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Country Domestic Economic] Exchange| Real CC GE PS RL RQ VA
Investment| Growth Rate Interest
rate

Algeria 24.64 25.76 4.33 2.02 -0.55 -0.55 -1.27| -0.69 -0.90 -0.96
Egypt 24.25 25.99 1.78 2.11 -0.57 -0.50 -0.99| -0.22 -0.42 -1.07
Gambia 19.21 20.57 3.37 21.43 -0.62 -0.64 0.12 -0.39 -0.40 -0.99
Kenya 22.58 24.34 4.38 6.36 -0.99 -0.53 -1.25| -0.86 -0.22 -0.27
Lesotho 20.11 21.53 2.11 5.79 0.01 -0.35 0.07| -0.20 -0.55 -0.21
Liberia 19.18 20.92 4.21 7.43 -0.78 -1.36 -1.10| -1.18 -1.29 -0.53
Malawi 20.41 22.53 5.13 13.71 -0.61 -0.60 0.001| -0.22 -0.58 -0.28
Mauritius 21.46 22.95 3.41 9.68 0.49 0.79 0.87 0.95 0.76 0.85
Mozambique 21.28 22.93 3.31 12.25 -0.56 -0.56 0.14| -0.66 -0.46 -0.14
Nigeria 24.39 26.48 4.96 4.19 -1.13 -1.02 -1.93| -1.22 -0.87 -0.72
Rwanda 20.74 22.36 6.39 8.65 0.11 -0.28 -0.56| -0.47 -0.36 -1.25
Sierra Leone 19.69 21.63 8.13 10.42 -0.90 -1.23 -0.34] -1.01 -0.92 -0.34
South Africa 24.93 26.60 2.11 4.14 0.17 0.49 -0.08 0.10 0.50 0.61
Swaziland 20.29 22.17 2.11 4.58 -0.33 -0.71 -0.21| -0.58 -0.52 -1.28
Tanzania 22.76 24.08 7.19 4.63 -0.62 -0.52 -0.32| -0.42 -0.42 -0.24
Uganda 22.18 23.60 7.66 12.39 -0.90 -0.50 -1.09| -0.43 -0.16 -0.56
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DI GDP EXC RI ccC GE PS RQ RL VA
DI 1.0000
GDP| 0.9804| 1.0000
EXC|-0.1120|-0.1201 | 1.0000
Rl 1-0.3368|-0.3489 | 0.1281| 1.0000
CC (-0.0073|-0.0608|-0.3887 [-0.0427 | 1.0000
GE | 0.3368| 0.2715(-0.3290|-0.0384 | 0.7790| 1.0000
PS [-0.3827|-0.4279 (-0.2285| 0.2201| 0.6503| 0.5355| 1.0000
RQ | 0.2689| 0.2330(-0.2203| 0.0142| 0.6351| 0.8803| 0.5100| 1.0000
1.000
RL | 0.1046| 0.0537(-0.3098| 0.0652| 0.7635| 0.8785| 0.6971| 0.8117| o
0.554
VA | 0.1107| 0.0977|-0.0877 (-0.0105| 0.4102| 0.5775| 0.4942| 0.5659| 7 1.0000
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Principal Component Matrix(Loadings) Proportion | Cumulative | Eigenvalue
Component
PS VA GE RQ cC RL
Political Gov
First PC 0.7071 0.7071 0.7471 0.7471 | 1.4942
Second PC 0.7071 -0.7071 0.2529 1.0000 | 0.5057
Economic Gov
First PC 0.7071 0.9401 0.9401 | 1.8803
Second PC 0.7071 | -0.7071 0.0599 1.0000 | 0.1197
Institutional Gov
First PC 0.7071 0.7071 0.8818 0.8818 | 1.7635
Second PC -0.7071 0.7071 0.1182 1.0000 | 0.2364
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Political Voice/Accounta Political
Stability bility Governance
Pooled Fixed Random Driscoll Pooled Fixed Random Driscoll | Pooled Fixed Random
oLSs Effects Effects Kraay OLS | Effects Effects Kraay OLS Effects Effects Kraay
GDP 1.0329° 1.6622° | 1.2081% [1.6622% | 1.0085|1.6978%| 1.1860° [1.6978% | 1.0085 |1.6978° 1.1861° |1.6978°
(0.000) (0.000) | (0-000) | (0.000) | (0.000) | (0.000) | (0-000) | (0-000) | (0.000) |(0-000)| (0-000) | (0-000)
EXC 0.0203 0.0841 | 0.1295% | 0.0841 | 0.0065 | 0.0313 | 0.1148% | 0.0313 | 0.0065 |0.0313| 0.1148% | 0.0314
(0.138) (0.395) | (0-000) | (0.678) | (0.628) | (0.750) | (0.005) | (0-869) | (0.628) |(0-872)| (0-005) | (0-869)
RI -0.0005 |-0.0002 | 0.0004 |-0.0002| 0.0011 | 0.0003 | 0.0011 | 0.0003 | 0.0011 [0.1089% 0.0011 | 0.0003
(0.986) (0.932) | (0-835) | (0.942) | (0.729) | (0.872) | (0.624) | (0-877) | (0.729) |(0.058)| (0.624) | (0.877)
PS 0.1363° | 0.1248" | 0.2263" |0.1248°
(0.001) (0.019) | (0.000) | (0.037)
VA 0.0495 | 0.1769° | 0.2121° |0.1769°
(0.249) | (0.058) | (0.015) | (0.028)
Polgov 0.0306 {0.1089° 0.1307° |0.1089"
(0.249) ((0.058)| (0.015) | (0.028)
R? Overall 0.9632 0.9614 | 0.9553 0.9614 | 0.9610 | 0.9519 0.9614 10.9610( 0.9519
R? Between 0.9784 | 0.9706 0.9789 | 0.9682 0.9789| 0.9682
R? Within 0.7626 | 0.7508 | 0.7626 0.7603 | 0.7561 | 0.7603 0.7603]| 0.7561 | 0.7603
F-Stat 0.0000 0.0000 0.0000 | 0.0000 | 0.0000 0.0000 | 0.0000 |0.0000 0.0000
F-Test 0.0000 0.0000 0.0000
Wald 0.0000 0.0000 0.0000
Hausman 0.0350 0.0000 0.0000
B-P LM 0.0000 0.0000 0.0000
M.Wald 0.0000 0.0000 0.0000
Wooldridge 0.0000 | 0.0000 0.0000 | 0.0000 0.0000| 0.0000
Pesaran CD 0.2969 | 0.0000 0.2969 | 0.0000 0.1216( 0.0000
Pesaran 0.0000 | 0.0000 0.0000 | 0.0000 0.0000| 0.0000
Scaled LM
Observations 224 224 224 224 224 224 224 224 224 224 224 224
. QLo-U\ JA‘ 4 :J—\,al\
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Government Regulatory Economic
Effectiveness Quantity Governance
Pooled Fixed Random Driscoll Pooled Fixed Random Driscoll Pooled Fixed Random Driscoll
oLs Effects Effects Kraay oLS Effects Effects Kraay oLs Effects Effects Kraay
17.4535°
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
1.7126
GDP 0.994 1.7126 | 1.1685" |*° 0.9982 1.6612 | 1.1563% [1.6612% | 0.9982 1.6612 | 1.1563° 1.6612°
(0.000) (0.000) (0-000) [(0.000) | (0-000) (0.000) | (0.000) | (0.000) | (0.000) (0.000) (0.000) (0.000)
EXC 0.0227° 0.0529 0.1149* [0.0529 | 0.0145 0.0750 |0.12217 | 0.0752 | 0.0146 0.0752 0.1221° 0.0752
(0.094) (0.595) (0.004) [(0.792) | (0.274) (0.453) | (0.002) | (0.683) | (0.274) (0.453) (0.002) (0.683)
RI 0.00001 -0.0001 | -0.0007 [-0.0001| -0.0001 0.0001 | 0.0012 | 0.0001 | -0-0001 0.0001 0.0012 0.0001
(0.997) (0.952) (0.743) [(0.858) [ (0.975) (0.980) | (0.613) [ (0.946) | (0.975) (0.947) (0.613) (0.946)
GE 0.208 0.0079 0.1091 [0.0079
(0.000) (0.938) (0.274) [(0.942)
RQ 0.1708 0.1239 |0.27587 [0.1238°
(0.001) (0.145) | (0.001) | (0.082)
Ecogov 0.0905 0.0656 0.1460° 0.0656°
(0.001) (0.145) (0.001) (0.082)
R? Overall 0.9639 0.9607 0.9556 0.9624 0.9612 | 0.9549 0.9632 0.9612 0.9549
R? Between 0.9788 0.9727 0.9787 | 0.9708 0.9787 0.9708
R? Within 0.7561 0.7520 [0.7561 0.7586 | 0.7488 | 0.7586 0.7586 0.7488 0.7586
F-Stat 0.0000 0.0000 0.0000 0.0000 0.0000 [ 0.0000 0.0000 0.0000
F-Test 0.0000 0.0000 0.0000
Wald 0.0000 0.0000 0.0000
Hausman 0.0000 0.0000 0.0000
B-P LM 0.0000 0.0000 0.0000
M.Wald 0.0000 0.0000 0.0000
Wooldridge 0.0000 0.0000 0.0000 | 0.0000 0.0000 0.0000
Pesaran CD 0.1675 0.0000 0.1675 | 0.0000 0.2106 0.0000
Pesaran 0.0000 0.0000 0.0000 | 0.0000 0.0000 0.0000
Scaled LM
Observations 224 224 224 224 224 224 224 224 224 224 224 224
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employed with empirical results revealing that all the
indicators of governance positively and significantly influence
domestic investment in Africa, except for government
effectiveness which happens to be insignificant. Also,
Voice/Accountability and the Control of Corruption exert
more influence on domestic investment as indicated by their
coefficient values. Furthermore, economic growth is also an
important factor in explaining domestic investment in Africa.

Policy recommendations are discussed.
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Abstract:

The study empirically examined the impact of governance
on domestic investment in 16 African countries with a
balanced panel data set, between the years 2002 and 2015.
The study employed six unbundled governance indicators
from the World Bank, World Governance Indicators and
constructed three bundled governance indicators using the
Principal Component Analysis. The Driscoll and Kraay Fixed
Effects model which accounts for serial correlation, groupwise

heteroskedasticity and cross-sectional dependence were



