following the above analogy, this study has established that there are documented 

literature proving the association between political risk and FDI, and that further 

empirical evidence show the relevance of market size and all its factors such as market 
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growth, market development and market potentials in a host country location as one 

of the primary determinants of FDI. These studies although replete, are trailed by 

mixed outcomes. It is on this account that these mixed findings can help to place 

market size as a good moderator in determining FDI inflow or otherwise and as well 

examine how best it can provide the required mitigation level against political risk 

impact on the Northern Nigeria’s investment environment. This study is intended to 

assessed the within country variation of foreign investments in the face of political risk 

when location advantages such as the size of market are at play. 

Previous studies arrived at mixed conclusions specifically on the effect political risk 

has on FDI (Grosses & Trevino, 1996; Kobrin, 1979; Tallman, 1988) further indicating 

that a country with higher political risk is believe to be less attractive to foreign 

investors (Trevino & Mixon, 2004). The common border conflicts that have had 

spillover effect are considered a risk that can create problem to the region particularly 

among those countries with the same characteristics (Meldrum, 2000) as the present 

study intends to provide. Market size has long been determined to influence foreign 

investment and specifically this location factor is full of contradictory outcome for 

Nigeria. 

Studying co-location differences was carried in similar situation, in which research 

carried out in Russia with the primary aim of ascertaining the imbalance in the FDI 

inflow and attractions into various regions of that country by Gonchar & Marek, (2013) 

revealed three important issues; one, there is no single theory that can tell the cycle of 

geographical investments by foreign firms in Russia, this is because the importance of 

market size and natural endowments has already been determined. Two, agglomeration 
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economies are believed to be the supporting elements in foreign investors drive with 

specific sector or inter-sectorial consequences at the same time; Three that service 

oriented FDI co-locates with extractive industries in resource rich regions thereby 

showing the likelihood of overstating the Dutch disease effect. 

 Literature also confirms the negative correlation between terrorism and stability (Lutz 

& Lutz, 2014). This position placed this research appropriately within the context of 

the fading insurgency in the north east involving Boko Haram because there is a link 

established in literature between development challenges and security (Imhonopin & 

Urim, 2016) especially in the assessment of developing nations as targets of foreign 

economic activity. .  

The commonly used treatment of risk by MNEs involves risk avoidance, use of 

insurance to cover losses, or negotiating prior to the investment (Trevino & Mixon, 

2004) that in themselves does not provide the safety net required in foreign investment 

decision but adequate knowledge of the location and the perceived return in short or 

long run may help in the decision to locate foreign activity. The position of most 

literature in assessing this subject is using the approach in studying national or 

grouping of nations into one region to account for an outcome. This present study seeks 

to disaggregate Nigeria by studying its northern region and the structure of its markets 

in the way they respond to foreign capital attraction.     

Recent literature that examined the location choice of FDI by Nelsen, Asmussen and 

Weatharall (2017) while studying 153 studies on location choice found that only 9 

studied between country and within country variation yet with few of such inquiries 
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on Africa. They recommend that future studies are required to address the manner in 

which decisions to locate foreign activity are carried out with emphasis on within 

country analysis.   
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RESEARCH DESIGN AND METHODOLOGY 

4.1 Introduction  

This chapter describes the methodology used in this study. It discusses the research 

design and the appropriate techniques used, research model, and the framework 

proposed. It further discusses in detail the method of data collection, and the suitable 

means of data analysis. Additionally, models of FDI, market size and political risk 

aimed to assess their possible effects and relations have been developed. The chapter 

operationalizes the terms used in this study and the various tests intended for the data 

screening before it is processed. This chapter elaborately seeks to show how the 

relationship involving political risk (independent variable), market size (moderating 

variable) and FDI (dependent variable) is to be assessed.   

4.2 Research Design 

Research design according to Kothari (2004) constitute a decision concerning the 

collection, measurement and analysis (what, where, when, how much, and by what 

means) of an inquiry or research. Most studies on political risk and FDI in the past 

approached their line of inquiry using econometrics (Busse & Hefecker, 2005), panel 
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regression and factor analysis (Goswami & Haider, 2014), multivariate regression 

(Scheneider & Frey, 1985), qualitative (Bischoff & Lambrechts, 2010) and as well 

panel data (Asiedu, 2006) to mention a few. This study believes that little or no 

approach has been made in quantitative terms using time series data and multiple 

hierarchical regression to addressing the impact of risk on FDI especially when 

disaggregated data and models are used.  

Therefore this study is designed to be quantitative in approach and focus.  Quantitative 

research technique according to (Cohen, 1988) is that research that employs the use of 

statistical and empirical methods and empirical conclusions.  It is a means for testing 

objective theories by examining the relationship among variables (Creswell, 2009). It 

is therefore considered since past studies tend towards national or grouping of 

countries or regions it will not be out of place to establish a study period of 15 years, 

in order to assess the variables in a disaggregated situation within one country.    

The purpose is based on reference periods which seek to study within a time-frame by 

exploring a phenomena, situation, event or problem (Kumar, 2011) in a retrospective 

way. This was done on the basis of the data available for the period between 2000 and 

2014. The reason for employing the quantitative approach in this study is that it is 

“specific, well structured, tested for their validity and reliability and can be explicitly 

defined and recognized” (Kumar, 2011).  

This study is therefore to examine the distribution of political risk factors as primary 

phenomenon and their effect within the Northern region of Nigeria towards attracting 

and retaining FDI. The study uses a moderating variable (market size) that are 
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measurable and quantifiable. This study follow the pattern of selecting a country on 

the basis of its features and then selecting a region within that country based also on 

its attributes by establishing a structure of national, regional and a nest (region and its 

neighbors) as done in the work of Mataloni (2011).  In concrete terms quantitative 

research tends toward being sequential because of the nature of quantitative data 

generation (Ticehurst & Veal, 2000). This study concentrates attention in assessing the 

time series panel estimate which show the location where investors consider for the 

growth of FDI as argued in past literature (Benáček et al., 2014). 

Quantitative research is best suited where variables can be quantified and measured 

and hypotheses can be established by statistical testing and when generalisations can 

be drawn from samples of a population (Gay & Diehl, 1992). In Creswell (1994) view, 

quantitative research is that type of research where phenomena are defined clearly by 

collecting and analysing arithmetical data using statistically based methods. 

Subsequently, this study uses statistical tools to measure so as to know the 

relationships among political risk dimensions, FDI and market size.  

The study objective is to tell about cause-and-effect relationship between political risk 

dimensions, FDI and market size, and proceed to describe and express the 

characteristics of FDI in terms of attraction and or repulsion in Northern Nigeria. 

Causal analysis is usually concern with the study of how one or more variables affect 

changes in another variable, assessing the functional relationship existing between two 

or more variables termed as regression analysis (Kothari, 2004). This study established 

that past studies carried out various methods while approaching their inquiry regarding 

political risk and FDI, and also emphasised the role of market size in determining FDI. 
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The interest here is in the causal relationships in which political risk causes FDI 

reduction as studies in the past shows, and the market size is expected to resist the 

effect and improve the FDI inflow despite political risk insistence. The analysis is to 

be confined to a relationship that is of single link to help determine the causality from 

which this link being created between the variables is expected to meet both empirical 

and conceptual needs as suggested in (Dey, 1993). 

This study maintained that the causality between political risk and FDI has been 

established albeit mixed outcomes, the duty here is to further seek the identification of 

the important factors that relate with the subject at hand because the interest is mainly 

on the important variables associated with the problem. According to  Sekaran (2003) 

a research conducting hypotheses testing normally explains the nature and extent of 

relationships, or discover differences in groups or the independence of two or more 

factors in a situation. The aim is principally to explain these variations in the dependent 

variable or support the prediction of some outcomes. This study, therefore, undertakes 

hypotheses testing beyond describing the variables to a more precise understanding of 

the relationships existing in the factors identified to be of interest both to the situation 

and the location. This has been found advantageous since obtaining data on same 

variables overtime is another approach to studying causal processes (Hayes, 2013) 

thereby associating events identified as occuring together (Dey, 1993). 

Another issue of interest in the design of this study is the introduction and sustenance 

of the moderator variable (market size) introduced within a correlational analysis as a 

third variable that affects the zero-order correlation found in two other variables 

(Baron & Kenny, 1986). According to Baron and Kenny (1986) a moderator is a 
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qualitative (race, class, sex) or quantitative (reward level) variable that affects the 

direction and or strength of the relation between an independent or predictor variable 

and a dependent or criterion variable. The authors further argues that moderation 

implies that the causal relation between two variables changes as a result of the 

moderator variable and that the use of statistical analysis is employed to help measure 

and test the variations in the effects the IV has on the DV being the function of the 

moderator. Here the interaction effect of a moderator exists if the relation is greatly 

reduced instead of being reversed further allowing for the moderator hypothesis to be 

supported if the interaction is found significant.  

Although the study is seeking to confirm a causality between political risk and FDI, it 

is also in some way examining correlational approach to emphatically discover or 

establish the existence of relationship, association or interdependence bewteen two or 

more aspects of a situation (Kumar, 2011). Correlational study examine if there is a 

relationship between two or more components of a situation or phenomenon, and the 

effect of the moderator in a correlational situation may also happen where the direction 

of the correlation changes (Baron & Kenny, 1986). 

4.3 Research Framework 

This study attempts to delve into the relationship between political risk dimensions 

and FDI using a moderating variable in form of market size of Northern Nigeria. 

Several approaches to study social phenomena were used in the past but here the focus 

and objective remain as stated above. The figure (Fig.4.1) below describe the research 

framework.   
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Figure 4.1 Research Framework 

4.4 Research Model  

This study is expressed based on FDI inflow as a fuction of political risk influence in 

Northern Nigeria. Although the relationship between FDI and political risk has long 

been estabished albeit mixed findings, this study introduces the market size function 

to control for the influence of the IV (political risk) over the DV (FDI) and see whether 
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MNCs can be attracted to a favorable location despite risky situation. The use of 

market size as a moderator in this research is premised on the assumption that it is one 

of the most important factors in explaining the flow of foreign capital particularly 

when measured as GDP or GNI per capita (Chakrabarti, 2001) or the alternative use 

of populations of the inhabitants (Jaumotte, 2004).  

The study conducted by Busse and Hefeker (2005) provided the unique justification in 

the development of this research model. The authors argued that within the norms of 

common criterion, a simple theoretical model for the determination of FDI inflow 

should be integrated with the political risk indicators following which the effects are 

estimated to arrive at the desirable model and concluded that such a model does not 

exist. This follows the selection of risk indices relevant to the task at hand. It is on the 

basis of the above premise the following hierachical multiple regression model is 

specified to carter for the expression of the relationship that exist between FDI and 

political risk indices and the position of the moderating variable in terms of effecting 

a unique relationship. 

Model 1 

This model has been conceived to help assess the effect of political risk and its 

attendant consequences on FDI to the area of intended study. It is believe to be the 

major component of this study aimed to address the first question and its corresponding 

objective in order to contribute to the debate of whether there is a relationship or not 

as regards to the study area particularly. The risk effect is assess in all the estimations 

of all the Models. 
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FDIt = β0 + β1 CGPt + β 2 KIDt + β3 INVPt + β4 DNCt + β5 RelTt + β6 EthTt + β7 PolVt 

+ β8 CORRt + Ԑt 

Where ; FDI= foreign direct investment; CGP= changes in government policy; KID= 

kidnapping; INVP= investment profile; DNC= disputes with neigbhoring countries; 

RelT= religious tension; EthT= ethnic tension; PolV= political violence; CORR= 

corruption; Β= beta is constant; t= time, and Ԑ= error term. 

Model 2 

This model is to account for the overall relationship of the DV with the IV against the 

moderator to help assess the role of the modertor and its corresponding relationship 

before the main moderation effect is tested, thus 

FDIt = β0 + β1 CGPt + β2 KIDt + β3 InvtPt + β4 DNCt +β5 RelTt + β6 EthTt + β7 PolVt 

+ β8 CORRt + β9 MKTt + Ԑt  

Where MKT = Market Size 

Model 3 

The use of the moderator in form of market size has been introduce in the interaction 

in order to provide for a new approach to the relationship of FDI and political risk 

dimensions. The component of politcal risk are disaggregated and were made to 

interact with the moderator in the said relationship, the aim is to assess the impact of 

market size on these specific indices within their relationship with FDI inflow to the 

Northern region. This is modelled thus, 
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FDIt = β0 + β1 CGPt + β2 KIDt + β3 INVPt + β4 DNCt + β5 RelTt + β6 EthTt + β7 PolVt 

+ β8 CORRt + β9 MKTt + β10CGP × MKTt + β11 KID × MKTt + β12 IVTP × MKTt + 

β13 DNC × MKTt + β14 RelT × MKTt + β15 EthT × MKTt + β16 POLV × MKTt + β17 

CORR × MKTt + Ԑt 

Model 4 

The activity of large scale terror operations being carriedout by the dreaded Boko 

Haram group in northern region within the period considered by this study is an 

important element for analysis. When considered as an element that may influence the 

political risk and FDI relationship especially in such states where the boko haram 

intensifies their hostility and in those where they do not, aiming to assess the negative 

impact or otherwise of their activities on commerce and investment especially foreign 

investment inflow to the country and the region in specific terms. A dummy model in 

this situation is developed thus; 

FDIt = β0 + β1DBHt + β2 PolRISKt + β3DBH x MKTt + β4PolRISK × MKTt + Ԑt   

Where = D is the dummy, BH= Boko Haram, t= time, MKT= market size and 

PolRISK= Political risk; Ԑ= error term  
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4.5. Method of Data Collection 

Since the design is a quantitative one in approach, the method of data collection shall 

reflect for the type where all other sources, where the information required already 

exists such as government publications, reports and previous research are called 

secondary sources (Kumar, 2011). Secondary data refers to information obtained from 

existing sources (Sekaran, 2003) that can help in the quantitative examination of 

various information based on theories that consist of constructs, numbers and 

application of statistical tools. 

This study seeks information that concern FDI inflow in Nigeria in general and 

northern Nigeria in particular and those from the political risk measurement agencies 

and their reports or publications for the period 2000 to 2014. The following 

organisations and the information they provided in form of reports, annual publications 

or documents from the records or archives of government, companies and industry 

analysts has been used for this research; 

- Central Bank of Nigeria (CBN) this is an agency of Federal Government 

charged with managing the economy of the country. The CBN provides 

periodic report on economic activities including foreign investment flow to 

Nigeria. (staistics.cbn.gov.ng)  

- United Nations Conference on Trade and Development (UNCTAD) is another 

organ of the United Nations involved in maintaining trade and development 

performance data of all member countries over time  (unctadstat.unctad.org) 
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- International Country Risk Guide (ICRG) is a private country assessment guide 

owned by the political risk services (PRS) who are investment and economic 

consultant with expertise in country risk assessment since the 1980s. The data 

provided by this group is considered of international value by investors, 

academics and governments. (www.prsgroup.com) 

- World Bank (WB) provide development indicators data for all countries of the 

world in a time series pattern considered reliable for use by scholars and 

industry experts. (www.worldbank.org) 

- National Bureau of Statistics (NBS) is the Nigeria’s agency charged with the 

responsibility of managing statistical information of the country. They provide 

periodic data on national indices as economics, social and political nature. 

(www.nigerianstat.gov.ng)  

- National Population Commission (NPC) is the federal agency in Nigeria which 

organises and manage censuses and population data for the country. 

(www.population.gov.ng) 

- the Nigeria Police Force (NPF) is the policing agency engaged in the 

sustenance  and maintainance of law and order in the country. Part of their 

basic responsibility is maintaining crime records register for all the states and 

local governments in the country. The data from the NPF as it concern the 

crime of kidnapping for the 19 states of the North and the Federal Capital Abuja 

is used and obtained from their web site (www.npf.gov.ng) 

- Red24 is a private organisation engaged in the management of data and 

information with respect to international crimes of kidnaping and related cases. 

http://www.nigerianstat.gov.ng/
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The data here is used to confirm and update the Nigeria Police records. 

(www.red24.com)  

- Global database of Events also provide information on respective events of 

crimes, violence and conflicts globally. Their data on kidnapping and political 

violence has been used to update and confirm other registers. 

- ITERATE is the International Terrorism: Attributes of Terrorist Events provide 

information on terrorist incidences worldwide. This data is used for the 

political violence index because it provides the exact location in which an event 

occur. 

- the UPPSALA Armed Conflict data base is also used to corroborate the 

ITERATE information on political violence related events. (www.ucdp.uu.se) 

- The Economist Intelligence Unit (EIU) is an arm of the Economist magazine 

that provide information on country standing including political risk and 

governance policy effectiveness. It is intended to use their data for measuring 

the effectiveness of policy changes. (www.eiu.com) 

4.6 Operationalization of Concepts and Measurement 

This study uses certain measures to assess the relationships being contested and in 

doing so provides the following direction in terms of how the variables are defined and 

measured to fit the intention of this research. The definitions are for the present study 

and are adjudge fit for the purpose which this study is set to achieve. 

http://www.red24.com/
http://www.eiu.com/
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4.6.1 Foreign Direct Investment  

According to World Bank (2010), FDI is the net inflow of investment to acquire a 

lasting management interest (10 percent or more of voting stock) in an enterprise 

operating in an economy other than that of the investor. It is that form of investment 

where firms ownership, in part or in whole, of an operation in another country belongs 

to another from a different country (Deresky, 2008). FDI can be classified into equity, 

invested earnings or other form of capital (Idowu & Awe, 2014). Receiving countries 

can determine the extent of the inflow for a specific period of time, while the investor 

nations can also track the outflow to any destination. This study therefore defines FDI 

as that activity involving the purchasing of existing firms or the development of new 

ones in an economy by a foreign investor. The intention is to use the UNCTAD data 

set for country level FDI inflow including neighboring countries and the Central Bank 

of Nigeria (CBN) information in terms of FDI inflow to Nigeria and to its location.       

4.6.2 Market Size  

This study defines market size as that situation expressed in terms of the total amount 

of buyers and sellers in a given area and its future prospects such as the northern 

Nigeria. Firms generally including MNCs potential to grow or remain competitive 

depend on gaining new market access both home and abroad or expanding their share 

of existing markets (Goswami & Haider, 2014). A large market is among the major 

prerequisite and attraction for FDI flows to developing countries (UNCTAD, 2002). 

Market size remains a major determinant of FDI flow (Chakrabarti, 2001) and 

therefore important in emerging markets assessment. Market size is measured by GDP, 
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GNP or GNI per capita income, size of the middle class and as well populations of the 

inhabitants (Goswami & Haider, 2014; Busse, 2003; Davidson, 1980; Jaumotte, 2004; 

Chakrabarti, 2001; Busse & Hefeker, 2005).  

Expected growth and potential of a market are usually proxied by past real GDP 

growth or real GNI per capita (Jaumotte, 2004; Busse, 2003). The size and growth of 

domestic market in a high market potential country offer viable sustained profit level 

through lower marginal cost of production and scale economies (Argawal & 

Ramaswami, 1992).  The GDP in use here is that of the purchasing power parity (PPP) 

which expressed the size of the receiving economy and its potential market for the 

investor’s goods or services (Brada et al., 2006).   

Markets being considered in this study include specifically the market of northern 

region of Nigeria and the adjoining markets of neighboring countries on the northern 

borders of Nigeria (Republics of Benin, Niger, Chad and Cameroon) involving their 

sizes, growth and demographics. This is because regional market presents a new 

ground for assessing FDI incentives  (Blomstrom & Kokko, 2003) and in particular 

those participating in the regional agreement (Jaumotte, 2004).  This study seeks to 

measure market size using the GDP, GNP or GNI per capita and the population of the 

inhabitants. The market growth and potential is to be measured using the proxy of past 

real GDP growth or real GNI per capita and population growth rate. 
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4.6.3 Political Risk  

This is the risk that multinational companies face when home governments undertake 

policies that negatively affect the targeted goals of these firms in terms of profit 

thereby causing great loss (Belligoli, 2012). It can be define as the probability of 

politically motivated change that affects the outcome of an FDI (Clark & Tunaru, 

2003). Political risk is also conceptualized in this study as any form of events in 

domestic or international environment that is certain to affect the physical assets, 

personnel and operations of foreign companies (Jodice, 1985).  

To measure political risk, political risk indicators are used. The Political Risk Services 

(PRS) Group constructed several indices to help measure business risks in a particular 

country (PRS, 2015). The Group give level of risks as classified into three; first, is the 

political risk index which measures the political stability (internal or external), policy 

of government in relation to foreign investment inflow, corruption within the political 

elites, bureaucratic efficiency, and the level of rule of law and its enforcement. Second 

is the financial risk index which assesses the liquidity, debt profile, and exchange rate 

stability. Third is the economic risk index which concerns itself with the measures of 

budget, inflation, current account, real GDP growth and per capita output.   

The International Country Risk Guide (ICRG) is developed as a pattern of measuring 

country risk across time and remains the widely accepted worldwide. To help achieve 

an objective measure, surveys and political experts analysis are used which are 

recently reduced to type of index or relative measure (Meldrum, 2000). Eight (8) 

indicators are chosen for this research; (1) change in government policy or reform, (2) 
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kidnapping, (3) investment profile, (4) dispute with neighboring countries, (5) 

religious tension, (6) ethnic tension, (7) political violence and (8) corruption.  

4.6.3.1 Kidnapping  

This refers to an organize crime that has its roots in the illegal and willful deprivation 

of a persons’ freedom for the purpose of using the victim to obtain forcefully money 

or some other benefits (Okoli & Agada, 2014).  This is operationalized to mean the 

forceful detention of persons, individual or groups of persons whether foreign or 

domestic nationals for the purpose of extorting money or any other gain. It is measured 

separately from other political risk events by using the event dates in all the estimations 

instead of the dates where the events are reported (Kutan & Perez, 2002). It is 

sometimes measured by the average percentage of kidnapping from time series data 

(Akinde & Yusuff, 2014). This study uses the data assembled from sources deemed 

reliable such as the Nigeria Police Force (NPF), Red24 and the Global database of 

events to measure the kidnapping phenomenon in Nigeria. 

4.6.3.2 Investment Profile  

This study defines this indicator as one used to assess the risks to invest which usually 

rest on three sub-components: contract viability/expropriation, profits repatriation and 

payment delays. It usually encompasses such factors that are associated with the risk 

of investment that have not been covered by other risk components (Assunção et al., 

2011; Bandyopadhyay, Sandler, & Younas, 2013; Busse & Hefeker, 2005; Jakobsen 

& Soysa, 2006). This study uses the ICRG method to measure investment profile by 

its three sub components of contract viability/expropriation, profits repatriation and 
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payments delays. The scale in the ICRG rating shows the higher the score denotes very 

low risk but 0 score denotes very high risk. 

4.6.3.3 Ethnic Tension  

It is adopted in this study that ethnic tension refers to the degree of distrust in a country 

arising from racial, nationality or language differences leading to high level intolerance 

and unwillingness to compromise against each other (Bekaert, Harvey, Lundblad, & 

Siegel, 2014). This tension can create some restrictions on investors as regard who to 

hire or not to hire thereby limiting labour skills to invoke some form of conflict 

(Howell & Chaddick, 1994). Easterly and Levine, (1997) studied the relationship 

between ethnic divisions and growth in Africa using many measures but settled on the 

scale provided by ICRG as a “meaningful measure”. It is the hope of this study to use 

the ICRG data to measure Ethnic tension in Northern Nigeria 

4.6.3.4 Religious Tension  

This study also defines religious tension as a case where the desire of one religious 

group to monopolize governance or the outright suppression of religious freedom 

(Bekaert et al., 2014) and is measured here using the ICRG scale.  

4.6.3.5 Political Violence  

This is operationalized to refer to extreme form of political instability which is seen to 

affect FDI inflow (Li, 2006). Political violence comprised of all the total occurrences 

of political assassinations, violent riots and politically motivated strikes (Goswami & 
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Haider, 2014). Generally event count is used to measure political violence or assess its 

averages (Asiedu, 2002; Feng, 2001; Ferrari & Rolfini, 2008). This study intends to 

use the event count to measure political violence from the International Terrorism: 

Attributes of Terrorist Events (ITERATE) as found in (Li, 2006). The ITERATE 

project keep records of data in quantitative form regarding terrorism events at 

international level and how it impact the environment. The data include the location, 

nature and type of incident, main group and or who they affiliate with, victims and the 

record of fatalities.  

4.6.3.6 Corruption  

This is defined as abuse of public trust for private benefits (Freckleton et al., 2012) 

which include embezzlement of public funds, sale of public property by government 

officials, bribery, patronage and nepotism. The impact of corruption particularly on 

natural resource management and its attendant consequences on FDI inflow in that 

direction is the interest to this study similarly done in (Everhart, 2010). Measuring 

corruption can either be internal, external or hybrid (Asiedu & Freeman, 2009) 

whereas this study adopts the use of external measure for the purpose of reliability and 

wider acceptability and considers the ICRG data as best suited for the study. Since FDI 

inflow is used as the DV between 2000 to 2014, a corresponding time period in which 

the investment flow into the country is used to measure the effect of corruption or 

otherwise. The ICRG data would be used to measure the index of corruption.  
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4.6.3.7 Dispute with Neighboring Countries  

This is operationalized as the neighborhood risk of spill-over effects created by 

problems found in a region, or with country’s trading partner, or in countries with same 

perceived characteristics (Meldrum, 2000). Alternatively the proxy of external conflict 

is used in this case, to measure the scale of the disputes based on the possibility of 

external incursion, border threats, geopolitical disagreements or full scale war 

(Diamonte et al., 1996) by assigning a score rating using a scale (1-100) as done and 

undertaking by the ICRG. One major incentive for location of FDI activity is the wider 

level of economic activity found in the surrounding territories of the borders to a host 

country or region being targeted (Bobonis & Shatz, 2007; Gonchar & Marek, 2013). 

The external conflict data of ICRG is to be used in this study. 

Additionally,  the influence of regional agreement as a whole especially when 

considered in the context of regional market provides a new ground for assessing FDI 

incentives (Blomstrom & Kokko, 2003) using differing sources. Literature confirmed 

the advantages border regions have over inland territories in locating FDI due to their 

hosting ability for more investments coming from these border countries instead of 

those from afar (Gonchar & Marek, 2013).  

Therefore this construct depicting conflict involving the Lake Chad Basin cooperating 

countries using joint multinational forces to help counter insurgency of Boko Haram 

justify the measure and the need to assessing the impact of the market surrounding 

these countries. This is because market size of any regional agreement is seen to 

influence FDI to the participating countries (Jaumotte, 2004) particularly for a country 
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within the cooperation that has higher education and financial stability like Nigeria 

may attract large chunk of FDI inflow at the best against other members.  This will 

also be measured using the ICRG scale.  

4.6.3.8 Change in Government Policy  

This occurs within host economy as those alterations made by policy makers 

periodically on policy issues at will. Policy factors are seen as major drivers of FDI 

(Fedderke & Romm, 2006) and that when policy environment is improved, FDI can 

be obtained (Asiedu, 2006). Policy uncertainty breeds risk of doing business but a 

reform in policy consistent overtime may improve investor confidence (Cherian & 

Perotti, 2001). 

A time series effects on such changes is usually adapted to measure or test the effect 

or otherwise of these changes on FDI inflow overtime. For example, the economist 

intelligence unit (EIU) model for operational risk indicators is used to measure 

government effectiveness in terms of policy consistency or otherwise (Bezuidenhout 

et al., 2014) which take account of the overall indices on government policy measures 

such as macroeconomic stability, infrastructure, human capital and openness (Asiedu, 

2006).  The EIU model is to be used in measuring the effectiveness of policy 

consistency or otherwise. The EIU model is designed to provide evidence-based 

research efforts aimed to help stakeholders and policy makers wishing to measure 

certain outcomes. 

This study measures the political risk mainly to domestic issues as quantified by its 

various indices of policy changes, kidnapping, religious and ethnic tensions, political 
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violence, country’s investment potentials and corruption, and extend to measure the 

risk that reflect spilled-over conflict involving neighboring countries because of the 

effect of larger market size beyond the borders of Nigeria encompassing these 

countries involved in joint border tensions arising from armed conflict against Boko 

Haram elements.  

4.7. Method of Data Analysis  

The data to this study is obtained mainly from secondary sources as is the case with 

the nature of quantitative study design. The data is to be analysed using regression time 

series analysis. It is to be noted that cross sectional and time series data are dimensions 

of Panel Data (Hsiao, 2003; Wooldridge, 2001). Therefore the analysis is to be carried 

out using quantitative and econometrics data obtained through reports and other 

secondary sources. Time Series Data are those gathered over an order of events in a 

span of duration and the goal is to help produce forecasts of the dependent variable for 

time periods (Dielman, 1991). The data gathered usually are for an individual (person, 

Firm, etc.) within a specified duration that may possibly be in days, months, and years 

provided in assessment terms. 

Here interpolation of the data spanning over a period of 15 years at a quarterly intervals 

of four to a year shall be adopted. It will account for more than the requirement of time 

series assumptions. This approach uses the explanatory variables not related to the DV 

in a causal manner (Dielman, 1991) to describe the past movements of the DV in a 

causal manner. In essence, the approach requires only the past values of the DV which 

make the variable selection and data gathering simple. It is also intended to use (Banks, 
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1999) method to measure  political risks as adopted by (Li & Resnick, 2003) by using 

events’ count of assassinations, strikes, guerilla wars, government crises, purges, riots, 

revolts and anti-government demonstrations by summing them into an index of 

political instability. Other elements in the risk index shall be treated in accordance with 

the method commonly prescribed by notable risk assessment experts such as the ICRG.  

Following the use of time series data, Stata software will be employed in determining 

the relationship between FDI and political risk and the accompanying moderator role 

involved.  

4.8. Preparing Data for Regression Analysis 

In order to make adequate preparations for regression analysis, certain major issues 

that are likely to arise in the evaluation and handling of data for this important task 

such as certain errors may surface to affect the outcome of the analysis of the 

relationship being investigated (Hair, Black, Babin, & Anderson, 2010). Therefore this 

study provides for the common feature of such errors as the outliers, multicollinearity 

check, normality, linearity and homoscedasticity in order to obtain reliable and valid 

results. 

4.8.1 Test of Stationarity of Data 

Judging from the stationarity of the macroeconomic time series data from 2000 – 2014 

making a 15 year period, provides further analysis by way of causality in a long term 

relationship involving the political risk dimensions and FDI inflows shall be made by 

testing the unit root level of confidence (Bilson et al., 2002). Dickey and Fuller (1979) 
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came up with a method for testing if a variable contains a unit root or correspondingly, 

that the variable results in a random walk. The augmented dickey-fuller (ADF) test is 

a test for a unit root in a time series sample used to test large and complex set of time 

series models, which shows that the ADF statistic used in the test is usually a negative 

number, showing the more negative the stronger the rejection of the hypothesis 

confirming the existence of a unit root level. Four different cases are identified and 

explained by (Hamilton, 1994) to which the ADF test could be applicable; (1) a unit 

root exists all the time in a variable of null hypothesis, (2) difference is found if a null 

hypothesis involve a drift term, (3) whether a constant term is contained in the 

regression testing the statistic, and (4) time trend. 

4.8.2 Outlier Test 

These are disproportionate case scores that impact negatively on outcomes, by creating 

an unusual low, high and mixed values across variety of constructs by distinguishing 

the test from the others. This study therefore consistently checks the possible effect of 

either univariate or multivariate outliers by investigating cases with large z-score 

values.   

4.8.3 Multicollinearity Test  

This considered a serious problem which takes place under severe interrelationships 

among independent variables higher or above 0.9 (Tabachnick & Fidell, 2007). Where 

two or more dimensions of a variable engaged in a serious interrelationship, they tend 

to cover information unnecessarily showing that not all of them are needed in one 
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analysis. Whenever this type of problem is observed, the solution given to it is usually 

to wipe out the variable that continues to upset the analysis via variance inflation factor 

(VIF) and tolerance level. 

4.8.4 Normality Test 

This assumption states that the errors in estimation outcome variable Y, conditioned 

on Ý are normally distributed (Hayes, 2013). Normality distribution in regression 

analysis are sure to be disobeyed especially when the outcome of the variables are 

discrete or bounded in both ends of the scale being measured. 

4.8.5 Homoscedasticity Test  

It is an assumption that states that the errors in estimation are equally variable 

conditioned on Ý and if it is not satisfied the estimation errors are said to be 

heteroscedastic (Hayes, 2013).  

4.8.6 Serial Correlation Test 

There is the need to detect in a simple way if serial correlation is present after 

estimation. This is done in order to test why it should not be present in a totally 

dynamic model within the conditional mean and as well check whether to compute for 

a robust variance matrix estimator (Wooldridge, 2001). Its presence means robust 

standard errors must be computed arbitrarily.   
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4.8.7 Heteroscedasticity Test  

This can affect the validity of an inference and as well reduce the statistical power of 

the hypothesis tests thereby influencing the accuracy of confidence intervals for 

regression coefficient depending on its form (Hayes, 2013).    

4.9. Selection of Software Program 

There are varieties of softwares for use in social science research such as the SPSS, 

SAS, STATPAK, Smart PLS, etc. used mainly to help process and analyse data for 

their simplicity and completeness (Sekaran, 2003). This research therefore employs 

the use of STATA software to carry out the required regression analysis for being 

general purpose software which has been in application by researchers in business, 

economics, science and medicines. Stata is a statistical package used extraordinarily 

on regression analysis and complex survey (Pfaff, 2009).  

It has the advantage of performing exceptionally on regression analysis, complex 

survey designs, limited dependent variables, epidemiological methods, survival 

analysis, panel designs, time series and diagnostics (Acock, 2005).  It is equally 

envisaged that Stata software may possess the strongest advanced statistical procedure 

in the future (Pfaff, 2009) because of its command structure that is simple and 

consistent (Acock, 2005). Despite these advantages, Stata package appear weak in the 

areas of ANOVA but considered adequate for use in factor analysis. 

 



163 

 

This study therefore proposed to conduct regression estimation on the effect of 

political risk on inflow of FDI with the moderating role of market size, and found Stata 

software as the suitable analytical tool for the purpose at hand.  
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ANALYSIS AND DISCUSSION OF RESULTS 

5.1 Introduction 

This chapter provides the parameters of how the data are processed, detailed 

discussions on each component of the study and their ultimate association as predicted 

followed by the analysis. This analysis has been presented in a manner depicting the 

models earlier specified. The chapter attempt to answer the questions put forward and 

the objectives the study set to achieve in the previous chapters.    

5.2. Data Description 

The data used in this study were carefully chosen to reflect the core objective, remain 

relevant and fulfill the focus aimed to be achieved so that initial biases are removed 

from the outset. The data is sourced from variety of sources in order to reflect each of 

the variables under assessment and measurement. The study offers significant 

consideration in the objectives earlier set, and therefore provides the general but simple 

usage terminology to fit the purpose at hand. The table (5.1) below provides the 

necessary guidance in assembling each source and the relevant explanation to the terms 

use to fit the study. 
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Table 5.1  

Summary of Variables and Data Source  

Variable Definition  Data Source 
FDI Figures of inflow of foreign 

capital for the period to Nigeria  
Figures of foreign capital 
specific to the Northern States. 

UNCTAD  
CBN 

Political Risk Political risk indicators specific 
to the country applied to the 
region under study 

PRS 

Disputes with Neighboring 
Countries  

Proxy of external conflict is 
used to describe related national 
border disputes on the Northern 
Borders 

ICRG  

Kidnapping Incidences recorded and 
harmonized for the period 

Nigeria Police, 
Red24, Global 
Database of events  

Investment Profile Factors affecting investment 
not covered by risk components 

ICRG 

Ethnic Tension Perceived Degree of Distrust 
amongst peoples  

ICRG 

Religious Tension Perceived Degree of 
domination by one religious 
group  

ICRG 

Political Violence Incidences of violence as 
counted while occurring in 
locations of the North 

ITERATE Data 
Armed Conflict 
Database 

Corruption  The external measure of 
perceived corruption 

ICRG 

Market Size GDP and or populations of 
inhabitants in the North and its 
border nations 

World Bank, NPC 

Changes in Government 
Policy             

Government effectiveness on 
policy consistency or otherwise 

Economist 
Intelligence Unit 
 

The data is intended to cover the period 2000 until 2014 covering a period of 15 years 

accounting for the selected variables for the country as a whole and later disaggregated 

to cover for the need of the study reflecting only the Northern region being studied. 

This follows a similar pattern as done in (Cheng & Kwan, 2000; Gonchar & Marek, 

2013; Li & Clarke-Hill, 2004) when assembling their data to cater for FDI location 
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decisions to regions within one country. This study uses data that covers Nigeria as a 

whole then proceeded to disaggregate the data to reflect regional context as a 

representation of the area of study being assessed.  Emphasis has been accorded the 

strength of the size and potentials of the market in the North. 

5.2.1 FDI Data 

This study seeks to measure the preferences of foreign investment (FDI) flow into 

northern region against the risk indicators in order to help determine whether the 

different risk indicators being considered have any influence on the inflows of FDI to 

the region and as well assess the role of market in the FDI and political risk 

relationship. Although certain information is left to stand on the national scale, it is 

done with the objective of reflecting the true position of the country regarding such 

variable as the case with FDI inflow data. 

The UNCTAD data on FDI inflow covers Nigeria while the CBN data specifically 

showed the direction of the FDI flow to a certain location for the same period. 

Investment flow by location clearly provided the area in which the investment is 

targeted thereby defining the Nigerian states according to the region as done in 

(Gonchar & Marek, 2013). There are nineteen states and the federal capital Abuja 

comprising the North bringing the locations in the northern region to twenty (20) 

preferred investment locations. Foreign direct investment coming to Nigeria is referred 

to FDI and the other is referred to as Investment by Location. 
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5.2.2 GDP Data 

Disaggregated data covering individual states as federating units is absent as the case 

with the states GDP data as evident in the plan by the Federal Ministry of Budget and 

National Planning to compute the State Gross Domestic Product (SGDP) because of 

the need to explain the features and arrangements of the state or regional economy 

thereby pinpointing the key economic activities driving such states (FMBNP, website 

2016). Nigeria’s GDP is traditionally compiled aggregately at the country level by the 

NBS. The GDP of Benin, Cameroon, Chad and Niger Republics are also obtained from 

the World Bank data sets. 

5.2.3 Population Data 

The absence of this all important data (state GDP Data) resulted in the use of the proxy 

of population for each of the states for all the years under consideration. Two censuses 

were conducted in 1991 and 2006 in Nigeria but this study used the World Bank (WB) 

population figures and their population growth rate forecast due to their authenticity 

and accuracy. However, the 1991 census data was used as the based population year 

to arrive at the estimated figures used in the analysis for the period 2000 to 2014.  

It is on the basis of the above that the population growth rate as given by the WB in a 

time series pattern has been used to reflect five (5) year ranges to solve the problem of 

over or under estimation. This is because growth rate of population is found to be use 

in the same way as the growth rate of GDP per capita especially when the purpose is 

to capture growth potentials that is certain to attract market-seeking FDI (Hayakawa 

et al., 2011). 
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Normal figures are determined following that estimate against the projected growth 

rate for each 5 year period from 1991 serving as the based year to 2015 arriving at an 

average rate in between the years in each period for all the states in the North and the 

FCT Abuja. The populations of the adjoining border nations have been maintained as 

given by the WB for the same period intended by the study. 

Table 5.2 

Population Growth Rate of Northern States 

Year 1991-1995 1996-2000 2001-2005 2006-2010 2011-2015 

Growth 
Rate 

2.50 2.50 2.55 2.65 2.70 

Source: Modified from World Bank (1991-2015)  

Use of  population of the inhabitants of an area to determine the market size instead of 

the usual GDP or GNI was carried out in past studies (Botric & Škuflic, 2006; 

Mohamed & Sidiropoulos, 2010) and was suggested in (Jaumotte, 2004). Population 

figures and the expected growth rate of the Northern States and the countries adjoining 

northern borders are used for this analysis to serve as the proxy for determining market 

size, growth and its potentials. Alternative use of GDP with respect to Nigeria, Niger, 

Benin, Chad, and the Cameroon republics have also been considered to help in 

determining the market size of the Lake Chad Basin countries. The data for this 

category is referred to for Nigeria as PopNig, for the North PopNor and PopNC for the 

neighboring countries. That of the GDP is referenced GDPNig and GDPNC. 
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5.2.4 Political Risk Indicators 

Political risk indicators are derived from the popular PRS measures using the ICRG 

and the work of (Somers-cox, 2014) in which emerging markets political risks in the 

oil and gas countries were compared (Nigeria and Mexico). This study therefore 

considers and adopted those indicators that fit well into the area of study and as well 

their relevance in helping to assess the nature of the relationship being contested so 

that the variables being assessed does not crowd out as noted in the work of (Chan, 

Hou, Li, & Mountain, 2014). Instead of widening, this study narrowed the discussion 

as to the potential variables selection so that some degree of causality flow entailing 

FDI and political risk can be determine in order to establish the needed causal 

relationship. Therefore the risk indicators as earlier mentioned are defined as change 

in government policy (CGP), Kidnapping (Kid), Investment Profile (InvtP), Ethnic 

Tension (EthT), Religious Tension (RelT), Political Violence (PolV), Corruption 

(CORR), and Dispute with Neighboring Countries (DNC).  

There is however some alteration to this where change in government policy (CGP) 

variable has been dropped from the initial list. This was done because the variable 

(CGP) is assumed to remain consistent throughout the study period due to stable nature 

of government arising from the stability of the political system; secondly foreign 

investment related policies are within the exclusive domain of national government 

where states considered cannot be seen to define their policy regime independently of 

the center giving rise to data difficulty. 
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However, the study period does not extend beyond the 2015 when general elections 

took place and brought in the opposition into power which may bring about significant 

changes in some policies of direct relationship to FDI. Although host government 

policy inconsistency as evidently shown remain a primary source of political risk 

(Casson & da Silva Lopes, 2013), literature shows government policies have greater 

effects but sometimes are found not to have any impact (Globerman & Shapiro, 1999). 

The major limiting factor of the New Trade Theory (NTT) is that it was found to be 

less suitable for analyzing policy decision aimed to remove obstacles to entry into 

foreign markets (Medin, 2014). Hence changes in government policy particularly 

when targeting foreign investment are influenced by this assumption. For example 

policies on the barriers to entry are seen to remain at work even when openness to the 

economy has been proclaimed. Change in government policy as a variable of 

assessment in this study is therefore dropped.  

5.2.5 Kidnapping and Political Violence Data 

The data on kidnapping and political violence are carefully screened due to their 

flawed nature occasioned by the inconsistency in recordings, as well as dealing with 

numerous registers. Event count continues to feature in the case with these two 

indicators hence finding disaggregated data appear simple although rigorous. The 

Nigeria Police, Red24 and the Global Database of Events provided disjointed data on 

kidnapping on Nigeria but efforts in harmonizing and joining the data reap results. 

Some years are found in one and missing in the other with yet near comprehensive 

figures obtained that are put to use for this analysis. The variable is referred to as KID. 
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Data for the indicator Political violence (referred as PolV) is derived from the 

International Terrorism: Attributes of Terrorist Events (ITERATE) from two 

important published categories of 1995-2012 and 2013-2016, and the Armed Conflicts 

(1946-2014) provided by the Uppsala Conflict Data Program (UCDP). The use of this 

data has been found to be consistent with the work of (Li, 2006; Powers & Choi, 2012) 

in assessing the impact of political violence on FDI inflow. The data presented a good 

classification of conflicts, the time and locations of such events making it more 

accessible and relevant in terms of finding such related events within the area of study 

as to where and when they did occur. 

The UCDP classification of armed conflicts fits the needs of this study in defining 

political violence as it relates to Northern Nigeria.  Four of these classifications are 

identified; interstate (between two or more states), internationalized internal 

(involving government, internal opposition groups and intervention forces from other 

States making up the troops), internal (involving government of a state and internal 

opposition group) and minor armed conflicts or war. The DNC is proxied by external 

conflict which reveal the features of one form of conflict identified above which is the 

internationalized internal conflict. 

5.2.6 Institutional Variables Data 

Data sets of DNC, InvtP, EthT, RelT and CORR are obtained from the International 

Country Risk Guide (ICRG) for its wider acclaim in its traditional form of country 

wide standing. However, this study follows the pattern adopted by (Gonchar & Marek, 

2013) in deciding regions as locations where investment flows. These five indicators 
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fall in the domain of institutional theory, being the core of political variables especially 

covering corruption and political risk. CORR indicator provided by the Transparency 

International (TI) is in form of ranking countries and their related scores which 

however distinguishes it from that of the ICRG thereby creating difficulty in choosing 

what item to use. In the past, studies have used the ICRG corruption index (Asiedu, 

2006; Asiedu & Freeman, 2009; Mohamed & Sidiropoulos, 2010) but only (Cleeve, 

2008) uses the corruption perception index (CPI) from TI while in a related study (Wei, 

2000) combined the three indices of Business International, ICRG and TI. The ICRG 

data is adopted and use for this study.  

As mentioned earlier, Northern Nigeria consist of 20 potential FDI locations that are 

considered in assessing the effect of their prospects on FDI determinants such as the 

political risk and market size, this is done by regressing the dependent variable 

primarily to investigate the possibility of siting an FDI project to a location or the value 

of the investment directed in a location against the sum of independent variable 

because of their probable effect on profit from the investment as maintained in (Cheng 

& Kwan, 2000).    

The use of (Chow, 1967) partial adjustment model may have suffice to explain the 

inter-temporal relationships and regional distribution of foreign capital as used by 

Chen and Kwan (2000) but for the data availability restricting the analysis to an equal 

observation of a region with 20 locations. In this case, population data of these states 

making up the region are used to refer to the proportion of data for the region against 

the country wide one provided by the ICRG so as to help determine regional effect 

from the country wide standing. This is holding the claim that most of the ethnic, 
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religious and external conflicts associated with the cross-borders are greater in severity 

and scale in northern Nigeria (Osaghae, 1998; Salawu, 2010; Ukiwo, 2003). 

5.2.7 Boko Haram Assessment 

The prevailing Boko Haram phenomena cannot be over looked because it featured 

during the study period when the group campaign of violence was at its peak from 

2009 although the group was founded in 2002 (Nicklas & Mandela, 2014). We use the 

period when violent attacks by the Boko Haram group started in 2009 and assign 1 

from henceforth and zero to otherwise. The aim is to assess the veracity or otherwise 

of their negative violent campaign impact on Nigeria, Northern Nigeria and the 

neighboring countries’ economies. In regressing this effect, political violence, 

kidnapping and religious tensions or conflict are seen as recurring features of the 

deadly group and their data have not been included to avoid congestion. While 

corruption, ethnic tension and disputes with the neighboring countries are assessed as 

components of political risk in order to determine the extent of their association on 

FDI when BH activities are considered, the market assessment in relation to BH impact 

used all the indices to determine the strength of moderator variable in reducing the BH 

effect.    

In sum, the data in its normal form has been converted using frequency conversion 

approach to a quarterly form to cater for the assumptions of the time series analysis. 

This allow for the definition of the number of constructs to fifteen (15) arriving at most 

sixty (60) observations in order to meet the requirements of the assumptions of time 

series analysis. The data is logged and where possible centered thereby taking care of 
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the extended values or large numbers it may have contained or large collinearity. 

Descriptive analysis is used in every step of its presentation helping for proper and 

detailed account at all levels and stages of its processing. 

5.3. Descriptive Analysis 

Part of the most important tasks to begin in this section is the presentation of the results 

of the preliminary tests so that the results are adjudge free of some biases associated 

with data errors or refusal to honor some basic assumptions. The summary of the 

results as shown in the table below describe the position of each of the variables being 

considered. The statistical values of Means, standard Deviation and the required 

Minimum were considered for the dependent and independent variables together with 

its associated indices. Table 5.3 below featured the overall variables, their 

observations, and the standard deviation with their respective mean values. The 

statistical summary usually provides the nature of statistical data in their relationship 

with each other.    

Table 5.3  

Summary of Statistics for the Variables 

Var Obs Mean  Std. dev. Min    Max 

FDI  57 5051.123 2511.728    1277  8915 
KID  57 594.4035 371.3038    250  1700 
InvtP  60 5.738415 0.84236   4.04  6.5 
DNC  60 9.878915 0.509953   9.21  11.08 
RelT  60 1.54084 0.402871  0.5  2 
EthT  60 1.875213 0.241537  1  2 
PolV  60 39.79167 67.1648  0  242 
CORR  60 1.335955 0.227036  1  1.521232 
PopNC  60 5.46E+07 7484861 4.28E+07 6.82E+07 
PopNig 60 1.51E+08 1.74E+07 1.24E+08 1.82E+08 
PopNor 60 7.98E+07 9705417 6.51E+07 9.73E+07 
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InvtLoc 60 3.77E+07 3.22E+07 799635 1.02E+08 
GDPNC 60 37516.31 14369.44 14758.91 61726.62 
GDPNig 60 287034.5 164446.6 70976.56 605557.1 

Key to abbreviations: 

FDI= Foreign Direct Investment; KID= Kidnapping; InvtP= Investment Profile; 

DNC= Dispute with Neighboring Countries; RelT= Religious tension; 

CORR=Corruption; EthT=Ethnic Tension; PolV= Political Violence; PopNC= 

Population of Neighboring Countries; PopNig= Population of Nigeria; PopNor= 

Population of Northern Nigeria; InvtLoc= Investment by Location; GDPNC= GDP of 

Neighboring Countries; GDPNig= GDP of Nigeria. 

From the above table it can be deduced that there are sixty (60) observations for the 

variables except for Kidnapping and Foreign Direct Investment (FDI) giving rise to 

missing values. Missing values in this case arises when a linear conversion was 

conducted which left the total values to appear for the last quarters of the 2014 missing. 

For the sake of this study, the data is sufficient to allow the work to proceed since 

according to Hair et al. (2010) only cases of more than 50% missing data are to be 

removed.  

Additionally, a simple approach to missing data values as given by Hayes (2013) is to 

consider imputing or substituting before executing the process command. However, 

Mean value for the dependent variable FDI is 50.5%, while the results for the other 

variables that constitute the political risk are Kid (59.4%), InvtP (5.7), DNC (9.9), 

RelT (1.5), EthT (1.8), PolV (39.8%), and CORR (1.3) respectively. The Mean value 

of KID is higher compared to that of CORR which appeared lower among the political 
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risk variables. The dispersion from mean is measured via standard deviation, and based 

on our sample GDPNig has the highest standard deviation, followed by GDPNC while 

the least is CORR. 

5.4. Normality Test 

The statistical method for testing normality used in this work is the Shapiro-Wilks 

statistic method (SW), the decision rule for normality in this case is that if the SW 

statistic is found not be significant at 5% level then the null hypothesis of normality is 

not rejected and if otherwise it is rejected (Hong, 2007). However literature is mixed 

in the decision rule regarding this test while others accept the p-value level of 

significance of 0.01 to 0.05, there are some others who accept 0.10 (Mordkoff, 2011). 

The following table featured the result of normality test for this present study. 

Table 5.4  

Normality Test 

    Variable         Obs             W              V         z            Prob>z 

       LFDI          57     0.85985      7.312      4.276    0.00001 
         KID          57    0.75868     12.591     5.443    0.00000 
         DNC         60     0.86655      7.254      4.271    0.00001 
        RelT           60   0.90073      5.396      3.633    0.00014 
        EthT           60     0.59838     21.831     6.646    0.00000 
        PolV          60   0.62041     20.634     6.524    0.00000 
      CORR         60     0.73217      14.558      5.773    0.00000 

The above table 5.4 presents one of the possible ways a violation of normality test 

assumption can be said to occur, having a p value of .05 or above. This has been 

considered a rejection by many researchers. Following new development in arriving 

at nonnormal data, series of literature works have been undertaken to address this gap, 
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for example, (Kowalski, 1973) found that sampling distribution does not fit in the 

normal theory form whenever a mixture of normals has marginals with a normal and 

have population correlation. The reported extreme cases does consist of such mixtures 

of P1 = 0.9 with a probability of 0.5 and P2 = -0.9 with a probability of .5. (Edgell & 

Noon, 1984).  

The emphasis on the normality assumption is considered relevant only when 

computing P values for significance testing especially in a very small sample sizes 

(Statistics Solution, 2013) such as the case at hand and is found to apply specifically 

to disturbances term and not to the independent variables as believed widely. Scholars 

recommend the use of transformation approach when seeking to correct nonnormal 

data particularly in such situations where the sample size does not exceed 20 (Bishara 

& Hittner, 2012) but however, some are of the view that transforming the data is not 

considered of importance because doing such amount to dishonesty (Dugard, Todman, 

& Staines, 2010) since retaining the variable on its original scale or in terms of value 

allows for the best and befitting interpretation of the quantities involved (Azzalini & 

Dalla Valle, 1996). 

The position of Hayes (2013) on this has been a word of caution on what constitute a 

serious violations of the normality assumptions, of whether it is enough to affect the 

inferences of statistical validity from regression analysis depends on the quantity of 

the sample being in most cases small. This conclusion draws its strength from the 

works of (Duncan & Layard, 1973; Edgell & Noon, 1984) on the small sample size 

effect and nonnormality violations. Considering the above case, it can be concluded 

that whether the correlations samples are big or small is viewed as immaterial because 
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almost all the normal theory test has been found to be affected by nonnormality 

(Duncan & Layard, 1973). 

Mordkoff (2011) maintained the use of P-value of 0.10 rule instead of between or 

under 0.5 because testing for normality the author considers is another way of 

belonging to majority group who do it yet knowing the methods are generously 

deficient in detecting deviations and as well some are upholding the view that 

violations of normality are guaranteed to occur in ordinary least square regressions 

used especially in analyzing variables outcome found to be discreet or bounded 

(Hayes, 2013). Following these antecedents, we derive strong support from the original 

work of (Shapiro & Wilk, 1965)  who emphasized that the objective of the test is to 

help provide a measure to assessing the possible normality of a whole sample thereby 

proving it to be a successful measure of normality despite small samples of (n<20).   

In this regard, the prob < W is the p-value considered for this test showing the results 

for p-values for all the variables ranges from 0.59 to 0.90 and that the underlying 

distribution under the Mordkoff (2011) rule is considered therefore normally 

distributed since all values are less than (p = 0.10) and greater than (p = 0.5).  This 

equally indicates that all values are within 10% and as well that the assumptions of 

normality are approximately met defining further the values are considered not out of 

range despite small sample size or non-transformation of data as very recent literature 

upholds (Bishara & Hittner, 2016).   
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5.5. Correlation Analysis 

The degree of correlations between the variables has been computed and is therefore 

presented in the following table. Correlation analysis is aimed to determine the direct 

point association among variables (Hair Jr, Black, Babin, & Anderson, 2014). The 

primary aim here is to help ascertain by way of analysis the extent of the influence of 

variables on one another (Sekaran, 2003). The table 5.5 below shows the correlation 

matrix for the overall variables being considered in this study.  
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 Table 5.5  
  
Correlation Analysis of Variables 
  

 FDI      KID InvtP NC                       RelT EthT PolV          
    
CORR PopNC 

    
PopNig 

        
PopNor  

FDI 1 
          

KID 0.246 1 
         

InvtP 0.8244 0.4733 1 
        

DNC -0.8734 -0.4156 -0.82 1 
       

RelT 0.4701 0.0585 0.2386 -0.6247 1 
      

EthT 0.6484 0.3089 0.6431 -0.8638 0.7857 1 
     

PolV 0.1148 0.8485 0.4159 -0.314 -0.0561 0.1838 1 
    

CORR 0.9104 0.4465 0.9065 -0.8836 0.542 0.7213 0.3286 1 
   

PopNC 0.7641 0.7372 0.8393 -0.8117 0.3014 0.5829 0.6893 0.846 1 
  

PopNig 0.7537 0.7405 0.8352 -0.805 0.2925 0.5776 0.6966 0.8385 0.9995 1 
 

PopNor 0.7499 0.7432 0.8393 -0.7965 0.2507 0.5593 0.7 0.8241 0.9981 0.9983 1 
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The result from the above correlation matrix shows that a weak correlation exists 

between FDI, KID, and PolV at the levels of (r = 0.25), and (r = 0.11) respectively, 

this may be a result of these indicators being component of crimes. But a moderate 

relationship is found between FDI and RelT (r = 0.47). A very strong positive 

correlation has been observed between InvtP and CORR each at the levels of (r = 0.82) 

and (r =0.91) with FDI, possibly signifying the extent in which each can influence FDI 

being serious institutional issues facing the country. Similarly a strong positive 

relationship is seen in FDI-EthT at (r = 0.64) being a factor in the determination of 

trust and business relationship. The variable DNC is found to relate highly 

significantly but negatively with FDI as a proxy for external conflicts at (r = -0.87), 

this is expected due to the influence of cross border conflicts in the region. In the same 

manner although positively all the proxies of Market Size at both the levels of country 

(PopNig = 0.75), region (PopNor = 0.75) and neighboring countries (PopNC = 0.76) 

shows strong correlation to FDI within the same margins of effect possibly due to the 

fact that they are measuring the same thing.   

5.6. Pre-Estimation Tests 

In furtherance of the aimed to check and conduct all the necessary test issues as listed 

in the preceding chapter, the following test results were obtained and thus presented 

as necessary precursor to carrying out full estimation. 
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5.6.1. Unit Root Test 

The unit root test was conducted using the Augmented Dickey Fuller (ADF) method 

in order to confirm the stationarity of the data. This study following the test for 

normality on the data therefore conducted an initial unit root test without a break 

although within a stationary situation, we then proceeded to undertake a first difference 

assessment of the data using a break point unit root test method of innovation outlier. 

This is because the ADF tests were criticized for not permitting an existing break 

leading to a bias that reduces the ability to reject a false unit root null hypothesis 

(Glynn, Perera, & Verma, 2007) leading to Perron (1989) proposing how to overcome 

this failing by using an exogenous structural break in ADF tests. 

Table 5.6  

ADF Unit Root Test 

  Level First 

 ADF ADF 
 Constant Trend Constant Trend 

 
       
Stat 

   P-
value    Stat    P-

value    Stat    P-
value      Stat   P-

value 
FDI -2.302 0.946 -4.634 0.038 -6.613 0.000 -4.634 0.038 
KID -5.074 0.000 -4.647 0.036 -6.847 0.000 -5.199 0.000 
INVP -7.511 0.000 -3.831 0.243 -3.170 0.584 -3.831 0.243 
DNC -3.982 0.162 -5.390 0.000 -9.952 0.000 -5.390 0.000 
RelT -6.643 0.000 -4.817 0.021 -3.071 0.645 15.156 0.000 
EthT -6.863 0.000 -5.945 0.000 -5.460 0.000 -45.696 0.000 
PolV -5.068 0.000 -3.402 0.464 -2.829 0.774 -7.310 0.000 
CORR -20.609 0.000 -3.885 0.219 -2.921 0.729 -3.885 0.219 

The result above in table 5.6 showed a rather comfortable situation as the presence of 

a unit root is observed to be absent for Kid, InvtP, RelT, EthT, Corr and PolV correct 

at constant where FDI and DNC are at trend showing that all the results indicated the 

P-values of almost all the variables in both constant and the trend to be below 1.0 in 
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absolute value (Dickey & Fuller, 1979; Said & Dickey, 1984). Although literature 

shows the use of a non-stationary data can proceed and considered it unnecessary to 

transform the data (Azzalini & Dalla Valle, 1996) if it appear integrated, the statistics 

of interest may be found to contain the distributions that are not affected by the non-

stationarity thereby permitting the hypotheses to be tested without the usual data 

transformation (Sims, Stock, & Watson, 1990).  

5.6.2. Multicollinearity Test (VIF) 

Subsequently a multicollinearity (otherwise referred to as Variance Inflation Factor) 

test was followed so that the variables that seek to cover information or are collinear 

can be identified and dealt with. Already InvtP was found to exhibit this features and 

was addressed appropriately by dropping it as recommended by Kennedy (2008). 

However, to confirm on the entire data the possible effect of multicollinearity, 

centering was conducted at the next stage. Centering is a method used to generate close 

substitute variable through squaring the mean difference of the predictor (Disatnik & 

Sivan, 2014; Kreft, de Leeuw, & Aiken, 1995; Smith & Sasaki, 1979) in order to obtain 

a value that is free of or with less multicollinearity. Following this, the VIF test was 

carried out and the following table 5.7 is featured to reflect the result.   

 

 

 

 

 



184 

 

Table 5.7 

VIF Test 

    Variable         VIF       1/VIF   
         DNC        9.41     0.106294 
        EthT          6.92     0.144515 
        CORR       5.02     0.199043 
          KID       4.10     0.243619 
        PolV       3.78     0.264629 
        RelT      3.03      0.329680 
    Mean VIF      5.38 

The highest VIF factor from the log is found in DNC (9.41) which is below the VIF 

level of 10 suggesting a possible negative effect of multicollinearity (Kennedy, 2008) 

and on this the study ruled out any concerns of multicollinearity. 

5.6.3. Heteroskedasticity 

The heteroskedasticity test is usually undertaken to ascertain the variance of the 

disturbance associated with one of the sample observations from each diagonal terms 

when found not all to be alike (Kennedy, 2008) and the Breusch-Pagan method has 

been employed in order to maintain the squared residuals as estimates of each variance 

observations errors. The test of heteroskedasticity has been conducted which take care 

of the homoskedasticity so that the errors in the estimation are found to be 

heteroskedastic. 

 Breusch-Pagan / Cook-Weisberg test for heteroskedasticity  

  Ho: Constant variance        Variables: fitted values of lfdi 

   chi2 (1)      =     0.00    Prob > chi2 =   0.9609 
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The above result showed that there is absence of homoscedasticity among the 

variables. 

5.6.4. Serial Autocorrelation Test 

Following observed existence of autocorrelation from the test showed that the 

autocorrelation level in the overall association is 0.0000 suggesting that the test for the 

correction become necessary. The best way to correct this anomaly is by conducting a 

serial autocorrelation test which was undertaken before any further analysis can take 

place. 

Table 5.8  

Breusch-Godfrey LM Test for Autocorrelation 
 

    lags(p)           chi2               df                 Prob > chi2 

 

       1              39.129               1                   0.0000 

After correcting for the serial correlation, the results for the Durbin-Watson statistic at 

both original and transformed values are 0.206954 and 0.845346 respectively. This 

shows that the further away the d statistic is from 2.0 the less confident one can be 

suggesting no autocorrelation in the disturbances. 

5.7 Analysis and Results 

The preliminary tests results have been obtained and presented as shown above, 

therefore this study seek to analyse the results obtained in a descriptive manner. The 
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first consideration is to emphasise the manner of the presentation through the models 

specified in Chapter Three in order to help address the set objectives.  

The pre estimation situation above has been confronted with the challenges of dealing 

with nonnormal data as previous scholars hold. Earlier, this study set forth a foundation 

literature dealing with the noncompliance of normality assumptions (Kowalski, 1973) 

particularly with the case of small sample study such as the one at hand. This study 

further draws its support from the main literature dealing with the subject (Shapiro & 

Wilk, 1965) which envisaged this kind of situation recommending progressing with 

the estimation despite the small sample below 20. This study further found the use of 

small sample as the key influence in leading to obtaining nonnormal disturbances 

(Bishara & Hittner, 2012) which as usual with confirmation of statistical regression 

analysis has been found to depend on the number of the sample in place as being small 

or large (Hayes, 2013). 

The decision rule for normality assumptions used in this study follow the pattern of 

(Mordkoff, 2011) enabling this study further the atmosphere to proceed to maintain 

the acceptance rule of between 10% and below, using small sample size and choosing 

to transform (Bishara & Hittner, 2016) at the time or later as adequately done in the 

case at hand. The stage appropriate for transforming the data was considered which 

however provided the positions and outcomes leading to this stage.     

5.7.1 Model 1 

The model as captured in chapter 3 was intended to examine the relationship between 

FDI and political risk and all its selected indices so that the first stage of inquiry in this 
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study for ascertaining the degree of relationship between the IV and the DV is 

determine. The following table 5.9 contained the regression results of the said model. 

The Model was conceived to addressing the rising disagreement among scholars on 

the nature of relationships between political risk and FDI within the context of study 

area. This model estimated the scope of objective 1 and proceeded to answer the 

question as to the extent political risk affect FDI inflow to Northern Nigeria. This 

however is accorded importance being the critical element in the research which can 

convincingly establish the basis for testing the strength of the moderator in the 

relationship.  

Table 5.9  

Results of Model 1 (FDI is the Dependent Variable) 

 (1) (2) (3) 
 Model 1 Serial correction Robust 
    
KID           (+) 0.000183* -1.53e-05 0.000183 
 (0.000109) (7.95e-05) (0.000118) 
DNC          (-) -0.631*** -0.512*** -0.631*** 
 (0.118) (0.114) (0.117) 
RelT           (+) 0.260*** -0.153 0.260*** 
 (0.0841) (0.152) (0.0873) 
EthT           (-) -1.093*** -0.452** -1.093*** 
 (0.212) (0.179) (0.149) 
PolV           (+) -0.00262*** -0.00216*** -0.00262*** 
 (0.000714) (0.000556) (0.000571) 
CORR         (+) 2.043*** 1.734*** 2.043*** 
 (0.195) (0.252) (0.250) 
Constant 13.51*** 12.39*** 13.51*** 
 (1.601) (1.483) (1.555) 
    
Observations 57 56 57 
R-squared 0.951 0.727 0.951 

 Standard errors in parentheses  
*** p<0.01, ** p<0.05, * p<0.1 
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5.7.1.1 KID Kidnapping 

The above results from Table 5.9 showed that KID (0.00018) has positive and 

significant effect on FDI at 10% level indicating its ability to influence FDI outcome 

within a corresponding 0.018% (at least 10% effect) increase whenever at least one 

person is abducted or kidnapped. In other words, one unit increase in kidnapping 

would lead to an increase of FDI by 0.018%. This means the effect of kidnapping at 

the fraction shown is not enough to affect FDI inflow being a component of political 

risk but because of the possible high effect of multicollinearity. 

The result above is a representation of the kidnapping phenomena covering Nigeria 

and is consistent with the work of (Barros, 2003; Pshisva & Suarez, 2006) who found 

that kidnapping does not affect investment flow. Barros (2003) found kidnappings to 

have a controllable and limited influence over economic activities while Pshisva and 

Suarez (2006) explained that kidnappings that target companies directly and or 

specifically has negatively near negligible impact on firm-level investment but wider 

crimes comprising homicides and kidnappings do not have any significant effect on 

investment inflow.  

The study distinguishes between the effects each type of kidnappings have on 

investment, first is the company related kidnapping which has been related with a 

reduction in investment; second is kidnappings not related to company has been found 

to have insignificant effect on investment and the third one is when kidnapping 

involved government personnel is seen to have no relationship with investment. The 

implication for Nigeria is that large kidnappings cases are common in oil and gas 
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industry but due to the attractive returns to investors not much effect is seen in terms 

of reduction or withdrawal of investment; however the other forms of kidnapping are 

mainly criminal in nature and categorised as kidnapping for ransom involving common 

citizens. It is however apt to accept H3 hypothesis although the effect is not close 

enough to discourage FDI inflow. 

5.7.1.2 RelT Religious Tension 

Religion and its associated tensions from this result (0.26) showed that its effect is 

positive and significant at 1% level in influencing inflow of foreign investment 

although in smaller fraction than expected, this is consistent with the previous findings 

(see Dolansky & Alon, 2008; Hergueux, 2011). These findings shows that greater 

religious diversity help attracts FDI in a smaller impact when compares to the size of 

an economy as posited by Dolansky and Alon (2008) thereby lending further support 

to McCleary and Barro (2003) by extending the positive effect of religion beyond 

economic growth but to FDI as well.  

The findings of Hergueux (2011) re-affirmed the position of (Helble, 2007) and further 

strengthen the present study’s outcome being Northern Nigeria a multi-religious 

society by concluding that popular religious beliefs are seen to support FDI but 

investors are attracted greatly to the existence of different religions in a host country. 

The study further emphasised the strength in the official institutions and suggests that 

similar religious beliefs can replace for authorized institutions in developing 

confidence thereby improving FDI potentials especially in developing nations like 

Nigeria. The diversity in question is sure to generate friction but not in a way to 
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discourage trade and investment among different adherents as the case at hand. The 

findings here support our assumption on H6 that religion and its associated tensions 

have significant effect on FDI inflow as the findings reveal.     

5.7.1.3 DNC Dispute with Neighboring Countries  

Also, DNC has significant and negative effect on FDI at (-0.63) showing that disputes 

surrounding national borders with other nations can impact on FDI inflows by a 1% 

decrease which finding is consistent with previous studies (Busse & Hefeker, 2005). 

Further support to this findings are found in the work of (Li, Liu, & Jiang, 2015) who 

found that political environment has negative influence on Chinese outward FDI to 

emerging economies which include external conflict being the proxy in the case at 

hand. By extension, this finding shows that higher degree of cross border conflicts 

discourages FDI inflow to Northern Nigeria by at least a percentage. Although the 

findings here inclined strong negative effect, contrasting outcome however showed 

that FDI investors are not concern with external conflicts involving other countries or 

across international borders as (Kolstad & Tondel, 2002) findings reveal, where an 

insignificant effect whether at individual or combined effects was seen in the 

relationship between FDI and social development in developing nations. This finding 

therefore is significant in explaining the prospects of FDI to Northern Nigeria despite 

presence of border conflicts as the above study reveals being at 1% despite strong 

negative effect. This study therefore concludes that Disputes with Neighboring 

Countries proxied by external conflict is found to significantly and negatively affect 

FDI inflow giving support to our H5. 
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5.7.1.4 EthT Ethnic Tension 

There is significant and negative effect found in the relationship between FDI and EthT 

(-1.09) signifying ethnicity in Nigeria has the potency of reducing FDI by a percentile 

which findings corroborates that of Collier and Gunning (1999) and as well lend 

support to the work of Busse and Hefeker (2005). The findings here further lend 

support to the work of (Kolstad & Tondel, 2002) at the same level of effect confirming 

the security generating relationship with ethnic tensions which investors are worried 

about and therefore usually decide before undertaking any form of investment activity. 

Our result further supported the findings of (Goswami & Haider, 2014) who found that 

cultural conflict being a group description consisting of ethnic and religious tensions 

and internal and external conflicts significantly affect FDI inflow. We also find support 

from the findings of (Baek & Qian, 2011) who studied FDI in developing and 

industrialised countries at the same effect of significant negative impact and concludes 

that ethnic tensions does not affect FDI flow to developing countries significantly. This 

study further upheld the view that EthT has significant effect on FDI inflow leading to 

our acceptance of H7. 

5.7.1.5 PolV Political Violence 

This result also showed that PolV has negative and insignificant effect at 1% level on 

FDI (-0.003) indicating that not all form of political violence affect the size of FDI 

inflow (see Li, 2006; Edward, 1990). In similar study, the effect of foreign investment 

on political violence and protest have been studied by Rothgeb (1991) with special 

focus to less developing societies, the results showed that poor communities and harsh 
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poverty levels in such communities does not allow for negative reaction to foreign 

investment or presence. This implies that the rural nature, poverty stricken and poor 

communities of Northern Nigeria does not have the tendency to defend their 

communities by some forms of protests or violence rather would be seen to mobilise 

to reap the economic benefits of such foreign projects in their communities as this 

study shows. H8 in this case is rejected for the findings prove contrary to our 

expectation. However the findings are consistent with empirical results of the past. 

5.7.1.6 CORR Corruption 

Additionally, the result for CORR (2.043) has been found to positively and 

significantly affect FDI signifying an almost no effect of corruption on investment 

flow at 1% corresponding increase which finding is supported by Everhart (2010) and 

Habib and Zurawicki (2002). Another essential point by the work of Habib and 

Zurawicki (2002) is the consideration of corruption being a strong hindrance for 

investment indicating the general dislike by multinational companies towards 

corruption because of the complexities in managing it, considering its wielding risk 

and cost generating effects. Research findings by Mathur and Singh (2007) also point 

to the countries perceived as more corrupt receives less FDI compared to those 

perceived as less corrupt signifying the influence of MNEs in directing away FDI to 

countries perceived as less corrupt. The findings of (Wei, 2000) buttress our support 

in this present study which showed that increasing the levels of corruption within host 

country governments would definitely decrease FDI inflow to that country. For the 

case with CORR the H9 is sustained confirming the assumption on its effect on FDI 

inflow.  
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The relevant cases presented above shows the dominating but balanced effect of 

political risk on FDI inflow to northern Nigeria confirming the position of literature 

(see Busse & Hefecker, 2005). The findings here in the overall show that there is a 

positive and insignificant association between political risk of Northern region and the 

inflow of FDI thereby contradicting the work of (Okpara et al., 2012) who found that 

political risk has negative and insignificant influence on FDI to Nigeria generally. 

These findings therefore addresses one of the basic task which the study has set to 

cover concerning the nature and effect of political risk on FDI inflow to Northern 

Nigeria.  The findings here reveal that H1 cannot stand even though a positive 

relationship exists, it is insignificant as postulated. Further to this with respect to the 

outcome above that political risk has significant effect on FDI inflow to which the 

findings reveal that the aggregate effect is insignificant to affect inflow of FDI 

denoting that the said hypothesis should also be rejected. These findings also explain 

the relevance of political risk as not one peculiar to developing nations alone as 

previous studies shown (Cosset & Suret, 1995) and further suggested that it is 

erroneous to put together the entire developing markets in one basket due to their 

degree of political risk exposure. Northern Nigeria in this context should not be lumped 

within the wider Nigeria’s political risk environment. 

5.7.2 Model 2 

This model provides the direction in which a test was conducted to determine the 

overall statistical effects of the main hypothesis in its relationship with the dependent 

variable before accounting for the moderating effect. The moderator variable (Market 

Size) has been interacted within the relationship being examined so that its attendant 
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effect or otherwise in the relationship could be known. The specified model was 

regressed to provide the possible explanation on the possible role and influence of 

market in the FDI-political risk relationship as the study area can explain. This was 

done in accordance with the work of Abdullah, Ku Ismail and Nachum (2015) that 

tested the moderating effects of some variables on women participation and firm 

performance in emerging markets. The following table contained the results of the said 

interaction with other risk indices and market size of northern region and the 

neighboring countries.  

Table 5.10  

Results of Model 2 (FDI is the Dependent Variable) 

 (1) (2) (3) 
 Model 2 Pop North Pop NC 
    
KID 4.0000021 -5.000000054 -5.00000004 
 (0.000115) (0.000101) (0.000113) 
RelT 0.663*** -0.164* 0.739*** 
 (0.132) (0.0926) (0.130) 
EthT -0.356** 0.253 -0.419** 
 (0.173) (0.169) (0.168) 
PolV -0.00281*** -0.00161** -0.00284*** 
 (0.000753) (0.000645) (0.000712) 
CORR 2.966*** 3.096*** 3.060*** 
 (0.178) (0.156) (0.175) 
lcdnc2 0.128***  0.134*** 
 (0.0243)  (0.0228) 
lcpopnc2   0.0840*** 
   (0.0230) 
lcpopnor2  -0.0420**  
  (0.0179)  
    
lcpopnig2 0.0637***   
 (0.0223)   
cinvp2  0.282***  
  (0.0391)  
Constant 2.355*** 5.198*** 1.756** 
 (0.877) (0.637) (0.855) 
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Observations 57 57 57 
R-squared 0.951 0.963 0.955 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 

Since skewed data has been observed in the previous section accounting for the near 

violation of normality test assumptions coupled with small sample size effect for all 

the indices of political risk, to correct this anomaly the proxy for market size 

(population) has been log to reduce for the effect of large numbers arising from the 

population figures of the areas being considered. The key aspect of this model as the 

results show is also found in the assessment of the relationship between FDI and 

political risk as the interactions explain. Since the model’s aim is to assess the 

interactive effect of market size in the DV-IV relationship, it would not be out of place 

to explain the differences arising from the relationship following the interaction.  

The impact of political risk on FDI at this stage explains the role of location factor 

such as market size. The interesting issue as the findings in the estimation of Model 2 

reveals are the level of effects with respect to political risk and its association with FDI 

changing drastically in contrast to the effects recorded in Model 1. The institutional 

variables of RelT, CORR and DNC are positive and significant at 1% levels except 

EthT which appear negative and significant at 5% level. Similarly location variables 

inclined to social factors as the KID and PolV are insignificant and negative at 1% 

respectively. Previous studies accounting for this type of variation in the impact of 

institutional variables is evident in the work of (van Wyk & Lal, 2008) who conclude 

that political risk had a positive correlation to FDI in a statistically insignificant 

manner. This outcome has been linked to be the result of low significance of political 
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risk on FDI as attributable to the fact that high risk environment usually is compensated 

from the large return on investment arising from market potentials as the present study 

indicate.  

This study therefore assesses the level of relationship and impact of political risk and 

FDI at every stage of the estimation being a crucial element in this study. The 

assumptions in the H1 seeking to confirm the existence of a relationship and the 

corresponding effect between political risk and FDI is sustained as expected. However 

the level of relationship as observed is positive while the effect is insignificant lending 

further support to previous studies (Vadlamannati, 2012) where certain motivating 

reasons including higher investment return account for low level political risk in host 

country location. The effects of large return on investment are usually the result of 

potential market size and growth of a host location as similar findings in relation to 

China market attraction shows (Zhang, 2001).   

On the individual variables cases and their effect from the market interaction, it is 

found that KID is found to exhibit a negative sign when interacted with the northern 

market at (- 0.000000054) and also (-0.00000004) at the neighboring countries market 

effect. Although past studies explained the negative effect of kidnapping in reducing 

foreign investment to Nigeria (Nwogwugwu et al., 2012) this result signifies that one 

form of abduction will create a corresponding increase in FDI due greatly to the market 

potentials from the two areas. The findings here corroborates the positions of earlier 

studies confirming that wide ranging criminal activities including kidnappings does 

not affect foreign capital flow in an aggregate context (see Adegoke, 2014; Pshisva & 

Suarez, 2004) such as joint country grouping and their markets. 
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The market effect estimation also shows its inability to mitigate the negative impact of 

RelT (-0.164) for the North at 10% indicating its greater influence and (0.739) for the 

extended market beyond the national borders also at 1% indicating positive 

relationship as well in reducing this effect by that amount. This result lend support to 

the findings of (Kedir et al., 2012) who found that increased religious tension can lead 

to lower FDI inflows and the positive coefficient indicates that increase in FDI as the 

risk of religious tensions declines owing to large market size especially at regional 

country groupings and their market levels. Similar findings showed that religious 

similarity is found to correlate with FDI flows in a bilateral investment or some form 

of regional agreement (see Uno & Sakuma, 2014). 

The positive sign for EthT at (0.253) for the north with a positive insignificant sign 

and a negative coefficient (-0.419) for the neighboring countries at 5% are considered 

favorable signifying a market opportunity that is lucrative enough to counter the risk 

associated factors (see Pradhan, 2000). In addition, Huang et al., (2013) found that 

ethnicity has a substantial effect on the volume of cross-border transaction and that it 

does not have a substantial positive effect on the performance of cross-border activities 

thereby confirming our findings. Similarly, results on the influence of PolV has been 

negative in both interactions for Northern market (-0.002) and neighboring countries 

(-0.003) at 5% and 1% effect showing that the market influence is capable of mitigating 

its effect thereby increasing foreign capital flow between and on the same level of 2-

3%. This is consistent with earlier findings showing high market potentials can make 

investors to overlook the effect of political violence which was considered not enough 

to affect investment flow (see Edward, 1990; Lee, Biglaiser, & Staats, 2014).   
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Interestingly, the effect of corruption on investment has been pinpointed earlier, but 

the influence of market size according to this result showed that positive and 

significant effects are found in both the two interactions at (3.096) and (3.060) for Nor 

and NC respectively denoting that market size can significantly reduce the effect of 

corruption on investment by at least 1% confirming earlier findings that market 

seeking investment are compensated by the large market effects under corrupt 

environment (see Brouthers et al., 2008). The effect is seen at 1% level denoting a 

reduction in corruption at that level can trigger capital inflow by 9.6% and 6% 

respectively (see Frekleton, et al., 2012). The findings reported by previous studies 

(see Mathur & Singh, 2007) confirmed our results that neighboring countries with less 

corruption perception are potential FDI targets. 

On the other hand, DNC has been log to interact well enough with the market size 

effect of the neighboring countries revealing a rather insignificant positive effect 

(0.134) at 1% indicating that regional market opportunities are an important factor for 

FDI inflow (see Villaverde & Maza, 2015) further revealing large border market effect 

can help attract FDI to the border regions (Cieślik, 2005) see also (Kedir et al., 2012) 

and in the overall that external conflict which served as a proxy here does not affect 

FDI inflow (see Kolstad & Tondel, 2002). The variable InvtP introduced here for the 

Nor market and its environment has been estimated to reveal a positive coefficient of 

(0.282) at 1% level of significance indicating its role in promoting foreign investment 

inflow to northern region. This is consistent with the work of (Chalton & Davis, 2007) 

who found that investment promotion is associated with an increase in FDI which 

together uplift the profile of the investment environment. The hypothesis for this 
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variable is accepted (H10c) pointing to the increasing role of market in supporting the 

investment profile of the region.   

One other interesting finding recorded from the interactions above is the strength of 

market size and its attractive nature to FDI. PopNig being proxy for market size in 

assessing the character of Nigerian market is positive and significant (0.0637) at 1% 

level of significance. This result indicates the primary role of market size in the 

determination of FDI to Nigeria supporting previous literature positions (Ayanwale, 

2007; Iyoha, 2001; Obadan, 1982; Wafure & Abu, 2010) thereby contradicting the 

lone position of (Dinda, 2008).  In the overall, market size of Northern Nigeria with a 

negative sign (-0.042) is not a good influential location factor although at 5% 

interaction effect.  

Further to this is the positive effect of regional market that extend beyond the national 

borders at (0.084) of 1% level showing that border regions are good FDI attraction 

location in the context of proximity to a larger market (Nachum et al., 2008). The 

aggregate influence of geographic location and market size has also been accorded 

pivotal place in recent literature (Julio, Pinheiro-Alves, & Tavares, 2013) being 

primary determinants of FDI. The position expressed above shows that the 

assumptions with respect to the role and strength of market size can be gauged 

separately. The strength and attractiveness of market is confirmed positive and 

significant only for Nigeria and NC markets showing that regional and extended border 

market is attractive to FDI while the lone position of northern Nigeria market is found 

negative although significant at 5%. The findings here in this model have cleared the 
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way for the basis to interact the moderator in a hierarchical manner with all the indices 

of the independent variable.  

5.7.3. Model 3 

Below is the result of the disaggregated model intended mainly to test the strength of 

the moderator (market size) against the individual risk indicators at all the levels of the 

market structure of North, Neighboring Countries and Nigeria at large. Table 5.11 has 

the results of the estimation for Model 3. 

Table 5.11  

Results of Model 3 (FDI is the Dependent Variable) 

 Pop NC & 
North 

Pop Nig 

   
KID 0.00858* 0.00806* 
 (0.00495) (0.00457) 
RelT -4.551 -5.730** 
 (3.114) (2.716) 
EthT 1.332 17.42** 
 (17.12) (7.048) 
PolV 0.232*** 0.264*** 
 (0.0659) (0.0480) 
CORR -21.22* -14.88** 
 (11.57) (7.216) 
Lcdnc2 0.797** 0.759** 
 (0.329) (0.313) 
Lcpopnc2 -0.0451  
 (0.0306)  
Lcpopnor2 -1.235  
 (1.306)  
Mnkid -0.000269* -0.000252* 
 (0.000153) (0.000141) 
Mnrelt 0.143 0.186** 
 (0.0996) (0.0835) 
Mnetht -0.0550 -0.557** 
 (0.533) (0.216) 
Mnpolv -0.00698*** -0.00793*** 
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 (0.00197) (0.00143) 
Mncorr 0.727* 0.530** 
 (0.364) (0.227) 
mnlcdnc2 -0.0251** -0.0235** 
 (0.0107) (0.0100) 
lcpopnig2  -0.0534* 
  (0.0298) 
   
   
Constant             47.21 7.637*** 
 (42.11) (1.063) 
   
Observations 57 57 
R-squared 0.991 0.991 

Standard errors in parentheses  
*** p<0.01, ** p<0.05, * p<0.1 

This model has been regressed to help in the examination of the combined influence 

of market sizes at both regional, extended border markets and the overall Nigerian 

market with all its hierarchical features. The need to report the relationship position of 

political risk and FDI at this stage is also important. Following the market interaction, 

a new interactive effect between the two variables can be accounted here. The political 

risk indicators are showing different responses from the estimation. Since the main 

aim is to account for Northern Nigeria’s political risk environment in its response 

towards FDI attraction, together with the extended neighboring markets it is not out of 

place to report the political risk and market effect and the disaggregated market effect 

separately. 

5.7.3.1 Political Risk and Market Estimation 

Market sizes of the North and the combined sizes of neighboring countries markets are 

taken together and the Nigerian market size is left to stand alone in this estimation. 

The effect of KID is still seen to impact positively and significantly in the levels of 
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10% both for the combined markets and that of Nigeria. The effect of RelT here is 

strongly negative for the Nor and NC markets at (-4.551) and (-5.730) levels of 5% 

significance for the overall Nigeria market. The diverse religious levels in both the two 

locations are important factor of influence leading to the negative values. 

The observed effect of EthT at the level of North and NC is relatively weak but positive 

(1.332) however it is found to be moderately positive (17.42) at 5% level for the 

Nigerian market. PolV is positive at 1% in the same level of effect at both the North 

and NC and Nigeria. Similarly, CORR is negative and significant although at different 

levels of effect of 10% (-21.22) for the North and NC, and 5% (-14.88) for the Nigerian 

market. This variable continues to trail its influence on FDI inflow despite investment 

potentials at low risk levels. Important finding of similar outcome at both locations is 

the DNC, which is found to be positive and significant at 5% levels of (0.797) and 

(0.759) for the North and NC as well as Nigeria respectively. 

The summary position regarding these above findings in relation to how political risk 

relate with FDI inflows show that the inflow of FDI is not sensitive to market 

development, its reaction to different risks categories especially the common type such 

as expropriation is less and it is insensitive to host country institutional factors as 

literature documented (Daude & Fratzscher, 2008). This outcome therefore favors our 

location because of the similarity in market development among the countries 

(Bedassa & Ryan, 2004) being assessed who show increasing potentials to FDI inflow 

being strong indication of domestic market effect (Hanson & Xiang, 2004) over the 

region as a whole. Our earlier assumption of H10 on the significant moderating role 

of market size in the influence of political risk on FDI inflow can therefore hold. This 
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is because location benefits explain the interesting characteristics of market with 

respect to the opportunities involve such as share of market, risk and competing firms 

or goods (De Villa et al., 2015).    

5.7.3.2 Disaggregated Market Estimation Result 

The market effects on the assessed indices of political risk at disaggregated levels 

revealed fascinating results; each has been estimated using market strengths indicating 

that their new variable name of market-political risk interaction is Mnkid, Mnetht, 

Mnrelt, Mnpolv, Mncorr and the Mnlcdnc2 has been log further to this stage against 

the dependent variable FDI.  

5.7.3.2.1 Kidnapping and Market 

The result showed that Mnkid at the combined market strength of north and the 

neighboring countries is negative and insignificant both at (-0.0003) and that of the 

country is at (-0.0003) showing the same level of effect at 10%. Market effects failed 

to influence kidnapping although at the very low impact level against FDI leading to 

the rejection of our assumption of H10b that market size has significant moderating 

influence on the effect of KID on FDI inflow.   

5.7.3.2.2 Religious Tension and Market 

Mnrelt revealed a significant positive effect at both two markets being interacted at 

(0.143) and that of Nigeria at (0.186) indicating as well 5% effect against FDI inflow 

signifying that market at both levels can moderate the influence of religion on FDI 
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inflow even though at very weak impacts against the two markets further supporting 

our assumption for H10e.  

5.7.3.2.3 Ethnic Tension and Market 

The variable Mnetht is found to be at the negative side in both the two interactions at 

(-0.055) and for the country at (-0.567) being at the weak and moderate level of 5% 

leading to the rejection of H10f which is not expected because it goes along the line 

of past literatures. This being component of institutional factors may have been 

triggered by the potentials of market development or maturity and their corresponding 

responses to trade at both country and bilateral trade pattern (Bedassa & Ryan, 2004). 

5.7.3.2.4 Political Violence and Market 

Mnpolv is also negative and insignificant in its effect to FDI inflow at almost the same 

level of (-0.0069) and (-0.007) signifying a 1% level increase of inflow. The 

assumption for H10g is therefore rejected which is contrary to expectation thereby 

contradicting the theory and empirical findings earlier referred on the role of market 

serving as compensatory mechanism in the events of unwanted exposures such as 

political violence.  

5.7.3.2.5 Corruption and Market 

However Mncorr continued with its significant effects from both interactions at 

(0.727) and (0.530) signifying between 5-10% effects on FDI inflow to the region but 

as usual market influence is expected to override these effects. Although CORR is seen 
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as a basic ingredient in decision making for investment, FDI is found to favor corrupt 

nations contrary to past literature position (Kolstad & Tondel, 2002). The influence of 

large market is significant enough to counter the effect of corruption thereby lending 

support to our hypothesis H10h.   

5.7.3.2.6 DNC and Market 

The variable Mnlcdnc2 also revealed insignificant negative effect at both (-0.025) and 

(-0.023) all at 5% corresponding effect on FDI inflow signifying large market effect 

despite presence of external conflicts nearly at the same level of coefficient in the two 

markets. Earlier we reported the low level concern accorded external conflict by 

investors (see Kolstad & Tondel, 2002) giving support to the hypothesis (H10d) that 

huge market potentials are major incentives to MNEs which is seen to promote foreign 

capital inflow despite disputes around borders.  

These above findings are consistent with the work of (Cieślik, 2005) who studied the 

significance of border effects in locating foreign firms in Poland and found that regions 

with shared borders who are non-accessing EU nations were less attractive to foreign 

investors than other regions that are considered open as the case at hand. The study 

confirmed the strength of regional market and or agreement even though at very weak 

level of having the power to expand international investments within a country like the 

case at hand. The market size strength of Nigerian market as assessed above indicate 

a promising market presence with negative and weak coefficient providing a favorable 

risk hedging prospects against all the political risk indicators interacted. Previous 

studies favored that the home market effect and country sizes are major factors 
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considered in determining which industry goes to which country or market (Hanson & 

Xiang, 2004).  

5.7.3.2.7 Market Attractiveness Estimation 

The additional estimation with regards to future market growth and prospects have 

been accounted at the three levels of North, Neighboring countries and Nigerian 

markets respectively which were found to exhibit negative and insignificant effect at 

(-1.235) and (-0.045) respectively except for the Nigerian market which showed a 10% 

significance level although at negative effect (-0.053). This negative outcome may 

have resulted due to the overbearing effect of the market size variable against all the 

variables of political risk. The role of the moderator is found most effective here when 

viewed in the context of its power to mitigate further the influence of risk on FDI 

inflow to a minimal stage or level.  

5.7.4 Model 4 

Part of the primary objective of this study is to assess the impact of Boko Haram 

activities on the inflow of FDI to Northern Nigeria especially that its ugly campaign 

featured along the time covered by the study period. This model is significant in the 

sense that the last five years covered in this study are fully confronted with having to 

deal with negative consequences of the BH operations that particularly yield a wide 

level conflict including across national borders on the North. The intention is to find 

out the effect of such conflict on the larger North and the attendant consequences it 

breeds in reducing FDI to the region.  The results below in Table 5.12 represent the 
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model 4 interactions of the activities of the dreaded Islamic group, Boko Haram (BH) 

and the influence of market size in reducing these negative effects where possible. 

Table 5.12  

Results of Model 4 (Boko Haram) 

           (1) (2)          (3) (4) 
    BH Activities BH with NC       BH Nor BH Nig 
     
Etht 28.46*** 28.72*** 28.62*** 28.56*** 
 (5.983) (5.947) (5.991) (6.021) 
Corr -35.70*** -36.10*** -35.96*** -35.87*** 
 (7.876) (7.830) (7.888) (7.927) 
lcdnc2 1.429*** 1.296*** 1.327*** 1.357*** 
 (0.354) (0.367) (0.370) (0.371) 
lcpopnig2 -0.0646 -0.0707* -0.0696* -0.0685* 
 (0.0397) (0.0397) (0.0401) (0.0404) 
Mnkid -4.85e-06* -4.12e-06 -4.26e-06* -4.41e-06* 
 (2.41e-06) (2.46e-06) (2.49e-06) (2.51e-06) 
mnrelt 0.00702 0.00612 0.00634 0.00653 
 (0.00421) (0.00425) (0.00428) (0.00430) 
mnetht -0.894*** -0.901*** -0.898*** -0.896*** 
 (0.182) (0.181) (0.182) (0.183) 
mnpolv -6.61e-05*** -8.60e-05*** -8.02e-05*** -7.53e-05*** 
 (1.55e-05) (2.20e-05) (2.15e-05) (2.06e-05) 
mncorr 1.193*** 1.201*** 1.197*** 1.195*** 
 (0.246) (0.244) (0.246) (0.247) 
mnlcdnc2 -0.0439*** -0.0399*** -0.0408*** -0.0417*** 
 (0.0114) (0.0117) (0.0118) (0.0119) 
dbh2 0.222*** -1.735 -1.284 -0.706 
 (0.0745) (1.547) (1.576) (1.361) 
mncdbh2  0.0654   
  (0.0517)   
mnordbh2   0.0493  
   (0.0515)  
mnigdbh2    0.0296 
    (0.0432) 
Constant 7.312*** 7.665*** 7.594*** 7.526*** 
 (1.402) (1.421) (1.434) (1.445) 
     
Observations 57 57 57 57 
R-squared 0.982 0.983 0.983 0.982 

Standard errors in parentheses, *** p<0.01, ** p<0.05, * p<0.1 
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In this case, the estimation of the variables was done taking account of those indices 

that form part of or are component of dummy control variable such as the case at hand. 

The interaction was done without the three (3) core risk indices of RelT, KID and PolV 

because they are considered part of the major features of BH and their activities (Idowu 

& Awe, 2014; Okoli & Agada, 2014), including them may trigger wild 

multicollinearity since they are seen to measure the same effect being the group’s most 

active sub-component parts. 

5.7.4.1 Ethnic Tension and Boko Haram 

The three (3) institutional variables of EthT, CORR and DNC being major political 

risk indicators were effective at 1% level in all the cases. The political risk impact of 

the BH interacting effect against the variable EthT was found to be positive but 

moderate at (28.46) signifying that ethnicity is found to play an important role in the 

activities of a terrorist group such as the BH group, this has been supported by previous 

literature (Schwartz, Dunkel, & Waterman, 2009) but not large enough to influence 

investment inflow. 

5.7.4.2 Corruption and Boko Haram 

CORR is found to be negative and significant against the BH activities at (-35.70) 

although within a percentile interactive effect indicating that corruption is strong 

enough to influence their activities thereby negatively affecting investment inflow. 

This finding lend support to the work of (Zumve, Ingyoroko, & Akuva, 2013) who 

found among other things that corruption has provided the basis for a tendency by 

youths to engage in violent crimes. Additionally, further support is found in the work 
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of (Teets & Chenoweth, 2009) who studied the link between corruption and terrorism 

in Columbia, aimed principally to find if and to what extent corruption encourages 

terrorism. The study identified that poor governance, frustration and the inability of 

government to gain public confidence are among the reasons why terrorists are 

motivated to come together and strike. However, corruption as argued by these 

authors, encourages opportunities, provide criminal infrastructure and the ability to 

facilitate terror and terrorist activity in an indirect way concluding that the two coexists 

and facilitated terrorism. 

5.7.4.3 Dispute with Neighboring Countries and Boko Haram 

The log DNC2 is also found to be positive and moderately impacting on BH (1.429) 

because their activities also extend beyond the borders in to the neighboring countries 

where lethal damage spread around these territories signifying a 1% effects enough to 

influence investment flow (see Busse & Hefeker, 2005). The level of lethal attacks 

carried out by the BH around the North Eastern border of Nigeria led to the formation 

of a multinational joint task force who oversee the terrorist activities and consistently 

counter them by reducing their advances to within the confines of the border territory 

of all the Lake Chad basin cooperating countries. In the overall, political risk factors 

and their impacts here at this level are minimal indicating that the environment is still 

a potential location for inflow of FDI.  

5.7.4.4 Market Effect and Boko Haram 

The second part of the interaction in this Model (4) is aimed to ascertain the influence 

of market size in reducing the hostile activities of BH. The market size interactions 



210 

 

have been made involving all the risk indices and as well the dummy variable DBH 

against the Neighboring Countries market (NC), Northern Nigeria market (Nor) and 

the overall Nigeria market (Nig). The result of MnKID for the BH interaction with the 

NC, Nor and Nig are (-0.000012), (-0.000026) and (-0.000041) respectively showing 

a negative and significant relationship at 10% significance level against BH indicating 

its weak influence in affecting the attraction of FDI due to the market strength. The 

negative effect is not surprising because the market effect in all the interactions prove 

significant at 10% increase in FDI inflow for all cases. 

The variable MnRelT showed an equal level of effect from all the markets at (0.006) 

signifying a positive but insignificant interaction that counteract the influence of BH 

by the market sizes at all levels at just 6% increase in investment flow to the region 

and the country signifying further the market potentials in containing the influence of 

religion associated tensions within that level. The variable MnEthT is negative and 

significant at same and equal effect of (-0.901), (-0.898) and (-0.896) respectively 

indicating 1% increase in FDI attractions being the market influence that counter BH 

activity.  

MnPolV revealed a negative and significant effect on BH activities in all the 

interactions of the markets at (-0.000060), (-0.000002) and (-0.000053) being 1% 

corresponding increase in FDI inflow signifying insignificant effect of political 

violence in repelling FDI. The MnCorr revealed same and equal effect under all the 

markets interacted within a level of (1.20) indicating that the strength of these markets 

are capable of reducing the effect of corruption by at least 1% including eliminating 

the attendant negative effect of BH activities. 
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The log DNC2 which measures the external conflict associated with the neighboring 

countries in its interaction with markets revealed same and equal negative and 

insignificant level of effects at (-0.04) in all the markets interacted indicating that 

regional market can mitigate the influence of BH around the border region at least by 

1%. The dummy DBH variable for all the markets interacted showed that there is no 

statistical significant effects as found at (-1.735), (-1.284) and (-0.706) respectively 

indicating a negative coefficient leading to the fact that decrease in BH activities will 

increase the investment potentials due to the respective market strength. The DBH 

variable is also positive although insignificant at (0.222) at 1% on FDI being a major 

component of political risk generating activity exhibited a weak sign due mainly to 

market influence. These findings are consistent with the recent work and deriving 

support in the studies of (van Wyk & Lal, 2008) who posit that high risk (such as BH 

activity) in developing countries as host nations is not considered an impediment to 

FDI inflows.    

Consistent improvement in the role of market and its attendant influence in 

diminishing the activity of the BH as this model reveal, shows the control variable 

responded to the market differentials within all the markets assessed. Separate market 

interactions indicate that NC, Nor and Nig markets individually responded positive 

and insignificant at (0.065), (0.049) and (0.029) respectively. The weak impact is 

consistent with the findings of past studies and position of theory in that foreign 

investors respond positively to large market size presence (Zhang, 2001) as the case 

with China despite high risk, and (Rothaermel, Kotha, & Steensma, 2006) also as the 

case of the attractiveness of large market size for entry mode decisions.  
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The BH activity has been confined to three (3) states in the North East of Adamawa, 

Yobe and Borno. Literature favored MNCs to operate in conflict prone areas. 

Sustained violence is certain to affect investment flow at both the neighboring 

countries and Nigeria levels but not at the regional level where it was found to be weak. 

This finding lend support to the work of (Chiou, 2010)  showing that not all armed 

conflict constitute a risk to MNCs or seen to reduce inflows of FDI.  It is however apt 

to sustain H11 that market size strength is significantly effective in curtailing the 

negative consequences of BH activities on FDI inflow. 

5.8. Estimation Results for Market Growth and Potentials of Northern Nigeria 

The role of market size in reducing the effect of political risk on FDI collectively has 

been one of the major task in this work which in essence is also to help determine the 

character of the market size of the Northern region as evident in the question and 

objective 2 respectively raised in Chapter 1. This section delved towards explaining 

the components of market such as size, growth, development and potentials from the 

population of the study area as the regressed models showed.  

The stage here is to seek to determine the extent of growth and potentials of the market 

in Northern Nigeria since the estimation above described the attractive power of the 

said market. A market with vast potentials attracts MNEs in terms of its offer of scale 

economies, cost reduction and sustained market presence as empirical and theoretical 

evidence have shown (Agarwal & Ramaswami, 1992). The present study recognizes 

the importance of fast growing markets which we consider is a good function of 

demography as advanced by Bartels et al., (2014) and therefore seek to explain its 
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driving motives in terms of market size and growth, wider consumer choice and 

preference, and in the overall from increased income and large population found to be 

among the leading contributing factors towards attracting market seeking FDI into 

Africa (Nondo, Kahsai, & Hailu, 2016). 

In the same vein, we draw from the work of (Bartels et al., 2008) when explaining the 

demands for local markets as one seen to involve local and regional markets and may 

include the presence of important customers as the case in this research. Although 

replete literature in the past uses the proxy of rate of growth of GDP/GNP to measure 

the growth of market size (Musonera, Yaprak, & Monplaisir, 2009; Noorbakhsh et al., 

2001; Tahir & Larimo, 2004), this study borrow from the work of (Deichmann, 2001) 

who modeled the use of population in place of GDP to proxy and  measure market 

size. The author also employed the use of GDP to calculate the market growth proxied 

by the change in the GDP of the countries assessed. 

Past studies have found market growth as a good FDI predictor (Culem, 1988; 

Lansbury, Pain, & Smidkova, 1996) making this study to therefore use the results from 

the estimation made and obtained in model 2, 3 and 4 to help determine the size, 

growth and or potentials of the markets being assessed. Already the structure has been 

determine, which according to (Dunne, Klimek, Roberts, & Xu, 2009) is a situation 

involving the decisions with regards to exit and entry of producers largely influenced 

by the hope of economic reward depending on the degree and nature of competitions 

in the said market. Three level assessment has been used throughout which include 

Northern Market, Neighboring Countries market and the Nigeria Market. 
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In this regard, market factors are the results of outside influences generally affecting 

the price of goods and services or their demands which according to (Roberts & Berry, 

1984) refers to certain features of the market, competitors within, good procedure of 

doing business and in the end leading to reasonable edge over rivals. The result in this 

context provides an eye opener leading to how the markets being assessed display 

these features above. The ultimate aim is economic gain arising from the market now 

and in the future as a form of benefit from any type of economic activity including 

foreign investment.    

Model 2 reflects the estimates for both Northern and Neighboring Countries markets 

separately and as well the Nigerian market. Neighboring countries markets results 

show that a positive but insignificant coefficient (0.084) signifying 1% market effect 

and strength on FDI attraction was observed. This is indicative of the power of regional 

market even when the aggregated economic strength is relatively weak in terms of 

GDP standing of these countries as explained in (Janicki & Wunnava, 2004) reflecting 

regional potentials and growth in an attractively new market and a window for 

expansion or increased benefits. These are features (market growth and size) of most 

sub Saharan African economies as found by Bende-Nabende, (2002).  

In contrast to the above, the Northern market estimation shows a negative and 

relatively insignificant effect in its growth prospect and potentials towards attracting 

FDI (-0.042) at 5%, projecting an expanding market but at a decreasing rate. This 

finding is contrary to expectation because it is hope that large population could account 

for wider market opportunity indicative of location specific advantage arising from 

local market (see Bartels, et al. 2008) and not the economic characteristics of an area. 
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The character of low income countries or regions in relation to the role of their markets 

in attracting FDI has been studied in the work of (Mughal & Akram, 2011) like 

Pakistan, they concluded that market size influences FDI inflows in the long run only 

as the findings here show; the negative coefficient can be upturn within a distant time 

possible.  

One major characteristics of achieving scale economies is the advantage of having 

more homogenous populations (Masters & McMillan, 2000) particularly for tropical 

countries to converge appropriately. However, the rate the national market show a 

positive although insignificant effect (0.063) at just 1% level of significance confirms 

the findings of (Ayanwale, 2007) indicating the strength of Nigeria’s market size and 

its accompanying growth as a good form of FDI location attraction. This outcome is 

also consistent with the work of (Mughal & Akram, 2011) who reported a positive 

association of market size with FDI in Pakistan being a developing yet low income 

country like Nigeria. Another feature of developing economies regarding recovering 

return of investment is realized in the long run (Yang, Martins, & Driffield, 2013) only 

as the outcome of this finding show on Nigeria.    

The estimation on the strength of the combined influence of the potential market sizes 

at regional and the extended border markets as well as at the national levels shows a 

fascinating but unexpected findings as revealed in Model 3. The Northern market and 

its adjoining border countries market were all negative and insignificant (-1.235;-

0.045) and that of Nigeria also at (-0.053) signifying the same level of effect within 

10%. This is rather unexpected although it however confirms the findings by (Dinda, 

2014; Okpara, et al. 2012) showing market size and its associated growth in Nigeria is 
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insignificant and therefore not a determinant of FDI. This finding also contradicts past 

studies in affirming the regional market strength as perfect growth indicator of FDI 

flow being a location factor advantage.   

Model 4 further recorded the estimation for the market size effect of Nig only although 

in three levels of the interactions using mainly the population of Nigeria to evaluate 

the entire effect at regional (Nor), neighboring countries (NC) and the country at large 

(Nig). The results showed that the effect is negative, significant and at the same level 

of 10% for all the markets at (-0.070; -0.069; -0.068). The strength here is unique 

except for its negativity. It shows further that the area studied holds significant 

potentials in terms of market size and its growth whether at regional, combined with 

border markets or the national market.  

In addition to the above, Model 4 is estimated to explain the effect of Boko Haram 

which was also interacted with the markets at all the levels of North, Neighboring 

Countries and Nigeria. The results of this interaction in Model 4 indicated that a 

positive and significant effect at the levels signifying market impact can mitigate the 

risk associated effect of BH activities. The level of significance at the levels involved 

are (0.049), (0.065), and (0.029) respectively. These findings are consistent with the 

work of (Powers & Choi, 2012) who concluded that not all terrorist actions have 

negative effect on economic activity and that economic variable such as market size 

can provide a source of risk reduction measure especially when terrorist activities are 

countered directly thereby producing the possibility of increased FDI flow. In addition 

to this, (Chiou, 2010) found that not all militarized conflicts reduce FDI inflows.  
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However when (Deichmann, 2001) view is used in assessing market growth through 

the calculation of mean annual change and or growth in GDP from year to year, the 

result will reveal a different position. During the period under study the annual 

percentage growth of GDP for the country remains between 3.4% and 10.4%. The 

GDP growth rate for the period under study and the corresponding population growth 

rate for the same period are presented in the following table. The mean value for the 

annual change in GDP growth for the period stood at 5.86% throughout the period 

indicating significant market growth for the country within favorable strong single 

digit margin.  

Similarly, the population growth rate also show a steady growth of mean value of 2.6% 

placing the country’s population at an advantage for any expansion or attraction to 

market potentials of the country by extension northern region. The GDP growth rate 

for the period remains consistent and favorable to market growth and investment 

attraction. The GDP also indicated the direction and the level of improvement in the 

economy being assessed. Although the market growth in the case at hand shows 

favorable sign, past studies however reveals no significant statistical relationship for 

such determinants such as market growth to FDI (Assuncao et al., 2013).  
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Table 5.13 

Calculation of annual Mean GDP and Population 

 
Year GDP Growth Rate Pop Growth rate 
2000 5.3 2.5 
2001 4.4 2.5 
2002 3.8 2.5 
2003 10.4 2.5 
2004 3.7 2.6 
2005 3.4 2.65 
2006 8.2 2.6 
2007 6.8 2.6 
2008 6.3 2.7 
2009 6.9 2.7 
2010 7.8 2.7 
2011 4.9 2.7 
2012 4.3 2.7 
2013 5.4 2.7 
2014 6.3 2.47 
 87.9 39.1 
Mean 5.86 2.60 

 Source: Modified from World Bank (2000-2014) 

In the overall, the result in some cases can be considered to appear as expected. In all, 

market size remain the dominant economic motive against risk in investment 

generating activity, and as (Pradhan, 2000) posited when highly lucrative expected 

return covers the risk premium against all forms of risk including political risk, the 

market opportunity provide the required incentives to invest. Large markets as seen 

here as well provided the needed attraction for more FDI and as well help mitigate the 

rising effect of political risk in the location studied although in a weak coefficient.  

This is because Model 2 and 3 interacted well enough with the market sizes of Northern 

Nigeria, neighboring countries and that of Nigeria so that as a principal location factor 

it is expected to mitigate the overriding influence of political risk on FDI inflow to the 



219 

 

region. In all these Models (2-3) market size was seen to override the influence of 

political risk indices on FDI inflow, because the effects at each level were reducing 

rather than increasing the impact as can be seen in the table below which present the 

summary of reduction sequence involved in all the interactions. 

From the table 5.14 below we can deduce that the political risk variables found 

significant in Model 2 are no longer significant in Model 3 or have their interactive 

effect reduced or in some cases improved having interacted with the moderator 

individually in a hierarchical manner. By extension, most of the moderation results 

from Model 2 are significant, implying that the interaction effect between political risk 

variables and the market size has been reduced significantly from the negative 

influences of political risk indices on FDI as the relevant cases can show.  

The observed improvement can also be seen in all the market interactions in all the 

models showing that the extended power of market is crucial and therefore significant 

in investment location decision and attraction. The models favored the role played in 

moderating vital political risks as used in the present study implying the ever important 

relevance of market, its rising growth and potentials in helping location decisions 

especially into northern region of Nigeria. This finding is consistent and lends further 

support to the work of (Jaumotte, 2004) who recorded a positive and significant effect 

of domestic market size on FDI, with the domestic market size being insignificant 

while the regional market size proved positive and significant.  

This fascinating outcome demonstrate that while the market size relevance of the study 

area is insignificantly non impactful as an attractive location, the moderator variable 
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role (market size) has been found to be positive and significantly impactful although 

weak in mitigating the overall influence of the political risk indices on FDI inflow to 

the region especially when the adjoining border markets are taken into account. 

Implying that the larger the market the larger the FDI expected being consistent with 

both theoretical and empirical conclusions see for example (Bartels et al., 2008; Janicki 

& Wunnava, 2004; Nondo et al., 2016) thereby consistent with the findings of (Tahir 

& Larimo, 2004) on location choice variables as market size being able to influence 

FDI flow under low levels of risk.   

Table 5.14  

Comparing Market Effect on Political Risk  

 
Pol. Risk 
Indicators  

Model 1  Model 2 Model 3 Model 4 

KID 0.000183 4.21 0.0086  
DNC    - 0.631 0.128 0.797 1.429 

RelT      0.260 0.663 -4.551  
EthT    - 1.093 -0.356 1.322 28.46 
PolV   -0.0026 -0.0028 0.232  
Corr 
InvtP  

      2.043 2.966 
0.282 

-21.22 -35.70 

Market Size 
Effect 

    

North  -0.042 -1.235  
Nig  
NC 

 0.064 
0.084 

-0.053 
-0.045 

 

Risk-BH 
Nor-BH 
Nig-BH 
NC-BH 
Market-BH 

   
 

-0.069 
-0.068 
-0.070 

Nor-BH    0.0493 

Nig-BH 
NC-BH 

   0.0296 
0.0654 
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5.8.1 Market Size Determination of Northern Nigeria  

The character of market attractiveness with regards to Northern Nigeria market is 

assessed in the angle of the estimation carried out from the above. Although the 

outcome was not expected despite large population of the area being studied, what was 

obtained in essence reflects the exact position of the region in terms of low income 

level, rural and agrarian nature and the periodic markets which are a major link to 

national economic system at high level (Scott, 1972). The region also presents a market 

that is attractive following its promise on return on investment only in the long run as 

reflected in the study by Mughal and Akram (2011) involving low income countries.  

Another identified feature of attraction regarding the Northern region of Nigeria is in 

the area of market extension to the cumulative neighboring countries markets’ effect 

in aggregate terms as revealed in Model 3. Although the finding is not as expected, the 

homogeneity in terms of cultural and social similarity among the inhabitants of the 

region and their neighbors is also a good strength despite weak market effect. Usually 

common factors related to social and cultural existence are a boost when considering 

market development strategy. The GDP standing of all the neighboring countries is 

weak but the national GDP standing of Nigeria is unique in the sub-continent to allow 

for market seeking FDI specifically. 

The findings in Model 4 when the BH effect is assessed and estimated is also an issue 

that may affect investment flow but not in terms of natural resource seeking FDI to the 

region. Conflict generating activity when confined doesn’t seem to exact negative 

effect on MNCs as reported above. Rural and agrarian market structure is a good 
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connection to exchange mechanism in a manner that they tend to encourage economic 

dependence especially at inter and intraregional levels (Scott, 1972). The central theme 

here is the sustained character of attractiveness exhibited by the region whether in short 

or long run throughout the estimation undertaking particularly with regards to risk 

mitigation in the end. The role of the moderator is found weak especially for the area 

studied but when combined with the adjoining border the market attraction is tempting 

and therefore considered of interest to foreign investors.    

5.9 Main Discussions 

The result of the analysis carried out in the preceding sections above indicates 

fascinating outcomes, central of which is the revelation ascertaining the relationship 

and or the degree of correlation of the independent and the dependent variables. Seven 

of the political risk indicators employed in this study correlated in varying degrees to 

FDI. Kidnapping and political violence being components of crimes are weak in 

correlating with the DV, although at a positive sign indicating the lower the crime the 

more the FDI inflow. The strong positive coefficient found in investment profile and 

corruption suggest their power to influence foreign investment flow since poor 

investment climate harbours corruption being a component of institutional quality, 

lower corruption means more investor confidence and a reward for good investment 

climate. 

Religion and ethnic tensions hold moderate and strong associations signifying diverse 

and plural nature of the study area. The result further indicates that recurring border 

conflicts on the Northern region of the country may have necessitated a strong negative 
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correlation to FDI. Market size proxied by the populations of the study area shows 

positive and significant signs in all the levels of assessment at country, region and the 

border countries of the North. The positive and significant association of the political 

risk indices with FDI inflow to the region has been well grounded, providing a further 

basis to assessing the assumptions established in Chapter 3.  Further explanation is 

found in the following table detailing the link between the objectives set by this study 

and the corresponding hypotheses defined and tested. 

Table 5.15 

Summary of Hypotheses and Research Objectives    

  Objectives  Hypotheses  
  

  
Obj 1 H1, H2, H3, H4, H5, H6, H7, H8, H9   

 Obj 2 H10, H10a-h 

  Obj 3 H11 

Secondly, the result of the estimation from model 1 examined the relationship between 

FDI and political risk involving all its selected indices. This result shows that 

kidnapping–FDI interaction is positive, relatively weak but significant at 10% 

considered unlikely to influence FDI performance at the level. Thus, the impact of 

kidnapping on FDI is adjudged very little and is seen not to have any significant effect 

on flow of investment. As posited in previous studies, kidnapping is not seen to impact 

negatively on FDI inflow in its aggregate contexts except when a particular industry 

or firms are targeted (see Pshisva & Suarez, 2006).  
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Further to this is the significant effect found in FDI-religious tension interaction whose 

effect is positive enough to influence investment inflow although in a minute fraction 

at 1% level. This positive sign is believed to be caused by the size of the region which 

reflects on the very low influence this indicator has on FDI and as well the degree of 

diverse religions found in a location like the case at hand. The relevance of diversity 

in religion as found in northern Nigeria extending to the neighboring countries who 

share similar cultural characteristics is important for our analysis, except that when 

viewed as a group explanation of cultural conflicts including among others religious 

forms (Goswami & Haider, 2014). 

Following this is the interaction between FDI-DNC representing disputes with the 

neighboring countries adequately proxied by external conflict, the result show that a 

significant negative effect amongst the variables can lead to a reduction in FDI inflow. 

Border conflicts are a major source of concern to MNCs decision on the choice of 

investment location (Busse & Hefecker, 2005). In addition, ethnic tension is found to 

negatively influence FDI in an insignificant manner though thereby signifying the 

discouraging influence of ethnic cleavages in hindering investment decision in 

favoring this location. 

The notable influence although negative and insignificant of political violence on FDI 

inflow reveal an interesting outcome confirming that foreign capital flow is not 

affected by some form of political violence. However corruption has been found 

positive and significant being one of the repelling factors of FDI as the result show, 

however market effect mitigated its influence signifying low corruption can encourage 
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FDI and high corruption discourages investment generally, this position is in line with 

the findings of (Wei, 2000).  

The position above of FDI-political risk reflects very much on the influence of 

institutional factors such as corruption, ethnicity and religion and as well location 

variables of risk associated impact like kidnapping, political violence and disputes with 

neighboring nations as those combining to wield an approximate influence in 

determining investment location. Political risk is found to positively but insignificantly 

influence FDI inflow to Northern Nigeria giving support to early theories on location 

decision and empirical literature. This study established that a relationship exists and 

the reduction of the level in political risk can lead to increased FDI inflow, these 

findings are consistent with the views and outcome from the work of (Osabutey & 

Okoro, 2015) on the aggregate and individual effects of political risk on FDI in 

telecommunication industry in Nigeria. Although the outcome of this study is sectorial, 

the implication is on the aggregate Nigerian environment, part of which is the northern 

region.   

Thirdly, the interaction effect of the moderator variable (market size) within the FDI-

political risk relationship reveals another fascinating outcome on the issue being 

determined although at a weaker effect. The role of market and its relevant effect in 

moderating the wild impact of political risk on FDI has been known and explained as 

it relate to Northern Nigeria. This study therefore reinforce further the previous studies 

in the direction of an important FDI determinant such as market size even in the low 

income region as similar study reveals in Pakistan (Mughal & Akram, 2011).  
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Previous studies obtained similar outcome on the strength of market size as an FDI 

determinant. These studies along country groupings of the BRICS nations 

(Vijayakumar et al., 2010), central and eastern European countries (CEEC) (Bevan & 

Estrin, 2004), wider developing countries (van Wyk & Lal, 2008), the African 

continent at large (Ajayi, 2006), the SSA (Bende-Nabende, 2002) and Nigeria (Wafure 

& Abu, 2010) in particular confirmed the increasing importance of market in location 

decisions. The result of the interactions involving the market of Northern Nigeria and 

the adjoining markets of the border nations on the same axis indicates the ever present 

relevance of market within the context of location decision towards attracting foreign 

capital. A very recent literature (Huang & Wei, 2016) confirms the important role of 

market in FDI location, showing that FDI has shifted from being labour-oriented to 

domestic market-oriented investment. 

Market is found to reduce political risk effect on FDI inflow (on some indicators) at 

regional context but failed fairly at the Northern Nigeria. Regional market within the 

Lake Chad region of the cooperating countries is found positive and significant in 

reducing the effect of political risk while the market of Nigeria responded positively 

although insignificant indicating that market is an important location factor to FDI 

attractions in Nigeria despite political risk. The findings here lend support to the 

position of (Wafure & Abu, 2010) on the strength of market size in Nigeria. However, 

northern market is not found to be an important location advantage in the case at hand. 

The finding here lend support to the work of (Jaumotte, 2004) who found that domestic 

market is insignificant while regional market size proved positive and significant in 

attracting foreign investment. 
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Additionally, the influence of large border markets in attracting FDI has also been 

ascertained here especially in reducing the negative effect of external conflicts around 

border regions. In effect, high market presence is seen to moderate the influence of 

political risk indices thereby compensating for the institutional factors and improving 

the location advantage within the premises of scale economies. The country’s market 

in the overall exhibits a positive resilience in mitigating risk associated impacts. 

Similar findings found the moderating role of market size (including international 

market) effective in the relationship between country risk, cultural distance, national 

culture values and market entry (Rothaermel et al., 2006).      

Fourthly, although market effects were explained as found above separately, a 

combined assessment on the influence of the regional and border markets on one hand 

and the overall Nigeria market on the other was revealed. The study found using 

hierarchical interactions with disaggregated features, the interactive power of market 

size in mitigating political risk especially the significant combined effects of regional 

border markets and as well the Northern Nigeria market which shows a semblance of 

location advantage in terms of larger market size. In relation to this, (Belkhodja, 2016) 

recently studied the determinants of FDI location choice for MNE and their 

subsidiaries that located in special economic and investment zones, found that 

agglomeration economies is among the factors affecting choice of location of FDI and 

recommended that the diversion of FDI into the inland areas from coast which this 

study seek to upheld.    

The result illustrate that all the political risk indicators in this estimation are positive 

and significant except corruption and religion which show otherwise, however the 
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market size effect in all the levels interacted show an overriding influence on the risk 

variables indicating its power to mitigate these negative effects, even though there is a 

literature consensus for the non-consideration of country risk as an important 

determinant of FDI in the CEEC (Bevan & Estrin, 2004). However, market growth 

and impact is negative and weak in all the levels of markets assessed. The negative 

outcome for the Nigerian market at this level reinforced the findings of (Nurudeen et 

al., 2011) that host market size of Nigeria has a negative and significant effect on FDI 

inflows.    

Fifthly, the result further reveals that the BH and the three indices of risk have an 

interaction term that is significant at the same level of percentile although corruption 

exhibit a negative feature signifying that terrorism and corruption when combined 

together in a location can hinder investment flow. The relevant work of (Teets & 

Chenoweth, 2009) examined the connection between corruption and terrorism and 

concludes that the two exist together and corruption has been found to facilitate terror 

activity. The moderate and positive effect of the related disputes with neighboring 

countries which essentially takes place along these border regions within the Nigerian 

states of Adamawa, Borno, and Yobe is found to have a significant and positive 

percentile effect on FDI to the region. This however is in line with the work of Tahir 

and Larimo (2004) who upheld that market size influence FDI flow under low levels 

of risk. 

Lee et al., (2014) studied the effect of political risk on the variations to entry modes of 

FDI and found that conflict is likely to be negative and significant for the mergers and 

acquisition and positive for green field investment or joint ventures. Although the 
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interest here does not classify manners of entry, it account for the nature of 

multinational interests in investing where market size has the possibility of positively 

affecting FDI in the mergers and acquisition categories but not for the green field or 

joint venture investments as the study in reference maintained. However, one 

important ownership advantage found in the developing countries MNEs is their 

concern for economies of scale and the ability to operate within weak institutional 

conditions as past research has shown (Yang et al., 2013). 

Sixthly, BH activities have been greatly curtailed and compensated for by the growing 

market size influence as the estimation show, signifying how this location advantage 

can help in neutralizing the effect of terror-related activities in the region. The Market 

role in moderating the influence of political risk indices on FDI is negative. This study 

found that market size in all the levels of region, country and the adjoining borders 

from the neighboring countries are found positive although insignificant in moderating 

the influence of BH group indicating market is a major risk mitigating mechanism as 

posited in the work of (Rothaermel et al., 2006). 

Similarly, the result also reveals that a decrease in BH activities will increase the 

investment potentials arising from the market advantage. This further shows that 

sustained and confined armed conflict does not seem to exert negative influence on 

investment flow when compared to the widespread form of armed conflict. This 

finding is consistent with the work of (Dai et al., 2013) who argued on the survival 

patterns of MNEs within political conflict areas, by affirming the degree of firms’ 

exposure to political conflicts as one most impactful if the geographic area covering 

the conflict include the firm location. Multiple locations provide the advantage of best 
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choices in terms of where to locate investment; the expansive region offers this 

location benefit in the northern Nigeria.  

Therefore the land size of northern Nigeria is wide, and the area most affected by the 

BH activities has been narrowed and confined to the three states of the north east as 

mentioned above. This study can comfortably deduce and lend support from the 

theoretical construct advanced in the work of (Dai et al., 2013) that political risk 

operates within the confines of geographical borders, and distance from the violence 

prone areas is certain to reduce the effect of political conflict on multinational 

operations.  

Seventhly, market growth and potentials as the strength of population have indicated 

here confirmed the benefit of regional market size of the neighboring countries but not 

for the disaggregated Northern Nigeria market which was found to be slightly away 

from the positive differentials of a prosperous future market growth. The prospects of 

the northern Nigeria’s market as the case at hand lies in the influence it has on the 

inflows of FDI, since the role of market size has been determine by past studies 

especially with particular reference to low income countries, its influence in and to the 

study area can only be felt in the long run as similar empirical study with closer 

characteristics have shown (Mughal & Akram, 2011). National market shows good 

prospects of growth and future expansion confirming earlier studies as the case above. 

Market effect continue to exert its influence in all the levels and the estimated specified 

Models 2 through to 4 in at least reducing the impact of political risk variables as the 

relevant cases here have shown. 
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As indicated in the preceding chapters, country population has been used in the past to 

assess the strength of markets most especially in the emerging markets and developing 

economies. The findings revealed here draw strong support in upholding and 

emphasizing the relevance of market size when proxied by population size in attracting 

FDI (Benáček et al., 2014) to poor nations. Additionally, recent studies confirmed the 

ever expanding relevance of host country population being part of the determining 

factors specially found to influence mergers, acquisitions and greenfield forms of FDI 

into emerging host country locations (Nagano, 2013) like the area of this present study. 

Additionally, studies before now shows that large market is expected to attract large 

FDI (Nondo et al., 2016; Janicki & Wunnava, 2004).  

Previous studies demonstrated the interest of foreign investors to Africa as mainly 

resource-seeking (Busse, Ceren, & Muhlen, 2016),  market-seeking and its attendant 

growth considered a major long-run determinants of FDI in SSA particularly (Bende-

Nabende, 2002) is required to as this findings show, to lead to a new focus in attracting 

efficiency-seeking investments to this geographical location. Equally important is the 

conditional convergence principles treating locations of countries in tropical regions 

common to Africa, as argued by Masters and McMillan, (2000) is the presence of large 

populations aiming to promote economies of scale among other factors. The work of 

Dimitropoulou, Burke and MacCann (2013) sustained the role and influence of NTT 

being the basis for MNE existence is the economies of scale and product 

differenciation. 

Eighthly, the combined effect of both Northern and neighboring countries markets 

indicated negative and insignificant unexpected signs even though on similar pattern 
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of characteristics of economic, cultural and social levels. The national market however 

exhibited the same level of negative coefficient confirming as well previous findings 

on the market size of Nigeria exhibiting negative but significant effect on FDI inflows 

(Nurudeen et al., 2011). This negative coefficient signify high risk elements being a 

common feature of developing nations however is found not to impede FDI inflows as 

previous studies show (see Bevan & Estrich, 2004). Similar study (Desbordes, 2007) 

found that investors who are attracted by the market seeking motives are not largely 

influenced by risk (political and macroeconomic). 

Ninthly, alternative assessment of computing market growth and potentials using the 

growth of GDP of Nigeria was also carried out here, following previous studies to 

further strengthen the outcome above. The mean change in GDP of Nigeria between 

2000 and 2014 serving as proxy of market growth or potentials has been found to show 

attractive and strong market growth within a strong single digit formation between 7-

8% confirming the market potentials as high and a prosperous growth. The findings 

follow the work of (Deichmann, 2001) in using the mean change in GDP. Additional 

value attached to the used of population growth of host country has also been 

confirmed as a mechanism for determining market potentials when the mean change 

in growth of population of Nigeria falls between 2-3% signifying market potentials in 

at least long term run as evidently supported by Nagano (2013).   

Tenthly, the moderator variable of market size effects on the relationship between 

political risk and FDI have been duly confirmed as one of positive and significant, 

further proving its role in serving to reduce and or neutralize the impact of the political 

risk indices on FDI inflow to Northern Nigeria. The continuous relevance of the work 
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of (Rothaermel et al., 2006) as reference point is arguably consistent and supportive to 

our objective where they use market size to moderate the relationship between national 

culture, country risk and market entry by United States internet firms and concluded 

that larger market size contribute to market entry that exhibit cultural characteristics 

conducive to entrepreneurship performances. Political risk is a component of country 

risk as the case in the study show, therefore adequately was found to be moderated 

well enough not to inhibit foreign investment flow to the study area.    

In attempting to further validate the role of moderator used in this present study, the 

need to explain the issue using theoretical constructs becomes desirable. In the review 

carried out earlier, the OLI or the Eclectic theory and the New Trade Theory (NTT) 

are used to provide the much needed theoretical grounds for the present study. Part of 

the location advantages proclaimed by these two theories fall within the interpretation 

of the interesting qualities of the market features in relation to share of the market and 

prospects, related degree of uncertainty, agglomeration benefits, scale economies and 

industry competition (De Villa et al., 2015).  Further importance has also been attached 

according to Huang and Wei (2016) to comparative advantages, agglomeration effects 

and market access especially in addressing spatial distribution of FDI to a location. 

Northern Nigeria as conjectured from the beginning of this work provides a significant 

ground for consideration of the role of market size in assessing the relationship 

between political risk and FDI. At this stage, further theoretical interrogation is needed 

to help validate these above findings. In this regard these findings from the present 

study are therefore pinned to the OLI and the NTT.  Dunning (1977) first advanced the 

eclectic theory and followed it with subsequent writings and modification while the 
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NTT being relatively new followed under the original works of (Deardoff, 1984; 

Helpman & Krugman, 1985; Markusen & Venables, 1998).  

The Eclectic Theory rests its premise on the three factors of Ownership, Location and 

Internalisation advantages in assisting MNCs carryout investment decisions. This 

study therefore pinned it assessment on the L component of the OLI being the single 

most important measure of location advantages especially when viewed in the angle 

of benefits, risk and market effect. In particular, the location component has at its 

center certain basic sub-factors to be at play whenever such location is being 

considered of which are market size, natural resources and political instability 

(Dunning, 1980). Among the main reasons why MNEs undertake international 

production according to (Cantwell, Dunning, & Lundan, 2010) are to seek market or 

natural resources. In summary the eclectic theory explains the OLI variables by 

helping to examine the level of FDI going out depending upon the investment 

potentials available in a host nation (Rugman, 2010).  

Traditionally FDI location has been assessed along the framework of Dunning (1977) 

eclectic paradigm in which relationship among the elements of MNE location, 

knowledge internalization of firm and its organization are taking into account 

(Dimitropoulou et al., 2013). This study therefore is consistent with the basis of the 

eclectic paradigm theory that market size, natural resources and political risks as 

advanced in the OLI framework are major components of location under contention 

and the findings are further premised on the works of (Rugman, 2010; Pedersen, 2003) 

who posit that the OLI variables are usually assessed from the perspectives of the host 

nation which is certain to help maintain records of the in and out flows of FDI.  
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Another dimension of the eclectic paradigm is its possessive ability to assess divergent 

antecedents and moderators as advanced by De villa et al. (2015). Antecedents 

comprises of such factors as knowledge acquired, strength of the company or its 

specific advantages, level of technology and size while the moderators consisted of 

variations in costs, market features or certain specific advantages to the host location, 

degree of uncertainty, competition and cultural elements. The study has been 

encouraged largely due to the Nigeria’s business environment and its antecedents in 

terms of favoring one location over the other (South over the North) with respect to 

MNC location choice. Signifying the presence of MNCs, using their firms level 

advantages, expertise and strength without recourse to the moderating factors which 

seek to favour their investment such as market, culture and cost being component of 

the country specific advantages but emphasizing over the perceived risk elements in 

locations which literature considered not peculiar to developing nations as past studies 

claim (Cosset & Suret, 1995). 

Literature further emphasise the importance of spatial differences within countries by 

moving beyond nation-state as a unit of analysis (Beugelsdijk & Mudambi, 2013) 

because this is what is found to shape the analyses and firm location strategies and or 

decisions (Dai et al., 2013). In the past, according to (McCann & Mudambi, 2004) 

there was no effort in the IB literature to differentiate locations within any particular 

country because such decisions were mainly considered from the angle of selecting 

country options for MNE to invest. Some past studies also in justifying the notion of 

abandoning countries as unit of analysis for the choice of location by MNEs considered 

global cities and reiterated the rising interest of MNEs in regions within one country 

due to their varied characteristics (Goerzen et al., 2013). The implication for our study 



236 

 

is the number of potential locations and their respective advantages when considered 

in specific or aggregate terms either as individual states or Northern region. 

Since location factors are viewed as naturally economically driven, recent 

development in international business accorded greater priority to political factor being 

a component of institutional determinants of the country host (Stefanović, 2008) 

further recommending replication of production outlets across nations offers MNEs 

the diverse nationality induced protection against risk especially country specific risk 

as maintained in the work of (Desbordes, 2007). Accordingly, FDI decision making 

not only considers location economic benefits but also the political aspects either at 

macro or micro political risk factors (Stefanovic, 2008), this therefore show this study 

favours the macro political risks concerned with the political stability in a country and 

to some extent relevant institutional factors.  

This study therefore upholds the position of location theory as advanced by its early 

proponent (Dunning 1980) that the theory tackles the decision to invest or locate as 

one resting on the basic perspective of firms making the investment from the data of 

information obtained principally on costs and market size and structure thereby 

explaining the true and optimal patterns of that location. This study further confirmed 

that market growth and size tend to differ in impact under varied conditions such as of 

risk and or different market structure, these findings are consistent with that of (Loree 

& Guisinger, 1995). Similar findings in previous study (Stoian & Filipaios, 2008) 

found that the OLI framework helped in the analysis of FDI determinants from Greece 

confirmed that the driving motive to their investors is not large market presence alone 

but by the attraction of low corruption, ethnic tensions and risk of expropriation. The 
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framework accommodated the primary determinants of a location to further inform 

appropriately the potential investors as the case with northern Nigeria. 

The position obtained in the work of (Benáček et al., 2014) lend further support to our 

situation in defining the differences in countries under the classifications of economic 

development or institutions that are in tandem with their FDI motivations or 

absorptions. Similar view has been expressed in the work seeking to explain the link 

between international trade theory, economic geography, strategy and international 

business at multinational levels of operation by Beugelsdijk, McCann, and Mudambi, 

(2010) who maintained that the position, character and relevance of location differ by 

region and country.   

The primary goal of the OLI according to (Neary, 2009) is its ability to remain in the 

forefront of helping to organize one of the most critical characteristics of globalization, 

not accounting for its failure to explain the primary issues seeking to distinguish 

horizontal and vertical FDI motives across national borders or defining FDI entry 

modes inform of greenfield, mergers and acquisition. It is however most deserving to 

state that the OLI explained the relevant features of political environment as linked to 

the market entry modes and also the manner in which MNEs approached host country 

political environment within the market entry decisions they carryout (De villa et al., 

2015).    

Examining and assessing the tripod link between investment decision, location 

benefits and political risks are what the two theories are all about, this provide a further 

basis warranting this study and reporting its subsequent findings. This is in the 
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realization that political conflicts being critical to this study are usually concentrated 

in specific locations inside a country referring to a place which according to (Dai et 

al., 2013) is better examined using sub-national perspective in the context of that 

political conflict as done here.  

The authors added that the exposure of firm to political conflict would be higher (or 

lower) if the geographic size of the conflict zone is large (or smaller) and (closer) or 

further away the firm is from these areas. Similar views in tandem with our findings is 

that of (Berman, 2000) who favored the unlikely hood of conflicts limited to a small 

border areas to produce harmful conditions to firms located in a host nation. Literature 

further confirmed the increasing role of large market size in reducing the concentration 

of firms (Pashigian, 1969) especially when faced by multiple risk index such as the 

case at hand.    

Although literature maintain an unresolved posture on the factors influencing choice 

of location within a country citing that Dunning’s (L) component is considered 

unsuitable as a method of analysis (McCann & Mudambi, 2004), they further argued 

that the L component to be used in helping to analyse location should be disaggregated 

in geographical context, which to our believe is what have been fairly adequately done 

in this present study.  Additionally, part of the recommendation of (Dai et al., 2013) in 

considering the extent of conflicts in neighboring countries as relevant to this study is 

helping to analyse the role of national borders in investment location, conflict and 

adjoining markets as major inputs in MNE decisions.   
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In similar vein, the NTT as a theory has provided the basis for a trading pattern which 

is connected to rising scale economies and the relevance associated with countries’ 

natural endowments (letto-Gillies, 2014) which are premise upon new or large markets 

in the host nation or its neighbors (Ajayi, 2006) as the case with market seeking FDI. 

As (Kinoshita & Campos, 2003) argued, the NTT is further suggestive of the major 

driving motive for FDI as the function of economies of scale in which agglomeration 

benefits are found to be increasingly important. Recent development indicated that 

MNE began to include the problem with FDI location into the NTT (Dimitropoulou et 

al., 2013). 

Since the market size of a country or region remain crucial in scale economies and 

agglomeration assessment, the study at hand is consistent with the focus of NTT 

following the degree of market size under assessment at both region, neighboring 

countries and national levels is primarily considered a measure of market demand 

(Kinoshita & Campos, 2003). The central tenet here is the favorable proximity around 

the studied area which as (Gonchar & Marek, 2013) put is a good sign of transaction 

costs in relation to carrying out production in hinterland sites. 

Although the (Markusen & Venables, 1998) model of NTT assume a condition of two 

countries converging in size, natural resources and cheaper costs in relation to 

production to alter trade and or investment , our study further inclined to a new route 

of assessing markets in a region in one country and the neighboring countries as 

receiving economies in display of their market size and natural resources advantages 

to MNEs seeking a potential location. The framework of NTT as (Barrios, Gorg, & 

Strobl, 2003) posit, viewed multinational firms as those wishing to involve in direct 
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investment rather than other form of entry modes, lending credence to our work 

believing that investments in the studied area may favor economies of scale compared 

to home country level of plant economies due mainly to large local market and fast 

promising growing market. Presence of geographic endowments has also been favored 

in past literatures which the region studied here parades in abundance.  

5.10 Summary of Hypotheses Discussion 

The need to highlight the manner in which the study’s hypotheses responded to the 

estimation results becomes paramount in order to establish the support base required 

towards the conclusion of the outcome of the study. The hypotheses as developed in 

Chapter 3 provided the main explanations in addressing the objectives to this research. 

This study considers the main hypotheses which dealt directly to the provisions of the 

core objective that seek to assess whether or not there is a relationship between 

political risk and FDI, the extent of the relationship and the effect such relationship 

has on the study area. The market effect hypotheses seek to determine the moderating 

variable role in the political risk-FDI relationship at the regional, neighboring countries 

and national market levels as well as the effects of these markets in mitigating the 

impact of political risk on FDI inflow to Northern Nigeria.  

The hypotheses to this study follow the objectives earlier set to be achieved and in 

summary addressed the contemporary issues relating to political risk indices and how 

each individually and at collective level seek to explain the degree of association or 

effect on FDI inflow, the market contested factor and the overall implication for 

location decision. As is traditional with this type of research, the dummy model 
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developed from the control variable Boko Haram has been assessed without a direction 

of cause or effect expecting that its presence or absence may however help influence 

the determination of IV and its impact over the DV.  

The following table 5.16 presents the summary of the hypotheses and the 

corresponding results obtained aimed to assist in the decision on the final outcome of 

this research. The table offered a detailed explanation in the manner of how the 

association between political risk and FDI, political risk indicators and FDI; market, 

political risk and FDI and finally market, political risk indicators and FDI and also 

with Boko Haram. The table further captured the summary outcome of the estimated 

market strength of the study area. The table also indicates the assumptions made in 

Chapter 3 with the corresponding results after the estimation. 

Table 5.16 

Summary of hypotheses results 

S/No Hypotheses Results 
                           Main   
1. H1 

Political risk has significant effect on FDI 
inflow 

Reject  

2. H3 
Kidnapping significantly affect FDI inflow 

Accept (+) 

3. H5 
Disputes with Neighboring Countries has 
significant effect on FDI inflow 

Accept (-) 

4. H6 
Religious tensions has significant effect on FDI 
inflow 

Accept (+) 

5. H7 
Ethnic tensions has significant effect on FDI 
inflow 

Accept (-) 

6. H8 
Political violence has significant effect on FDI 
inflow 

Reject (-) 

7. H9 Accept (+) 
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Corruption significantly affect FDI inflow 
 

                          Moderating   
8. H10 

Market size significantly moderates the 
influence of political risk on FDI inflow 

Accept  

9. H10b 
Market size significantly moderates the 
influence of kidnapping on FDI inflow 

Reject (-) 

10. H10c 
Market size significantly moderates the 
influence of country’s investment profile on 
FDI inflow  

Accept (+) 

11. H10d 
Market size significantly moderates the 
influence of DNC on FDI inflow 

Accept (-) 

12. H10e 
Market size significantly moderates the 
influence of religious tension on FDI inflow 

Accept (+) 

13. H10f 
Market size significantly moderates the 
influence of ethnic tension on FDI inflow 

Reject (-) 

14. H10g 
Market size significantly moderates the 
influence of political violence on FDI inflow 

Reject (-) 

15. H10h 
Market size significantly moderates the 
influence of corruption on FDI inflow 
H11                                                                                               

Accept (+) 

16.  Market size significantly moderates the 
influence of Boko Haram on FDI inflow 

Accept (+) 

5.11 Summary of Chapter  

The chapter discussed the relationship involving the variables and the outcome of the 

analysis from the results obtained. The results further demonstrate that increased FDI 

inflow depends on low level political risk. Market size of the northern region is not 

enough to reduce the impact of political risk at some level, where it does the level of 

mitigation is a fraction of what has not been expected. The aggregated effect of the 

regional market involving neighboring countries alone is found to positively mitigate 
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political risk impact. However, market size in general although moderately positive is 

insignificant in helping to determine investment flow to Nigeria nor its growth and 

potentials but only in the long run. The findings when compared with prior studies and 

theoretical supports are sustained with regards to earlier hypotheses advanced.  The 

chapter also highlights the specific indices of political risk and their respective 

association with FDI in particular, and how they responded to the market interactions. 

Further to this is the level of alternate calculation of the market growth and potentials 

using the mean change in GDP and population as an aggregate value for the entire 

country has been carried out. The findings reveal a fascinating result indicating the 

levels of political risk association with FDI, the market strength in moderating these 

risk elements and its character and impact in attracting foreign capital to Northern 

region of Nigeria. The chapter discusses the findings and showed the summary of 

hypotheses.    
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CONCLUSION AND RECOMMENDATION 

6.1 Introduction 

This chapter discusses the major findings, their policy implications, highlights the 

methodological and theoretical contributions derived from this study and the 

limitations faced; and proceeds to chart the line of future research direction and then 

concludes.  

6.2 Summary of Major Research Findings 

The study investigated the relationship of political risk and foreign direct investment 

(FDI) in Northern Nigeria between 2000 and 2014 using the moderating role of market 

size. Eight (8) political risk indices were assembled but seven (7) are used to assess 

their impact in repelling FDI to Northern Nigeria. Further examination of the effect of 

market size as the moderator and its extent in reducing the impact of political risk on 

the inflow of FDI at the disaggregated levels of regional market, neighboring countries 

market and the Nigeria market was carried out. 
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Data for the study have been generated from different sources thereby permitting the 

study to employ the use of simple regression models using the Stata Software to help 

estimate the results. Preliminary tests provided the basis for dropping some of the 

indices while sustaining others, centering of the data allowed its adequacy and fitness 

for the regression analysis to be carried out within the operating limit of nonnormal 

data principles. The main findings from the study are briefly given below: 

In general political risk is found in the estimation of Model 1 to positively and 

insignificantly influence FDI inflows to Northern Nigeria. This indicates that the 

region is prone to risks that can influence investment decisions of MNCs because of 

its positive association but in minute fraction. At separate or individual level impacts, 

the influence of institutional factors such as corruption, ethnicity and religion when 

combined with risks associated variables of criminal nature in a location like 

kidnapping, political violence and disputes on the borders of neighboring nations are 

found to contribute in some extent in the determination of and or influence of FDI 

inflows to Northern Nigeria. The degree of political risk is essentially one that is not 

found to inhibit the inflow of FDI to the region.  

Secondly, the moderating role of market size in the relationship of Political risk-FDI 

as Model 2 revealed, indicated that market size of Northern Nigeria and the adjoining 

markets of the border countries on the northern axis are crucial in location decision 

being a source of attraction to the region. Market size has been found to reduce the 

effect of political risk on FDI at regional border market only but not for the Northern 

region. The implication here is that the aggregate markets of the neighboring countries 

on the northern borders is a good location-specific factor. There is a positive link found 
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in the Nigeria market in terms of risk reduction impact, making the country at large as 

a potential favorable location. Large border markets therefore account for a major 

source of risk reduction and as a compensatory tool for market seeking investors. 

Thirdly, the disaggregated approach used in Model 3 estimation showed the power of 

market size in addressing risk indices combined, indicating large local market presence 

as a location advantage. This implies that risks of political nature are not a major 

concern. In other words market size has been found to moderate political risk impact 

significantly, and border effect was also found to favour foreign investment inflow to 

the region due to the strength of its market. The study also revealed the home market 

effect as a good compensatory factor in the long run only. However corruption and 

religion are a major source of concern in the case at hand. 

Fourthly, armed conflict of Boko Haram group at the region and across the borders is 

of concern, although market presence and influence has reduced its impact to a barest 

level minimum as the findings showed in Model 4. This indicates that containing BH 

and eliminating their threats can significantly boost the location advantage. At the time 

of this present study and in the years covered, the BH activity has been confined to the 

three (3) north eastern states which further confirmed their collective negative effect 

on investment over the vast region as immaterial, less impactful and generally 

contained.    

Fifthly, the market growth and potentials of the Northern region is weak and negative 

but that of the border markets when combined is prosperous. The findings showed that 

although the rural nature of the north is evident in the assessment undertaken, the 
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population size and agglomeration benefits are enormous. Market size is therefore 

found to reduce the effect of political risk as the cases in Model 2 through to 4 have 

indicated. Nigeria’s market growth is strong and promising signifying future benefits 

in terms of returns and innovation.   

Sixthly, the measurement of the political risk and its attendant impacts on FDI inflows 

to Northern Nigeria together with the assessed role of market size through the Models 

regressed and estimated implies that the Governments of Northern Nigerian states need 

only to improve the security of the region and its surrounding borders, promote their 

market and natural resources potentials, in order to consolidate and improve on the 

location advantages thereby attracting more FDI to the region. 

Seventhly, on the overall final note, this study found that market size as a favorable 

location factor has a significant moderating effect on the relationship between political 

risk and FDI inflows. The results obtained are in tandem with the theories 

underpinning this study- the OLI theory and the New Trade Theory. The study 

therefore highlights the major contributions as follows: 

6.2.1 Theoretical Contribution 

Past research works aimed broadly to establish the link between political risk and FDI 

focus mainly on the causal relationship by examining the negative impacts political 

risk indices have on aggregate FDI inflows, using a country, region or level of 

development as a unit of analysis (see Busse & Hefeker, 2005; Cleeve, 2008; Goswami 

& Haider, 2014; Hayakawa et al., 2011; Vadlamannati, 2012; van Wyk & Lal, 2008). 

There are few literature highlighting the same subject with regards to Africa (see 
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Asiedu, 2006; Bartels et al., 2014; Onyeiwu & Shrestha, 2004; van Wyk & Lal, 2010) 

and or group of  developing countries (see Asiedu, 2002, 2013; Majeed & Ahmad, 

2009; Ramírez-Alesón & Fleta-Asín, 2016; van Wyk & Lal, 2008).  

The few literature works specific to studying Nigeria’s risk impact account for the least 

with only (Frynas & Mellahi, 2003; Frynas, 1998) focusing mainly in the area of oil 

and gas related investment. One line of enquiry that document the risk impact at a 

regional level of assessment is the work of (Bischoff & Lambrechts, 2010) who studied 

the Niger Delta and the Gulf of Guinea. To the best knowledge of the researcher, this 

study is the first to disaggregate the country, study the Northern region and assess its 

political risk impact using market size and its moderating effect towards FDI 

attraction.  

The contribution to theory therefore is further seen in the area of the documented 

research that account largely for the assessment of location and its potentials from the 

angle of disaggregated geographical context against the usual country unit or level of 

assessment (Ma et al., 2012). This has also been suggested by early scholars stressing 

that such attempt to distinguish between locations in one country has not been made 

and that location is the main theme that requires continuous inquiry in IB literature 

(Goerzen et al., 2013; McCann & Mudambi, 2004; Mcdermott, 1977). This study 

therefore filled that gap by contributing to additional literature in relation to assessing 

location benefits of a region in one country instead of the entire country as is the case 

in the past, further emphasizing the importance of economically beneficial location as 

smaller than the country (Porter, 1994, 1998). 
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This study further built its line of inquiry from the suggestion made in the work of  

(Busse & Hefeker, 2005) to which the study developed a simple model that is 

theoretically premise on the common selected FDI determinants that have been 

combined with political risk indicators following which the effect has been estimated 

by avoiding an ad-hoc approach to the issue. This line of enquiry we believe is not new 

elsewhere, but we believe it is new in relation to the study area and the wider Nigeria 

political risk environment literature. Further to this are the mixed outcomes that trailed 

past literature regarding the market size of Nigeria and its impact in determining FDI 

to the country. This study hope the findings here will put to rest the issue by providing 

a new direction in using population strength as well as change in GDP growth as 

measures of Nigeria’s market size.  

In addition, including market size in the relationship between political risk and FDI 

provided a new line of improvement to the study on location theory, by showing the 

extent the moderator can empirically mitigate the impact of risks that are political in 

nature and character towards attracting or motivating inflow of FDI to Northern 

Nigeria. It is established here that market size significantly moderate the causal 

relationship between political risk and FDI. At this point, this study hopes that it has 

significantly contributed to new knowledge in confirming the extent economic factors 

in a given location can serve to moderate perceived risks, mitigates its influence by 

adding value to that location. This arises from the large domestic market effects which 

should be seen as a priority rather than the usually perceived risk by investors as 

suggested by (Wheeler & Mody, 1992).      
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Finally, previous literature on political risk and FDI relationship paraded replete 

findings majority of which examines transition economies, emerging markets, sub 

Saharan Africa or regional block (EU, ECOWAS, MENA, etc) and developing 

economies in group wise regression neglecting specific regions within a country, thus 

this study filled the gap by refining the theory and the method to fit the circumstance 

and environment of Northern Nigeria and in Nigeria thereby helping to elevate Nigeria 

research standing especially in the international business and investment perception.   

6.2.2 Methodological Contribution 

In the area of methodological contributions, this study found that most studies in the 

past that studied and examined the political risk and FDI relationship are econometrics 

in nature, panel data or cross-sectionally inclined (See Asiedu, 2006; Busse & Hefeker, 

2005; Clark & Tunaru, 2003; Gonchar & Marek, 2013; Goswami & Haider, 2014; 

Schneider & Frey, 1985). The work of (Bischoff & Lambrechts, 2010) being closest 

to this study, uses a qualitative approach to study and assess the relationship of nation-

states and political risk at regional level of Niger Delta and Gulf of Guinea.  

In contrast to above, this study employed quantitative approach to help assess the 

relationship and its associated impact of political risk and FDI using hierarchical 

multiple regression. The study assembled a risk index on the basis of the nature and 

peculiarity of our regional circumstance (see Bischoff & Lambrechts, 2010) and use 

market size as the moderating variable in the said relationship. This approach to the 

knowledge of the researcher has not been done before now and provides a basis as an 

addition to new line of approach in political risk and FDI study and assessment. To 
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our knowledge, this study is also among the first to employ a moderator in the study 

of political risk and FDI relationship or its assessment. 

Majority of past studies employed the use of GDP/GNI to measure market size and its 

growth, while this study used the population of the inhabitants to measure market size 

and as well population growth to measure market growth as recommended by 

(Jaumotte, 2004) believing that rapidly growing market is a function of its 

demographic standing (see Bartels et al., 2014). The study further used the mean 

change in GDP instead of the usual real GDP/GNI to extend its confirmation of the 

outcome when population figures are used. This method is also relatively new 

especially in empirical studies concerning Nigeria or any of its regions. The study also 

uses Time Series Data generated from different sources making it different from those 

in the past who uses panel or cross sectional data. 

This study observed in previous literature that most of the researchers have been 

interested in the political risk-FDI relationship while in this study we introduce and 

included a moderating variable in the relationship and of significance undertaking a 

within country analysis. This is an addition to the existing method of political risk-FDI 

assessment. In contributing further to methodology, this study developed and used an 

empirical Model to assist in the estimation of the variables of interest using simple 

linear and hierarchical models regressed through the use of Stata Software. This 

method is consistent with the position of (Deichmann, 2001) who viewed regression 

analysis as most favored in assessing the performance of the independent variables 

whenever determining investment location.  
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Finally, this study combined the determinants of FDI with the political risk indicators 

and estimated their aggregate effect and further moderated the IV influence on the DV 

using market effects, this method to the best knowledge of the researcher has not been 

done before within the context particularly of Nigeria research environment.     

6.2.3 Policy Implications 

In practical terms, this study presents a deeper understanding of Nigeria’s investment 

environment and in particular Northern Nigeria whose perception as an investment 

location is and has been negative, despite specific benefits when compared to the 

southern region and in particular the Niger Delta. This study therefore established that 

political risk impact on FDI inflows to Northern Nigeria is reduced by the positive 

effect of market although in an insignificant way, which in literary sense FDI is 

dependent on large market presence or appeal (Janicki & Wunnava, 2004).  

1. Investors consideration of Southern Nigeria or the Niger Delta in preference to 

natural resource abundance despite over bearing risks incidences at greater 

severity and scale requires a reconsideration when an alternative location 

within the same country provides a better and favorable risk mitigation 

attractions in form of natural resource endowments and large market size. The 

need to open the domestic market for international capital flow has been in the 

forefront of recommendations (Zhang, 2001), the conclusion is that market size 

and liberalization of the FDI attractions are what investors respond favorably 

to in any potential location.  
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2. MNEs are sensitive to risk conditions making them good risk averters and or 

avoiders. It is necessary for investors to emphasise on the long term benefits in 

a location such as where large foreign markets are available to guarantee 

further access to domestic and regional market (Nondo et al., 2016) such as the 

case at hand. Large domestic markets are important attractions to investors (He, 

2003; Huang & Wei, 2016) 

3. MNCs need to reappraise their market entry strategy in the context of location 

in order to favor areas or location with growing incomes, rising population and 

access to rural markets because these are what support and stimulates market 

seeking FDI to Africa (Nondo et al., 2016; Bende-Nabende, 2002). 

4. Foreign investors who are mainly market seeking and or natural resource 

seeking need to appraise further on location specific benefits where natural 

resource abundance are combined with vast market potentials tend to reap 

greater benefits (Ajayi, 2006), one compensate and covers for the other.        

5. International managers are employed to reassess their location perception of 

Northern Nigeria in terms of political risks specifically components studied 

here, that not all risks constitute negative situation in relation to location. 

Location benefits are seen to override perceived risk as this study indicates. 

6. Also international managers who carry out location decisions are best when 

geographical diversifications are considered as a major risk hedging strategy 

(Wheeler & Mody, 1992). 

7. Northern states governments are encouraged to overhaul their security 

strategies, beef up intelligence functions to help in the elimination of major 

crimes such as kidnapping, political violence, religious and ethnic violence and 
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as well eradicate BH. This will further secure the investment environment 

thereby attracting more FDI to the region. Another issue is the promotion and 

motivating northern inhabitants to tolerate one another in order to leave 

peacefully and harmoniously.  

8. Investment promotions, investment incentives and location marketing are 

highly recommended as policy thrust of Northern States Governments. This 

will provide information, guidance, and encouragement to the potential 

investors in the already attractive location. This will improve the image of the 

region and the country, thereby building the reputation of the host location so 

that the negative perception by outsiders can be reversed (Asiedu, 2002; 

Dunning, 1998; Musila & Sigué, 2006; Stefanović, 2008). Government should 

absolve itself from the investment promotion drive as currently done, instead 

private organisations are better promoters as the case with other countries. 

6.3 Limitation of the Study  

This study has the singular objective of determining the role of market size in the 

relationship between political risk and FDI, including examining the nature of the 

relationship, character and potentials of Northern Nigeria market towards attracting or 

repelling foreign investment. In doing this, some variables traditional in the political 

risk index assessment (especially when the ICRG model is applied) such as military in 

politics, investment profile, bureaucratic quality, law and order, internal conflict, 

democratic accountability, government stability and socio-economic conditions that 

have been considered in previous studies on the political risk and FDI relationship 
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were not included here. Future studies can consider widening the model to 

accommodate them all.  

On the other hand, some determinants of FDI such as natural resources, literacy level, 

and skilled labour of the study area were also left out. All these were necessitated due 

to the time period covered and the data availability particularly on the primary 

variables of interest to this study. It is hope that when the political risk index expands 

and the numbers of FDI determinants are also widened, the result may reveal new 

information on FDI inflows to the region. This is certain to alter the model as well as 

involving restructuring the indices and adding other determinants to help result in new 

findings about the region. 

Data limitation particularly on Nigeria States GDP, records of Nigeria Police Force on 

kidnapping, political violence, or any conflict and as well as the updated national 

population statistics are some obstacles in the execution of this work. Improved data 

management, collation and retrieval may account for our failure to use a more superior 

estimation technique beyond a simple regression modeling.   

6.4 Recommendation for Future Research 

Following the above limitations to this present study, future research suggestions in 

the following directions are recommended: 

1. The period covered by this study should be extended backwards in order to 

account for variation of FDI under regime characteristics not only for Northern 
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Nigeria but for the country at large. The country has in the past been under the 

military rule and variation in FDI inflow is certain to alter the outcome. 

2. Future research should also attempt an inquiry into other determinants of FDI 

and their role in moderating the relationship of political risk and FDI such as 

specifically literacy level and natural resource characteristics of Northern 

Nigeria towards attracting foreign capital. 

3. This study can be extended to the Southern Nigeria so as to help assess its risk 

impact on FDI thereby revealing such features as done in the North for the 

purpose of comparing the two regions capacity for attracting, repelling or 

retaining FDI. 

4. The present study document empirical analysis for the period 2000-2014 using 

political risk factors and how they affect FDI in Northern Nigeria only and 

proceed to moderate this relationship on market size, economic risk factors are 

other risk generating elements considered of influence to FDI inflows. Such 

factors as exchange, interest and inflation rates and GDP should be explored 

on the same region. Post 2015 Nigeria has seen opposition party in power 

witnessing plethora of policy changes and uncertainty in that direction. Future 

research in this area when combined with other FDI determinants and 

economic risk will surely reveal new information.  

6.5 Conclusions  

From the viewpoint of this present study and based on past research outcomes, this 

study is apt to conclude that political risk has a positive relationship with FDI, and that 

market size have significant positive impact on political risk influence on FDI inflows. 
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However, the market size of Northern Nigeria unexpectedly is negative to being an 

attraction for foreign direct investment, but regional market of the adjoining border 

countries aggregately respond significant and positive to FDI. Implying that Northern 

Nigeria at a disaggregated level is not a stimulating area for foreign capital attractions 

but its combined market size and effect with the border nations are potential favorable 

location to FDI inflows. 

Similarly, empirical evidence has been provided for the significant relationship 

between political risk and FDI. The moderating role of market size has been 

recognized at all the levels of assessment in mitigating the effect of political risk on 

FDI inflows. The model revolved its assumptions from literature works depicting the 

key variables used such as kidnapping, religious and ethnic tensions, corruption, 

investment profile, political violence and disputes with neighboring countries. The 

hierarchical regression model used in estimating these effects have adequately 

matched the empirical data thereby assuring that the results obtained in this study 

confirmed the theories applied. 
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APPENDIX A: LITERATURE MAP 
S/NO Author (s) Objective (s) Variable Use Methods  
1. Jenson (2008) To measure link 

of democracy and 
political risk 
levels 

Political risk, 
Democracy and 
FDI 

Mixed- 
Quantitative 
and Qualitative 
data 

2. Busse & Hefecker 
(2005) 

To explore the 
linkages between 
political risk, 
institutions and 
FDI 

Political risk, 
FDI Institutions 
& MNC 

Econometrics  

3. Belligoli (2012) Assess the risk of 
Chinese firms 
investment in 
Africa  

Political risk, 
Africa & China  

Conceptual  

4. Goswami & 
Haider (2014) 

To measure the 
effect of political 
risk on FDI 
inflow 

Political risk & 
FDI 

Panel 
regression & 
Factor Analysis 

5. Clark & Tunaru 
(2003) 

To measure the 
effect of 
countable 
mutually 
dependent 
political risk on 
FDI  

Political risk & 
FDI 

Conditional 
Poisson process 
& Bayesian 
process 

6. Baek & Qian 
(2011) 

Examine  whether 
and in what 
manner political 
risk affects FDI 
by comparing its 
different effects 
in 
Developing and 
developed 
economies. 

Political risk, 
FDI Developed 
& Developing 
economies 

Political risk 
index 
assessment 

7. Janeba (2002) Explain the 
pattern of 
investment in 
politically risky 
world 

FDI , political 
risk 

Empirical  

8. Ferrari & Rolfini 
(2008) 

Identify  the main 
components of 
political risk and 
the key indicators 
to measure 
them.  

Political risk,  
FDI, political 
index 

Conceptual  
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9. Jakobsen (2010) Determine the 
relationship in the 
political risk & 
FDI 

Political risk, 
FDI risk 
assessment 

Conceptual 

10. Sottilotta (2013) Overview of 
history & latest 
development in 
political risk 
assessment for 
foreign investors 

Political risk, 
FDI  

Conceptual 

11.  Jaumotte (2004) Investigates the 
effect of market 
size of regional 
trade agreement 
(RTA) is an FDI 
determinant  

Market size, 
RTA, FDI 

econometric 

12. Bissoon (2011) Explain FDI in 
developing 
countries with 
emphasis on role 
or quality of 
institutions 

FDI, 
Institutions 

Cross-sectional 
regression 

13. Gonchar & Marek 
(2013) 

Conduct an 
empirical study of 
the factors that 
affect spatial 
distribution of 
FDI in Russian 
regions  

FDI, market 
size, 
Endowments 

Conditional 
Logit Model 

14. Asiedu (2006) To assess  the role 
of basic 
determinants of  
FDI in Africa  

FDI, market 
size, natural 
resources, 
political 
instability, 
government 
policy & 
Institutions 

Panel Data 

15. Scheneider & 
Frey (1985) 

To assess the 
political and 
economic factors 
in determining 
FDI  

Political, 
economic, FDI  

Multivariate 
Regression 

16.  Assuncao, et al 
(2011) 

To assess the 
theoretical  basis 
of FDI 
determinants 

FDI Conceptual  

17. Mhlanga, et al 
(2010) 

Analyze the 
determinants & 

SADC, FDI Multivariate 
Regression 
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trends of FDI in 
SADC region 

18. Mohamed & 
Sidiropoulos 
(2010) 

Analyze the main 
determinants of 
FDI in MENA 
countries 

FDI, MENA Panel Data 

19.  Buckley ,et al 
(2007) 

Investigates the 
determinants of 
Chinese ODI 

Outward FDI, 
China, MNC 

Statistical –
POLS & RE 

20. Botric & Skuflic 
(2006) 

Analyzes the 
geographical & 
sector distribution 
of FDI in SEEC 
and compares its 
amount with that 
of CEEC 

FDI, SEEC, 
CEEC 

Panel Data 

21. Bischoff & 
Lambrechts 
(2010) 

Assesses the 
relationship of 
nation-states and 
political risk on 
regional level 

FDI, Political 
risk, Niger 
Delta, Gulf of 
Guinea 

Qualitative – 
conceptual 

22. Bilson, et al 
(2002) 

To test the 
association 
between political 
risk & emerging 
market stocks 

Political risk, 
Emerging 
market, Stocks 

Econometric  

23. Moses (2011) Assesses the 
sectorial  
performance of 
oil & non-oil FDI 
in the economic 
growth of Nigeria  

FDI, Economic 
Growth, Nigeria 

Econometric  

24. Anyawu (2012) Investigate why 
FDI go where 
they do in Africa  

FDI, Africa, 
FDI factors 

Cross Country 
Regression 

25. Ayanwale (2007) Investigated the 
empirical 
relationship 
between non-
extractive FDI & 
economic growth 
in Nigeria  

FDI, Economic 
Growth, Nigeria 

Augmented 
Growth Model 
(OLS/2SLS) 

26. Dupasquier & 
Osakwe (2005) 

Examines 
performance, 
promotion & 
prospects of FDI 
in Africa 

FDI, Africa Conceptual  
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27. Majeed & Ahmad 
(2009) 

Examines the 
range of host 
country 
characteristics 
that determine 
FDI flows to 
developing 
countries 
 

FDI, 
Developing 
Countries, 
Investment  

Panel Data 

28. Faeth (2009) Reviewed Nine 
theoretical 
Models on FDI 

FDI Theories Review Article 

29. Abu, Wafure & 
Auta (2011) 

Examines major 
FDI to Nigeria  

FDI, Nigeria  OLS/ECT 

30. Izuchukwu & 
Ofori (2014) 

Investigates why 
South-South FDI 
to Nigeria is 
booming 

FDI, China, 
Nigeria, 
Bilateral 
Relations, 
South-South 

Econometric  

31. Oriakhi & 
Osemwengie 
(2012) 

Examine the 
relationship 
between FDI & 
National Security 

FDI, Security, 
Nigeria  

Regression 
(OLS) 

32. Akinde & Yusuff 
(2014) 

To verify if 
security exert 
positive or 
negative shock on 
FDI 

FDI, Security, 
Nigeria  

Time Series/ 
ECM 
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APPENDIX B: DATA   
1. GDP of Lake Chad Basin Countries (World Bank) 

 Chad Cameroon Benin Niger Nigeria  
2000 1385.361 9287.368 2359.122 1727.058 74591.45  
2001 1709.738 9633.109 2499.269 1880.694 70976.56  
2002 1987.329 10879.78 2807.652 2144.636 95063.46  
2003 2722.68 13621.74 3557.225 2640.611 108794.6  
2004 4414.874 15775.36 4050.864 2897.006 141260.7  
2005 5873.376 16587.86 4358.007 3369.007 180502  
2006 6299.827 17953.07 4705.08 3646.73 233859.8  
2007 7008.151 20431.78 5511.878 4283.547 267663.5  
2008 8353.965 23322.26 6633.553 5403.362 334580.5  
2009 7466.328 23381.14 6584.541 5397.122 272536  
2010 8630.187 23622.48 6557.805 5718.588 369062.4  
2011 9819.351 26587.31 7289.719 6409.17 411743.8  
2012 10210.62 26472.05 7543.282 6687.733 460953.9  
2013 10459.9 29567.5 8307.234 7407.418 514964.8  
2014 11384.95 31602.4 8654.608 7820.088 566496.3  

 
2. Kidnapping (Nigeria Police, Red24) 

2000 250 
2001 360 
2002 330 
2003 410 
2004 350 
2005 800 
2006 380 
2007 280 
2008 309 
2009 700 
2010 740 
2011 480 
2012 600 
2013 1700 
2014 1400 
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3. Projected Population of Northern States (World Bank) 

 
 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Abuja 455,300 467,137 479,282 491,743 504,528 517,645 1,406,239 1,442,801 1,679,962 1,836,198 2,039,936 2,095,014 2,151,579 2,209,671 2,269,332

Adamawa 2,575,012 2,641,962 2,710,653 2,781,129 2,853,438 2,927,627 3,178,950 3,264,781 3,366,003 3,463,617 3,569,948 3,666,336 3,765,327 3,866,990 3,971,398

Bauchi 5,329,982 5,468,561 5,610,743 5,756,622 5,906,294 6,060,185 4,653,066.00 4,778,698 4,974,853 5,143,998 5,330,933 5,474,868 5,622,689 5,774,501 5,930,412

Benue 3,372,511 3,460,196 3,550,161 3,642,465 3,737,169 3,834,335 4,253,641 4,368,489 4,512,688 4,648,068 4,795,967 4,925,458 5,058,445 5,195,023 5,335,288

Borno 3,106,603 3,187,374 3,270,245 3,355,271 3,442,508 3,532,013 4,171,104 4,283,723 4,459,561 4,611,186 4,778,758 4,907,784 5,040,294 5,176,381 5,316,143

Gombe 2,365,040 2,365,040 2,365,040 2,365,040 2,365,040 2,365,040 2,365,040 2,428,896 2,518,824 2,599,427 2,687,993 2,760,568 2,835,103 2,911,650 2,990,264

Jigawa 3,522,517 3,614,102 3,708,068 3,804,477 3,903,393 4,004,881 4,361,002 4,478,749 4,617,608 4,751,518 4,897,387 5,029,616 5,165,415 5,304,881 5,448,112

Kaduna 4,821,128 4,946,477 5,075,085 5,207,037 5,342,420 5,481,322 6,113,503 6,278,567 6,485,815 6,680,390 6,892,955 7,079,065 7,270,199 7,466,494 7,668,089

Kano 7,117,819 7,302,882 7,492,756 7,687,567 7,887,443 8,092,516 9,401,288 9,655,122 10,032,011 10,363,067 10,727,888 11,017,540 11,315,014 11,620,519 11,934,273

Katsina 4,597,585 4,717,122 4,839,767 4,965,600 5,094,706 5,227,168 5,801,584 5,958,226 6,154,900 6,339,547 6,541,267 6,717,881 6,899,263 7,085,543 7,276,852

Kebbi 2,533,898 2,599,779 2,667,373 2,736,724 2,807,878 2,880,882 3,256,541 3,344,467 3,461,576 3,568,885 3,686,429 3,785,962 3,888,182 3,993,162 4,100,977

Kogi 2,630,993 2,699,398 2,769,582 2,841,591 2,915,472 2,991,274 3,314,043 3,403,522 3,515,868 3,621,344 3,736,573 3,837,460 3,941,071 4,047,479 4,156,760

Kwara 1,896,802 1,946,119 1,996,718 2,048,632 2,101,896 2,156,545 2,365,353 2,429,217 2,509,403 2,584,685 2,666,928 2,738,935 2,812,886 2,888,833 2,966,831

Nassarawa 1,869,377 1,869,377 1,869,377 1,869,377 1,869,377 1,869,377 1,869,377 1,919,850 1,983,222 2,042,719 2,107,717 2,164,625 2,223,069 2,283,091 2,344,734

Niger 2,966,432 3,043,559 3,122,691 3,203,880 3,287,180 3,372,646 3,954,772 4,061,551 4,228,268 4,372,029 4,530,911 4,653,245 4,778,882 4,907,911 5,040,424

Plateau 4,057,702 4,163,202 4,271,445 4,382,502 4,496,447 4,613,354 3,206,531 3,293,107 3,382,021 3,473,336 3,572,229 3,668,679 3,767,733 3,869,461 3,973,936

Sokoto 5,475,962 5,618,337 5,764,413 5,914,287 6,068,058 6,225,827 3,702,676 3,802,648 3,928,169 4,046,014 4,174,756 4,287,474 4,403,235 4,522,122 4,644,219

Taraba 1,852,399 1,900,561 1,949,975 2,000,674 2,052,691 2,106,060 2,294,800 2,356,759 2,429,828 2,500,293 2,577,051 2,646,631 2,718,090 2,791,478 2,866,847

Yobe 1,714,615 1,759,194 1,804,933 1,851,861 1,900,009 1,949,409 2,321,339 2,384,015 2,486,676 2,573,710 2,670,175 2,742,269 2,816,310 2,892,350 2,970,443

Zamfara 3,278,873 3,278,873 3,278,873 3,278,873 3,278,873 3,278,873 3,278,873 3,367,402 3,492,078 3,603,825 3,726,613 3,827,231 3,930,566 4,036,691 4,145,681
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4. Projected Population of Lake Chad Basin Countries (World Bank) 

 BENIN CAMEROON CHAD NIGER NIGERIA 
2000 6949366 15927713 8343321 11224523 122876723 
2001 7174911 16349364 8663599 11642308 126014935 
2002 7414744 16779434 9002102 12075991 129246283 
2003 7665681 17218591 9353516 12526725 132581484 
2004 7922796 17667576 9710498 12996012 136033321 
2005 8182362 18126999 10067932 13485436 139611303 
2006 8443717 18597109 10423616 13995530 143318011 
2007 8707637 19078100 10779504 14527631 147152502 
2008 8973525 19570418 11139740 15085130 151115683 
2009 9240982 20074522 11510535 15672194 153207145 
2010 9509798 20590666 11896380 16291990 159424742 
2011 9779391 21119065 12298512 16946485 163770669 
2012 10049792 21659488 12715465 17635782 168240403 
2013 10322232 22211166 13145788 18358863 172816517 
2014 10598482 22773014 13587053 19113728 177475986 

 
5. Political Violence (Northern Nigeria) ITERATE 

2000 5 
2001 12 
2002 5 
2003 6 
2004 14 
2005 1 
2006 5 
2007 0 
2008 0 
2009 0 
2010 9 
2011 41 
2012 65 
2013 121 
2014 242 
2015 194 

 
6. Institutional Variables (ICRG) 

 InvtP 
Ext 
Conflict Corr RelT EthT 

2000 5 10 1 1.17 1.83 
2001 5.42 10.75 1 0.88 1.75 
2002 4.54 11.08 1 0.5 1 
2003 4.04 10.58 1 1.42 1.58 
2004 4.5 10 1 2 2 
2005 4.88 10 1.33 2 2 
2006 6.13 10 1.5 2 2 
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2007 6 9.67 1.5 2 2 
2008 6.04 9.21 1.5 1.96 2 
2009 6.5 9.5 1.5 1.5 2 
2010 6.5 9.5 1.5 1.5 2 
2011 6.5 9.5 1.5 1.5 2 
2012 6.5 9.5 1.5 1.5 2 
2013 6.5 9.5 1.5 1.5 2 
2014 6.5 9.4 1.5 1.5 2 

7. Investment by Location  
2000 10, 200,000 
2001 96,170,812 
2002 50,498,089 
2003 46,627,661 
2004 83,517,029 
2005 30,146,357 
2006 11,046,402 
2007 84,292,945 
2008 55,678,176 
2009 799,635 
2010 1,953,472 
2011 18,620,573 
2012 2,843,793 
2013 12,006,354 
2014 6,430,614 

 
8. FDI inflow to Nigeria (UNCTAD) figures in billions of $ 

 
2001 1 277 
2002 2 040 
2003 2 171 
2004 2 127 
2005 4 978 
2006 4 898 
2007 6 087 
2008 8 249 
2009 8 650 
2010 6 099 
2011 8 915 
2012 7 127 
2013 5 608 
2014 4 694 
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9. Final Quarter Conversion for All Indices 
 

Date BH FDI KID INVP DNC RelT EthT PolV CORR POPNC POPNIG POPNOR INVTLOC GDPNC GDPNIG 
2000q1 0 1310 250 5 10 1.17 1.83 5 1 42791238 1.24E+08 65085250 1.02E+08 14758.91 74591.45 
2000q2 0 1301.75 277.5 5.105 10.1875 1.0975 1.81 6.75 1 43137554 1.24E+08 65917726 1.01E+08 14999.88 73687.73 
2000q3 0 1293.5 305 5.21 10.375 1.025 1.79 8.5 1 43483868 1.25E+08 66294908 99129833 15240.86 72784.01 
2000q4 0 1285.25 332.5 5.315 10.5625 0.9525 1.77 10.25 1 43830182 1.26E+08 66672078 97650322 15481.84 71880.28 
2001q1 0 1277 360 5.42 10.75 0.88 1.75 12 1 44190705 1.27E+08 67049252 96170812 15722.81 70976.56 
2001q2 0 1467.75 352.5 5.2 10.8325 0.785 1.5625 10.25 1 44551228 1.28E+08 67436237 84752631 16246.96 76998.29 
2001q3 0 1658.5 345 4.98 10.915 0.69 1.375 8.5 1 44911749 1.28E+08 67823220 73334450 16771.1 83020.01 
2001q4 0 1849.25 337.5 4.76 10.9975 0.595 1.1875 6.75 1 45272271 1.29E+08 68210200 61916270 17295.25 89041.74 
2002q1 0 2040 330 4.54 11.08 0.5 1 5 1 45645332 1.30E+08 68597180 50498089 17819.4 95063.46 
2002q2 0 2072.75 350 4.415 10.955 0.73 1.145 5.25 1 46018393 1.31E+08 68994224 49530482 19000.11 98496.25 
2002q3 0 2105.5 370 4.29 10.83 0.96 1.29 5.5 1 46391454 1.32E+08 69391271 48562875 20180.83 101929 
2002q4 0 2138.25 390 4.165 10.705 1.19 1.435 5.75 1 46764513 1.33E+08 69788311 47595268 21361.54 105361.8 
2003q1 0 2171 410 4.04 10.58 1.42 1.58 6 1 47147606 1.33E+08 70185352 46627661 22542.26 108794.6 
2003q2 0 2160 395 4.155 10.435 1.565 1.685 8 1 47530699 1.34E+08 70592719 55850003 23691.22 116911.1 
2003q3 0 2149 380 4.27 10.29 1.71 1.79 10 1 47913790 1.35E+08 71000090 65072345 24840.18 125027.7 
2003q4 0 2138 365 4.385 10.145 1.855 1.895 12 1 48296882 1.36E+08 71407455 74294687 25989.15 133144.2 
2004q1 0 2127 350 4.5 10 2 2 14 1 48688345 1.37E+08 71814820 83517029 27138.1 141260.7 
2004q2 0 2839.75 462.5 4.595 10 2 2 10.75 1.0825 49079806 1.38E+08 72232861 70174361 27900.65 151071 
2004q3 0 3552.5 575 4.69 10 2 2 7.5 1.165 49471268 1.39E+08 72650904 56831693 28663.18 160881.4 
2004q4 0 4265.25 687.5 4.785 10 2 2 4.25 1.2475 49862729 1.40E+08 73068943 43489025 29425.72 170691.7 
2005q1 0 4978 800 4.88 10 2 2 1 1.33 50262041 1.41E+08 73486979 30146357 30188.25 180502 
2005q2 0 4958 695 5.1925 10 2 2 2 1.3725 50661351 1.41E+08 73932666 25371368 30792.36 193841.5 
2005q3 0 4938 590 5.505 10 2 2 3 1.415 51060662 1.42E+08 74378355 20596380 31396.48 207180.9 
2005q4 0 4918 485 5.8175 10 2 2 4 1.4575 51459972 1.43E+08 74824039 15821391 32000.6 220520.4 
2006q1 0 4898 380 6.13 10 2 2 5 1.5 51868197 1.44E+08 75269722 11046402 32604.71 233859.8 
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2006q2 0 5195.25 355 6.0975 9.9175 2 2 3.75 1.5 52276423 1.45E+08 75777442 29358038 33762.37 242310.7 
2006q3 0 5492.5 330 6.065 9.835 2 2 2.5 1.5 52684647 1.46E+08 76285160 47669674 34920.04 250761.7 
2006q4 0 5789.75 305 6.0325 9.7525 2 2 1.25 1.5 53092872 1.47E+08 76792874 65981310 36077.69 259212.6 
2007q1 0 6087 280 6 9.67 2 2 0 1.5 53511858 1.48E+08 77300590 84292945 37235.36 267663.5 
2007q2 0 6627.5 287.25 6.01 9.555 1.99 2 0 1.5 53930843 1.49E+08 78030278 77139253 38854.8 284392.8 
2007q3 0 7168 294.5 6.02 9.44 1.98 2 0 1.5 54349828 1.50E+08 78759967 69985561 40474.25 301122 
2007q4 0 7708.5 301.75 6.03 9.325 1.97 2 0 1.5 54768813 1.51E+08 79489652 62831868 42093.69 317851.3 
2008q1 0 8249 309 6.04 9.21 1.96 2 0 1.5 55201168 1.52E+08 80219334 55678176 43713.14 334580.5 
2008q2 0 8349.25 406.75 6.155 9.2825 1.845 2 0 1.5 55633524 1.52E+08 80870466 41958541 43492.14 319069.4 
2008q3 0 8449.5 504.5 6.27 9.355 1.73 2 0 1.5 56065878 1.53E+08 81521601 28238906 43271.14 303558.3 
2008q4 0 8549.75 602.25 6.385 9.4275 1.615 2 0 1.5 56498233 1.53E+08 82172728 14519270 43050.13 288047.1 
2009q1 1 8650 700 6.5 9.5 1.5 2 0 1.5 56945883 1.55E+08 82823856 799635 42829.13 272536 
2009q2 1 8012.25 710 6.5 9.5 1.5 2 2.25 1.5 57393534 1.56E+08 83545998 1088094 43254.12 296667.6 
2009q3 1 7374.5 720 6.5 9.5 1.5 2 4.5 1.5 57841184 1.58E+08 84268140 1376553 43679.1 320799.2 
2009q4 1 6736.75 730 6.5 9.5 1.5 2 6.75 1.5 58288834 1.59E+08 84990278 1665013 44104.08 344930.8 
2010q1 1 6099 740 6.5 9.5 1.5 2 9 1.5 58752489 1.61E+08 85712414 1953472 44529.06 369062.4 
2010q2 1 6803 675 6.5 9.5 1.5 2 17 1.5 59216145 1.62E+08 86290976 6120247 45923.19 379732.8 
2010q3 1 7507 610 6.5 9.5 1.5 2 25 1.5 59679798 1.63E+08 86869531 10287022 47317.31 390403.1 
2010q4 1 8211 545 6.5 9.5 1.5 2 33 1.5 60143453 1.64E+08 87448088 14453797 48711.43 401073.4 
2011q1 1 8915 480 6.5 9.5 1.5 2 41 1.5 60622721 1.65E+08 88026641 18620573 50105.55 411743.8 
2011q2 1 8468 510 6.5 9.5 1.5 2 47 1.5 61101992 1.66E+08 88620822 14676378 50307.59 424046.3 
2011q3 1 8021 540 6.5 9.5 1.5 2 53 1.5 61581259 1.67E+08 89215003 10732183 50509.62 436348.9 
2011q4 1 7574 570 6.5 9.5 1.5 2 59 1.5 62060527 1.68E+08 89809176 6787988 50711.65 448651.4 
2012q1 1 7127 600 6.5 9.5 1.5 2 65 1.5 62554908 1.69E+08 90403352 2843793 50913.69 460953.9 
2012q2 1 6747.25 875 6.5 9.5 1.5 2 79 1.5 63049289 1.71E+08 91013574 5134434 52120.77 474456.6 
2012q3 1 6367.5 1150 6.5 9.5 1.5 2 93 1.5 63543669 1.72E+08 91623796 7425074 53327.87 487959.4 
2012q4 1 5987.75 1425 6.5 9.5 1.5 2 107 1.5 64038049 1.73E+08 92234012 9715714 54534.96 501462.1 
2013q1 1 5608 1700 6.5 9.5 1.5 2 121 1.5 64546606 1.74E+08 92844231 12006354 55742.05 514964.8 
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2013q2 1 5379.5 1625 6.494647 9.512109 1.509037 1.984609 151.25 1.503205 65055164 1.75E+08 93470929 10612419 56541.81 527411.2 
2013q3 1 5151 1550 6.489294 9.524218 1.518074 1.969218 181.5 1.506409 65563721 1.76E+08 94097630 9218484 57341.57 539857.6 
2013q4 1 4922.5 1475 6.483941 9.536327 1.527111 1.953827 211.75 1.509614 66072277 1.77E+08 94724322 7824549 58141.33 552304 
2014q1 1 4694 1400 6.478588 9.548436 1.536148 1.938436 242 1.512819 66594209 1.79E+08 95351015 6430614 58941.08 564750.4 
2014q2 1   6.474032 9.558182 1.542244 1.931162 230 1.515623 67116139 1.80E+08 95994633 5949644 59869.6 578352.7 
2014q3 1   6.469475 9.567929 1.54834 1.923887 218 1.518428 67638070 1.81E+08 96638256 5468674 60798.1 591954.9 
2014q4 1   6.464919 9.577675 1.554437 1.916613 206 1.521232 68160000 1.82E+08 97281868 4987705 61726.62 605557.1 
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APPENDIX C: ESTIMATION AND REGRESSION 
Correcting Serial correlation 
.  prais lfdi kid  dnc relt etht polv corr , corc 
Iteration 0:  rho = 0.0000 
Iteration 1:  rho = 0.8240 
Iteration 2:  rho = 0.8463 
Iteration 3:  rho = 0.8572 
Iteration 4:  rho = 0.8632 
Iteration 5:  rho = 0.8667 
Iteration 6:  rho = 0.8688 
Iteration 7:  rho = 0.8700 
Iteration 8:  rho = 0.8708 
Iteration 9:  rho = 0.8713 
Iteration 10:  rho = 0.8715 
Iteration 11:  rho = 0.8717 
Iteration 12:  rho = 0.8718 
Iteration 13:  rho = 0.8719 
Iteration 14:  rho = 0.8720 
Iteration 15:  rho = 0.8720 
Iteration 16:  rho = 0.8720 
Iteration 17:  rho = 0.8720 
Iteration 18:  rho = 0.8720 
Iteration 19:  rho = 0.8720 
Iteration 20:  rho = 0.8720 
Iteration 21:  rho = 0.8720 
Iteration 22:  rho = 0.8720 
Iteration 23:  rho = 0.8720 
 
Cochrane-Orcutt AR(1) regression -- iterated estimates 
 
      Source |       SS           df       MS      Number of obs   =        56 
-------------+----------------------------------   F(6, 49)        =     21.70 
       Model |   .36479237         6  .060798728   Prob > F        =    0.0000 
    Residual |  .137273403        49  .002801498   R-squared       =    0.7266 
-------------+----------------------------------   Adj R-squared   =    0.6931 
       Total |  .502065773        55  .009128469   Root MSE        =    .05293 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |  -.0000153   .0000795    -0.19   0.849    -.0001751    .0001445 
         dnc |  -.5118385   .1140941    -4.49   0.000    -.7411193   -.2825577 
        relt |  -.1534867   .1515114    -1.01   0.316    -.4579603    .1509869 
        etht |  -.4520722   .1789691    -2.53   0.015    -.8117241   -.0924204 
        polv |  -.0021591   .0005564    -3.88   0.000    -.0032772   -.0010409 
        corr |   1.734223   .2523189     6.87   0.000     1.227169    2.241277 
       _cons |   12.39065   1.483209     8.35   0.000     9.410031    15.37127 
-------------+---------------------------------------------------------------- 
         rho |   .8720294 
------------------------------------------------------------------------------  
Durbin-Watson statistic (original)    0.206954 
Durbin-Watson statistic (transformed) 0.845346 
. reg lfdi kid  dnc relt etht polv corr, robust 
 
Linear regression                               Number of obs     =         57 
                                                F(6, 50)          =     361.87 
                                                Prob > F          =     0.0000 
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                                                R-squared         =     0.9508 
                                                Root MSE          =     .14943 
 
------------------------------------------------------------------------------ 
             |               Robust 
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |   .0001834   .0001179     1.56   0.126    -.0000535    .0004203 
         dnc |   -.630905   .1169218    -5.40   0.000    -.8657495   -.3960606 
        relt |   .2596158   .0872997     2.97   0.005     .0842692    .4349623 
        etht |   -1.09347   .1491163    -7.33   0.000    -1.392979   -.7939612 
        polv |  -.0026175   .0005706    -4.59   0.000    -.0037635   -.0014715 
        corr |   2.042876   .2495798     8.19   0.000     1.541581    2.544172 
       _cons |   13.51141   1.554507     8.69   0.000      10.3891    16.63373 
 
. reg lfdi kid  relt etht polv corr lcdnc lcpopnig2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(7, 49)        =    135.19 
       Model |   21.586419         7  3.08377414   Prob > F        =    0.0000 
    Residual |  1.11769835        49   .02281017   R-squared       =    0.9508 
-------------+----------------------------------   Adj R-squared   =    0.9437 
       Total |  22.7041174        56  .405430667   Root MSE        =    .15103 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |   .0000421   .0001154     0.36   0.717    -.0001899    .0002741 
        relt |   .6629743    .132435     5.01   0.000     .3968363    .9291123 
        etht |  -.3555574   .1728118    -2.06   0.045    -.7028357    -.008279 
        polv |  -.0028095    .000753    -3.73   0.000    -.0043227   -.0012964 
        corr |   2.966015   .1776875    16.69   0.000     2.608939    3.323092 
      lcdnc2 |   .1282398   .0243269     5.27   0.000     .0793532    .1771265 
   lcpopnig2 |    .063702   .0222848     2.86   0.006      .018919    .1084849 
       _cons |   2.354514    .876565     2.69   0.010     .5929903    4.116037 
------------------------------------------------------------------------------ 
. vif 
 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
        relt |      7.36    0.135816 
   lcpopnig2 |      4.87    0.205364 
         kid |      4.51    0.221701 
        etht |      4.50    0.222393 
        polv |      4.12    0.242972 
        corr |      4.06    0.246068 
      lcdnc2 |      3.45    0.290039 
-------------+---------------------- 
    Mean VIF |      4.70 
sum popnig 
gen cpopnig=popnig-r(mean) 
gen cpopnig2=cpopnig^2 
reg lfdi kid  relt etht polv corr dnc cpopnig2 
vif 
 
 
reg lfdi kid  relt etht polv corr  lcpopnor2 cinvp2 
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      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(7, 49)        =    181.62 
       Model |  21.8615462         7  3.12307803   Prob > F        =    0.0000 
    Residual |   .84257111        49  .017195329   R-squared       =    0.9629 
-------------+----------------------------------   Adj R-squared   =    0.9576 
       Total |  22.7041174        56  .405430667   Root MSE        =    .13113 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |  -5.54e-07   .0001008    -0.01   0.996    -.0002032    .0002021 
        relt |  -.1639855   .0925501    -1.77   0.083    -.3499719    .0220008 
        etht |   .2527169   .1690683     1.49   0.141    -.0870386    .5924724 
        polv |  -.0016137    .000645    -2.50   0.016      -.00291   -.0003175 
        corr |   3.096333   .1556149    19.90   0.000     2.783613    3.409053 
   lcpopnor2 |  -.0420187   .0179444    -2.34   0.023    -.0780793   -.0059582 
      cinvp2 |   .2824493   .0390544     7.23   0.000     .2039666     .360932 
       _cons |   5.197753   .6366622     8.16   0.000     3.918332    6.477174 
------------------------------------------------------------------------------  
 
. vif 
 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
        etht |      5.71    0.175156 
        relt |      4.77    0.209645 
         kid |      4.56    0.219082 
        corr |      4.13    0.241852 
        polv |      4.01    0.249610 
   lcpopnor2 |      3.12    0.320278 
      cinvp2 |      2.29    0.436577 
-------------+---------------------- 
    Mean VIF |      4.09 
 
 
 
reg lfdi kid  relt etht polv corr lcdnc2 lcpopnc2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(7, 49)        =    147.91 
       Model |  21.6781554         7  3.09687935   Prob > F        =    0.0000 
    Residual |  1.02596194        49  .020937999   R-squared       =    0.9548 
-------------+----------------------------------   Adj R-squared   =    0.9484 
       Total |  22.7041174        56  .405430667   Root MSE        =     .1447 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |  -5.04e-06   .0001129    -0.04   0.965    -.0002319    .0002218 
        relt |   .7386672   .1304448     5.66   0.000     .4765285    1.000806 
        etht |  -.4193789   .1683512    -2.49   0.016    -.7576933   -.0810645 
        polv |   -.002841   .0007122    -3.99   0.000    -.0042723   -.0014098 
        corr |   3.060321   .1745178    17.54   0.000     2.709614    3.411027 
      lcdnc2 |   .1340663   .0228314     5.87   0.000     .0881848    .1799477 
    lcpopnc2 |   .0839889   .0230446     3.64   0.001      .037679    .1302988 
       _cons |   1.756327   .8546681     2.05   0.045     .0388074    3.473847 
------------------------------------------------------------------------------  
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. vif 
 
    Variable |       VIF       1/VIF   
-------------+---------------------- 
        relt |      7.78    0.128502 
    lcpopnc2 |      5.20    0.192155 
         kid |      4.70    0.212894 
        etht |      4.65    0.215101 
        corr |      4.27    0.234151 
        polv |      4.01    0.249298 
      lcdnc2 |      3.31    0.302252 
-------------+---------------------- 
    Mean VIF |      4.85 
 
reg lfdi kid  relt etht polv corr lcdnc2 lcpopnc2 lcpopnor2 mnkid mnrelt mnetht mnpolv mncorr 
mnlcdnc2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(14, 42)       =    321.21 
       Model |  22.4940293        14  1.60671638   Prob > F        =    0.0000 
    Residual |  .210088042        42  .005002096   R-squared       =    0.9907 
-------------+----------------------------------   Adj R-squared   =    0.9877 
       Total |  22.7041174        56  .405430667   Root MSE        =    .07073 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |   .0085772   .0049488     1.73   0.090    -.0014099    .0185642 
        relt |  -4.551446   3.113795    -1.46   0.151    -10.83534    1.732448 
        etht |   1.332022   17.11851     0.08   0.938    -33.21453    35.87858 
        polv |   .2323855   .0659102     3.53   0.001     .0993733    .3653978 
        corr |  -21.21641   11.57082    -1.83   0.074    -44.56726    2.134447 
      lcdnc2 |   .7974784   .3293917     2.42   0.020      .132739    1.462218 
    lcpopnc2 |  -.0451148   .0306443    -1.47   0.148    -.1069575    .0167279 
   lcpopnor2 |  -1.234821   1.305699    -0.95   0.350    -3.869829    1.400187 
       mnkid |  -.0002686   .0001525    -1.76   0.086    -.0005765    .0000392 
      mnrelt |   .1428728   .0995974     1.43   0.159    -.0581229    .3438684 
      mnetht |   -.055006   .5327385    -0.10   0.918    -1.130116    1.020104 
      mnpolv |  -.0069774    .001967    -3.55   0.001    -.0109469   -.0030079 
      mncorr |   .7271726   .3636346     2.00   0.052    -.0066717    1.461017 
    mnlcdnc2 |  -.0251249   .0106969    -2.35   0.024    -.0467122   -.0035376 
       _cons |   47.20896   42.10913     1.12   0.269     -37.7707    132.1886 
 
 
 
reg lfdi kid  relt etht polv corr lcdnc2 lcpopnig2 mnkid mnrelt mnetht mnpolv mncorr mnlcdnc2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(13, 43)       =    353.76 
       Model |  22.4937975        13  1.73029211   Prob > F        =    0.0000 
    Residual |  .210319876        43   .00489116   R-squared       =    0.9907 
-------------+----------------------------------   Adj R-squared   =    0.9879 
       Total |  22.7041174        56  .405430667   Root MSE        =    .06994 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
         kid |   .0080599   .0045717     1.76   0.085    -.0011598    .0172796 
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        relt |  -5.730073   2.716063    -2.11   0.041    -11.20754   -.2526102 
        etht |   17.42102   7.047652     2.47   0.017     3.208077    31.63397 
        polv |   .2636736    .048046     5.49   0.000     .1667795    .3605676 
        corr |  -14.88066   7.216337    -2.06   0.045    -29.43379   -.3275274 
      lcdnc2 |   .7594819     .31315     2.43   0.020     .1279547    1.391009 
   lcpopnig2 |  -.0533592   .0298272    -1.79   0.081    -.1135115     .006793 
       mnkid |   -.000252   .0001411    -1.79   0.081    -.0005366    .0000326 
      mnrelt |   .1859727   .0834619     2.23   0.031     .0176557    .3542897 
      mnetht |  -.5567688   .2155307    -2.58   0.013    -.9914278   -.1221097 
      mnpolv |  -.0079265   .0014293    -5.55   0.000     -.010809    -.005044 
      mncorr |   .5295889   .2267705     2.34   0.024     .0722626    .9869152 
    mnlcdnc2 |  -.0234972   .0100367    -2.34   0.024    -.0437383   -.0032562 
       _cons |   7.637448   1.062625     7.19   0.000     5.494461    9.780436 
 
------------------------------------------------------------------------------  
 
reg lfdi etht corr lcdnc2 lcpopnig2 mnkid mnrelt mnetht mnpolv mncorr mnlcdnc2 dbh2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(11, 45)       =    224.95 
       Model |  22.2985948        11  2.02714498   Prob > F        =    0.0000 
    Residual |  .405522601        45  .009011613   R-squared       =    0.9821 
-------------+----------------------------------   Adj R-squared   =    0.9778 
       Total |  22.7041174        56  .405430667   Root MSE        =    .09493 
 
------------------------------------------------------------------------------  
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        etht |   28.46104   5.983245     4.76   0.000     16.41016    40.51191 
        corr |  -35.70067   7.876414    -4.53   0.000    -51.56459   -19.83676 
      lcdnc2 |   1.429054   .3539188     4.04   0.000     .7162253    2.141883 
   lcpopnig2 |  -.0645609   .0397035    -1.63   0.111    -.1445278     .015406 
       mnkid |  -4.85e-06   2.41e-06    -2.01   0.050    -9.70e-06    5.19e-09 
      mnrelt |   .0070186   .0042148     1.67   0.103    -.0014704    .0155075 
      mnetht |  -.8937161   .1822534    -4.90   0.000    -1.260793   -.5266388 
      mnpolv |  -.0000661   .0000155    -4.26   0.000    -.0000973   -.0000348 
      mncorr |   1.192662   .2456053     4.86   0.000     .6979873    1.687336 
    mnlcdnc2 |  -.0438678   .0113911    -3.85   0.000    -.0668108   -.0209249 
        dbh2 |   .2224515   .0744739     2.99   0.005     .0724534    .3724495 
       _cons |   7.312402   1.402498     5.21   0.000     4.487625    10.13718 
------------------------------------------------------------------------------ 
 
. outreg2 using myreg.doc, replace ctitle(BH activities) 
myreg.doc 
dir : seeout 
 
. reg lfdi etht corr lcdnc2 lcpopnig2 mnkid mnrelt mnetht mnpolv mncorr mnlcdnc2 dbh2 mncdbh2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(12, 44)       =    209.11 
       Model |  22.3128699        12  1.85940583   Prob > F        =    0.0000 
    Residual |  .391247438        44  .008891987   R-squared       =    0.9828 
-------------+----------------------------------   Adj R-squared   =    0.9781 
       Total |  22.7041174        56  .405430667   Root MSE        =     .0943 
 
------------------------------------------------------------------------------ 
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
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        etht |   28.72451   5.947036     4.83   0.000     16.73905    40.70998 
        corr |  -36.09716   7.830217    -4.61   0.000    -51.87792   -20.31639 
      lcdnc2 |   1.296274   .3668484     3.53   0.001       .55694    2.035609 
   lcpopnig2 |  -.0706945   .0397351    -1.78   0.082    -.1507752    .0093863 
       mnkid |  -4.12e-06   2.46e-06    -1.68   0.101    -9.08e-06    8.37e-07 
      mnrelt |   .0061206   .0042463     1.44   0.157    -.0024372    .0146783 
      mnetht |  -.9014619   .1811429    -4.98   0.000    -1.266531   -.5363924 
      mnpolv |   -.000086    .000022    -3.91   0.000    -.0001303   -.0000416 
      mncorr |   1.200513   .2440484     4.92   0.000     .7086659     1.69236 
    mnlcdnc2 |  -.0399107   .0117384    -3.40   0.001    -.0635678   -.0162535 
        dbh2 |  -1.735228   1.546848    -1.12   0.268    -4.852696     1.38224 
     mncdbh2 |   .0654499   .0516557     1.27   0.212    -.0386553    .1695551 
       _cons |   7.665398   1.420742     5.40   0.000     4.802081    10.52872 
------------------------------------------------------------------------------ 
 
. outreg2 using myreg.doc, append ctitle(BH with NC) 
myreg.doc 
dir : seeout 
 
 
 
 
. reg lfdi etht corr lcdnc2 lcpopnig2 mnkid mnrelt mnetht mnpolv mncorr mnlcdnc2 dbh2 mnordbh2 
 
      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(12, 44)       =    205.89 
       Model |  22.3068593        12  1.85890494   Prob > F        =    0.0000 
    Residual |  .397258051        44  .009028592   R-squared       =    0.9825 
-------------+----------------------------------   Adj R-squared   =    0.9777 
       Total |  22.7041174        56  .405430667   Root MSE        =    .09502 
 
------------------------------------------------------------------------------ 
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        etht |    28.6243   5.991309     4.78   0.000     16.54961    40.69898 
        corr |   -35.9589    7.88845    -4.56   0.000    -51.85703   -20.06078 
      lcdnc2 |   1.326951   .3699774     3.59   0.001     .5813109    2.072592 
   lcpopnig2 |  -.0695694   .0400842    -1.74   0.090    -.1503537     .011215 
       mnkid |  -4.26e-06   2.49e-06    -1.71   0.094    -9.27e-06    7.61e-07 
      mnrelt |   .0063361   .0042786     1.48   0.146    -.0022869    .0149591 
      mnetht |  -.8984661   .1824926    -4.92   0.000    -1.266256   -.5306764 
      mnpolv |  -.0000802   .0000215    -3.74   0.001    -.0001235    -.000037 
      mncorr |   1.197246   .2458833     4.87   0.000     .7017013    1.692792 
    mnlcdnc2 |  -.0408248   .0118372    -3.45   0.001     -.064681   -.0169685 
        dbh2 |  -1.283527   1.575817    -0.81   0.420    -4.459378    1.892323 
    mnordbh2 |   .0493159   .0515451     0.96   0.344    -.0545664    .1531982 
       _cons |   7.593536   1.434242     5.29   0.000      4.70301    10.48406 
------------------------------------------------------------------------------ 
 
 
 
 
. outreg2 using myreg.doc, append ctitle(BH Nor) 
myreg.doc 
dir : seeout 
 
. reg lfdi etht corr lcdnc2 lcpopnig2 mnkid mnrelt mnetht mnpolv mncorr mnlcdnc2 dbh2 mnigdbh2 
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      Source |       SS           df       MS      Number of obs   =        57 
-------------+----------------------------------   F(12, 44)       =    203.80 
       Model |  22.3028551        12  1.85857126   Prob > F        =    0.0000 
    Residual |  .401262294        44  .009119598   R-squared       =    0.9823 
-------------+----------------------------------   Adj R-squared   =    0.9775 
       Total |  22.7041174        56  .405430667   Root MSE        =     .0955 
 
------------------------------------------------------------------------------ 
        lfdi |      Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval] 
-------------+---------------------------------------------------------------- 
        etht |   28.55765   6.020645     4.74   0.000     16.42384    40.69147 
        corr |  -35.86566   7.927141    -4.52   0.000    -51.84176   -19.88956 
      lcdnc2 |   1.356847   .3713762     3.65   0.001     .6083872    2.105306 
   lcpopnig2 |  -.0685071   .0403558    -1.70   0.097    -.1498388    .0128247 
       mnkid |  -4.41e-06   2.51e-06    -1.76   0.085    -9.46e-06    6.36e-07 
      mnrelt |   .0065321   .0042993     1.52   0.136    -.0021325    .0151967 
      mnetht |  -.8964999   .1833874    -4.89   0.000    -1.266093    -.526907 
      mnpolv |  -.0000753   .0000206    -3.65   0.001    -.0001169   -.0000337 
      mncorr |   1.195332   .2471033     4.84   0.000     .6973278    1.693336 
    mnlcdnc2 |  -.0417179   .0118831    -3.51   0.001    -.0656666   -.0177692 
        dbh2 |    -.70615    1.36068    -0.52   0.606    -3.448421    2.036121 
    mnigdbh2 |    .029558   .0432456     0.68   0.498    -.0575978    .1167137 
       _cons |   7.525714   1.444982     5.21   0.000     4.613544    10.43788 
------------------------------------------------------------------------------ 
 
. outreg2 using myreg.doc, append ctitle(BH Nig) 
myreg.doc 
dir : seeout 
 
. shellout using `"myreg.doc" 
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