Original Research Article

Effects of politicalinstability on privateinvestment:Empirical
investigation fromafricanfirms

ABSTRACT

Using data from the World Bank Enterprise Surveys (WBES), ouranalysisfocuses on
the effects of politicalinstability on privateinvestment at the firmlevel in Africa.
Weapplyeconometric techniques to correct for biasesinherent in the data, such as
measurementerrors, missing observations, and the endogeneityproblem. Our
resultsconfirmpreviousfindingsthatpoliticalinstability has a negative and significant impact on
business investment, irrespective of location. However, thiseffectisinsignificant and weak for
smallfirms. Furthermore, weidentify a significant impact of administrative constraints,
regulatoryconstraints and infrastructure constraints on investment. Thesefindings highlight
the importance of Strengtheningpoliticalstability to stimulateinvestment, especially in
smalltowns. Putting in place incentives and programmes to encourage employee training can

improve business productivity.
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1. INTRODUCTION

Investment is a key driver of economicprogress. It increases the production of goods and
services, stimulatingeconomicactivity and creating jobs through the construction of infrastructure and
the expansion of businesses. Thesedevelopmentsimprove living conditions, reducepoverty and
transaction costs. Since 2016, Africa has experienced a slowdown in growth( Rioux [1]). In 2016, as a
result of fallingcommodityprices, terrorism and politicalscandals, therewas a two per cent drop in
growth. The African continent is the riskiest in the world, according to the 2017 Doing Business
rankings. Of the 50 lowest-ranked countries in the world, 34 are African. Africa'sethnicdiversityremains
a headache for investors, as there are manyethnic groups, resulting in a widevariety of languages and
potentialpoliticalproblems. In recentyears, Cameroon has facedthreeconflicts, including the
secessionistconflict in the English-speaking part of the country (north-west and south-west). This
Anglophone crisis has led to the closure of several businesses in thesetworegions. In the north of the

country, the Islamicsect Boko Haram has struck, spreading over three countries, namelyCameroon,



Nigeria, Chad and Niger since 2014. This insurgency has led to a decline in growth due to the

discouragement of potentialinvestment.

Since 2021, Africa has been facing a thirdwave of coups d'état in Sudan, Mali, Guinea,
Burkina Faso, Niger and Gabon, withcharacteristicsthatdifferfrompreviousdecades. The motivations of
the perpetrators are changing, withconcernslinked to democraticbacksliding, manipulation of
constitutions to extend mandates, fraudulentelectoralresults, deterioratingsecurity, and the rise of anti-
colonial sentiment, as indicated in the 2023 report of the African Union Peace and Security Council
(PSC). Over the pasttwoyears, Mali has seentwopoliticalreversals, in August 2020 and May 2021.
Combinedwith the COVID-19 crisis, thisinstability has led to a contraction of around 3% in
Maliangrowth, mainly due to a reduction in privateinvestment. At the same time, in September 2021,
Guinea, the world's second largest bauxite producerafterAustralia, withsignificantreservesestimated at
around 7.4 billion tonnes in 2020 according to the US Geological Survey, suffered a coup d'état. This
political situation has raisedconcernsamong entrepreneurs, particularlyChinese entrepreneurs. The
coup in Guineawasjustified by "the continuingdeterioration of the security situation, corruption,

poorgovernance and social and economicmismanagement" (Mahdi et al [2]).

Variousstudies have shownthatpoliticalinstability has a significant influence on investment,
boththeoretically and empirically. Severalauthors have analysedpolitical and institutional variables, in
particularpoliticalinstability, in order to explain the level of growth in certain countries.
TheseincludeAlesina and Perotti [3], Fosu [4], and Miljkovic and Rimal [5]. Fromtheir perspective, any
change of governmentisseen as a source of instability. Alesina et al [6] definepoliticalinstabilityfromtwo
distinct perspectives. The first isassociatedwith change of government, whereany change in the
executiveisseen as a form of politicalinstability. The second perspective concernsindividual
manifestations, where the dissatisfaction of individualswith the
powersthatbeisexpressedthroughvariousmeanssuch as demonstrations, social unrest, riots, strikes
and even civil war, thuscontributing to socio-economicinstability. Zouhaier et kefi[7]looks at analysing
the effect of politicalinstability, measuredthrough variables such as military coups, political tensions,
civil wars, social problems, ethnic tensions and political violence, on investment and economicgrowth.
Unlikesomepreviousstudiesthat have relied on aggregate data, otherresearchers, such as
AregaShumetie and MulugetaDamie [8], have taken an individual-level data-drivenapproach.
Theirstudy, focusing on 644 Ethiopian firms in the manufacturing, retail and services sectors,

highlights the negative and significant impact of politicalinstability on firms' innovative capacity.

Otherresearchers, such as Diagne [9] and Gelb Alan et al. [10], have exploredvarious aspects
of the business climate and the obstacles faced by companies. Diagne (2013) points out thatimproving
the quality of institutions and combating corruption and crime can help to increaseinvestment and
production. Gelb Alan et al [10]identify five major barriers to business activity, includingelectricity,
access to finance, corruption, macro-instability and labour regulation. Hosny [11] argues
thatpoliticalinstabilityacts as a brake on business investment, a conclusion thatis in line with Horney
[12]whodemonstrated the negative impact of politicalinstability on business performance in Egypt. In

thiscontext, this article seeks to make an empirical contribution to understanding the effect of



politicalinstability on investment at the level of Africanfirmsbased on firms' perceptions of the political

situation.

This papermakes a significant contribution to the existingliterature in several respects. First, it
stands out as one of the first to focus on Africanfirm-level data to examine the impact of
politicalinstability on investment. Unlikeotherpapersthat have analysedthisrelationshipusingaggregate
data, thisapproachprovides a finer-grained and firm-specific  perspective.  Second,
unlikeotherstudiesthat have assessed the effect of the investmentclimate on firm performance,
thisresearchtakesintoaccount entrepreneurs’ perceptions of politicalinstability, as well as
otherinvestmentclimate variables, in order to explore their impact on the investment rate of
Africanfirms. Third, the paper sets itselfapart by examining the heterogeneityobservedaccording to the
size and geographical location of firms. Assumingthat the magnitude of the effects of
politicalinstabilitymayvaryaccording to thesecharacteristics, the study analyses how firms of similar
size or located in cities of similar size may face comparable effects and

adoptsimilarinvestmentbehaviour.

The remainder of the paperisstructured to present the literaturereview in section Il, detail the
data and methodology in section lll, outline the empiricalresults in section IV, and provide conclusions

in section V.
2. Literaturereview

The analysis of the effect of politicalinstability on investmentisessentiallybased on the theory of
institutionaleconomics and investment. According to thistheory, nations withstronger institutions, more
securepropertyrights and lessdistortionarypolicies are inclined to invest more substantially in human
and materialresources (Acemoglu et al., [13]. In contrast to growththeory, whichemphasises the
importance of technology, North [14] argues that institutions play a predominantrole in
economicgrowth at the expense of technology (Davis and North, [15]; North and Thomas, [16].
Anothertheoryis the theory of political-economic cycles developed by William Nordhaus [17].
According to thistheory, politicaldecision-makers, driven by the desire to be re-elected, have a habit of
shapingeconomicpolicies to theiradvantage. Nordhaus [17] highlights the short-term nature of
politicalthinking, pointing out thatpoliticians, guided by a vision limited in time, seekabove all to
maximise their chances of re-election. This orientation can lead to the adoption of
expansionaryeconomicpolicies in the short term, eventhoughthismay have negativerepercussions in
the long term. As a result, investors are encouraged to favour short-terminvestmentstrategies to
stimulateeconomicgrowth, given the continuinginstability and uncertainty in an environmentwhere the

rules of the game are constantlychanging.

Empiricalstudies on the relationshipbetweenpoliticalinstability and
investmentsuggestthatpoliticalinstabilityis a determinant of the investmentclimate and influences
investmentdecisions as well as firm performance. Severalresearchers have analysed the effect of
politicalinstability on foreigndirect investment: Asiedu [18], Sabir et al. [19], Kurecic and Kokotovi¢ [20],
Elish [21], Fang [22], Le et al. [23]. Asiedu[18] used panel data on 22 African countries for the period



1984-2000 to assess the impact of several variables, includingpoliticalinstability, on FDI flows. He
shows that infrastructure and an efficient legalframeworkfavour FDI inflows. However, corruption and
politicalinstabilitydiscourage FDI flows. Sabir et al [19] report thatpoliticalstabilitypositively affects
foreign direct investment.Similarly, Kurecic and Kokotovi¢ [20] examine the impact of politicalstability
on foreigninvestment flows, concludingthat no significant causal
relationshipexistsbetweenpoliticalstability and FDI in economiesprone to political violence or
terroristattacks. René Gouenet [21] looks at socio-politicalrisk and its impact on FDI attraction in
Cameroonbetween 1960 and 2002. Hisresults show that the risk of socio-politicalinstability has a
negative and significant influence on FDI flows, suggestingthat a 1% variation in the risk of socio-
politicalinstability leads to a 5.4% decrease in FDI flows. Zouhaier and Kefi Mohamed [25], through the
application of a panel data model on annual data from 11 MENA countries between 2000 and 2009,
identify no significantcorrelationbetweenpoliticalinstability and economicgrowth. Theysuggestthat the
effect of political institutions on growthismediated by investment and human capital. Burger et al [26]
analyse investment flows to Middle Eastern and North African countries between 2003 and 2012,
using the International Country Risk Guide (ICRG) politicalrisk index as a measure of

politicalinstability. Theirresultsindicate a significantnegative influence of politicalinstability on FDI flows.

Ciesielska-Maciagowska and Koltuniak [27] show thatinstitutionalfactors in the country of
origindetermine the size of FDI stocks from Central and EasternEuropean countries. Similarly, Elish
[21] for Brazil, Russia, India, China and South Africa, and Fang [22] for Brazil, India and Nigeria show
thatpoliticalinstability has a significantnegative impact on foreigninvestment. Le et al [23] analyse the
impact of tradeopenness and politicalstability on foreign direct investment (FDI) in 25 Asia-Pacific
countries between 1990 and 2020 usingGMMs. They show thatpoliticalstability has a negativeeffect.
Trade openness has a positive effect on FDI, whilepoliticalstability has a negativeeffect.

Unlikeauthorswhorely on the democratic or dictatorial nature of a country, change of
government, and individualdemonstrations to reflectpoliticalinstability, the World Bank has adopted a
new approach. This isbased on companies' perceptions of politicaldevelopment and government
direction. Severalauthors have exploreddifferentcharacteristics of the investmentclimate in order to

analyse their impact on business investment and performance.

Hosny [12]explored the impact of politicalinstability on firm performance in eight MENA
countries, finding a negativeeffect of politicalinstability on employmentgrowth and firm sales. Levratto
et al [28] analysed the determinants of international engagement of firms in Jordan, Lebanon and
Turkeyin 2013. Theyfoundthat size, human capital and agglomeration location have a positive and
significant impact on the probability of internationalisation. Customs and traderegulationsalsopositively
and significantly affect the probability of internationalisation, whilepoliticalinstability has a negative and

significanteffect on firmsadoptingforms of internationalisation.

Kinda, T. [29], using data on 30 Sub-SaharanAfrican countries, demonstratedthat taxation
does not play a decisiverole in the process of business location, highlightinginstead the crucial
importance of infrastructure in ensuring the efficient operation of businesses. The resultsindicatethat

the lack of qualifiedworkers and institutionalproblems have a negative impact on foreign direct
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investment (FDI), whilefavourable business regulations encourage FDI. Véganzonés-Varoudakis and
Nguyen [30], based on data from the World Bank Enterprise Surveys (WBES), re-examined the
linkbetween the investmentclimate and firms' productive performance in 70 developing countries. The
resultsconfirmthat infrastructure quality, access to information and communication technologies,
financing, labour skills, quality of government relations and competition are positivelycorrelatedwithfirm
performance, whilesecurity and politicalstability show a significantnegativerelationship. Ouedraogo[31]
analysed the effects of investmentclimate on the productivity of manufacturingfirms in Burkina Faso,
concludingthataccess to finance, government relations, foreignownership, age and firm size are

important factors in explainingfirmproductivity.

Giovanis and Ozdamar [32], examining business climatebarriers in Turkey and a sample of
MENA countries, foundthatfirm size ispositivelycorrelatedwith value added but
negativelyassociatedwith labour productivity and TFP. Theyalsoidentifiedpoliticalinstability, corruption

and barriers to access to finance as having the greatestnegative impact on firm performance.

A review of the literatureonthis issue for Africa shows that a limitednumber of articles have
examined the impact of politicalinstability on investment. For the most part, thesestudies have focused
on usingaggregate data, highlighting a negativeeffect of politicalinstability on overallinvestment. Few
have lookedspecifically at the firmlevel, showingthatpoliticalinstability has a negative impact on
firminvestment. It shouldbeemphasisedthatourstudydifferssignificantlyfromthiswork, as we focus on the
firmlevelratherthan the aggregateinvestmentlevel. Furthermore, oursampleislimitedexclusively to

Africancompanies.

3. METHODOLOLOGY
3.1. Data and sources
To estimate the effect of politicalinstability and the effects of the investmentclimate on firm-
levelinvestment, weusedsurvey data. This data comesfrom the World Bank's World Bank Enterprise
Survey of the investmentclimate in severalAfrican countries between 2014 and 2018. The main
objective of the enterprisesurveyis to identify the main barriers to the business environment for
enterprises, such as performance measures, access to finance, corruption, infrastructure, innovation,
etc. All surveysinclude country-specific questions, so the aggregatedatasetacross countries does not
includethese country-specific questions. Wecannot use all African countries, as for some countries
thereis an absence of data for our main variables, and in addition, for all theseyears, the number of
companiessurveyedis not the same. As a result, the number of companiesisdifferenteachyear. It
istherefore impossible to carry out a panel analysis. Our empiricalanalysisisbased on a non-standard

panel of data wherecompanies and sectors are groupedtogether over a single period.

Table 1. List of study countries

Number of firms

Benin 2016 150

Cameroon 2016 361
Ivory Coast 2016 361

Egypt 2016 1801




Ethiopia 2015 848
Guinea 2016 150
Lesotho 2016 150
Liberia 2017 151
Mali 2016 185
Mauritania 2014 150
Namibia 2014 581
Niger 2017 149
Nigeria 2014 151
Senegal 2014 601
Sierra Leone 2017 152
chad 2018 153
Zambia 2016 600
TOTAL 6694

Source: Ourcalculationsbased on the WBES

3.2. Descriptive and Econometric Model

Our databaseisorganised as follows:

7
0.0

From a sectoral point of view, the breakdown of oursampleischaracterised by

significantdiversity. Manufacturingcompaniesaccount for the largestshare at 45.84%,
followedclosely by miscellaneous services companies, whichcontribute 36.83%. The
retailsectorisalsorepresented, accounting for 17.19% of our businesses, as the associatedFig
1 clearlyshows. This sectoraldiversitywithinoursampleprovides a unique opportunity to
examine the impact of politicalinstability on a range of sectors, frommanufacturing to services

and retail
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Fig.1.Breakdown of companies by business sector

In terms of conurbation, a graphicalanalysis (see Fig.2) shows that of the sample of 6,695
companiesstudied, a significant proportion - 67% - are located in major cities. The remaining
33% are located in townswithfewerthan 250,000 inhabitants. This distribution of companies in

conurbations highlights a predominant concentration of companies in largerurban centres,



whichmay influence various aspects of theiractivity due to the dynamicsspecific to large

conurbations.
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Fig.1.Breakdown of companies by location

< By company size withinoursample, an emerging trend is the predominance of large
companies, accounting for 72.56% of the sample. Medium-sizedcompaniesrepresent a
significantsharewith 17.13%, whilesmallcompaniesconstitute 10.31% as represented in Fig. 3.
This distribution highlights the predominance of large companieswithinourstudy,
whichunderlines the importance of analysing how different sizes of companiesreact to

externalfactors, such as politicalinstability.

size of firms

small firms > 690
medium firms >‘ 1147
large firms » 4858

0 1000 2000 3000 4000 5000

Fig.2. Breakdown of companies by size

% With regard to the sectoral composition of oursample, Fig.4 shows the following proportions:
8.51% of companiesoperate in the wholesaletrade, 15.56% in the retailtrade, 1.78% in the
timbertrade, 6.67% in the clothingsector, 2.29% in the furnituresector, 11.35% in foodstuffs,
3.35% in the manufacture of metalproducts, 6.17% in construction companies (Section F),
3.29% in chemical industries, and 1.18% in metal production companies. This sectoraldiversity
highlights the variedrepresentation of economicactivities in oursample.
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Fig.3. Breakdown of companies by samplesector

7
*

By analysing the information gatheredfromcompanies on the mostcritical obstacles theyfaced,
wefocused on key aspects of the investmentclimate. Companieswereasked to choose the
mostconstraining factor from 15 possibilities, and the major or serious obstacles thusidentified
are listed in Fig. 5 below: The major constraintsidentifiedincludedaccess to finance (25.25%),
politicalinstability  (13%), electricity (12%) and competition (11%). In contrast,
contractorsidentified the courts (1%), workpermits and licences (2%), labour regulations (3%),
inadequatelytrainedworkforce (3%), crime (4%) and access to land (4%) as the least
constrainingfactors. This analysis highlights the main challenges faced by the companies in

oursample in their operating environment.
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Conditional on the company'sinvestment, ourinvestmentfunctionis:

Ii'
—L— =8, + B1pie + B2Xije + B3Zije + et 1

Kijt -1
where:

I . . . .. . . .
— js the investment rate (investment divided by the stock of capital of the previous period);
ijt —1

pji IS political instability;
Xj; is a vector of control variable representing other factors of the investment climate;
Z;;, are firms’ idiosyncratic characteristics
ej;c is the error term
Bo, B1 B2, B3 are parameters to be estimated
i, j, t are respectively firm’, sector, and time indices.
3.2.1. Definitions of Variables

The final variables we have decided to retain are those for which information is available.

» Dependent variable

Liie . . . . . . .
—_js Investment in the capital stock of the previous period was examined. Companies were asked

ijt —1
during the survey year to provide the amount spent on the purchase of new or second-hand
machinery, vehicles and equipment, thus constituting our variable . Similarly, our capital stock from
the previous period was measured through the amount of net book value of all assets in the year prior
to the survey. Companies were asked to indicate, from the balance sheet of their establishment for

fiscal year N-1, the net book value of machinery, vehicles and equipment, i.e. the value of assets after;

» Independent variable

+ Political instability is measured by entrepreneurs' perception of the political situation. The question
asked was: to what extent is political instability an obstacle to the current operations of this
establishment? The possible answers range from "no obstacle" (0), "minor obstacle" (1),
"moderate obstacle" (2), "major obstacle" (3) to "very severe obstacle" (4). Political instability has
a significant influence on investment decisions. Horney [12] has shown that political instability has
a negative impact on business performance in Egypt

« Access to finance is a key element for business investment, and we will use three measures to
assess this access. Firstly, external finance, which in this case is bank finance. According to Beck
et al [33], in the absence of stock markets and other forms of market finance, bank finance
predominates in developing countries. The second type of financing is internal financing,
measured by the availability of a line of credit. Access to finance allows companies to finance
more investment projects, leading to higher productivity through greater capital intensity. Several
authors, including Rajan and Zingales [34], Demirgl¢-Kunt and Maksimovic [35], and Kinda [36],
have demonstrated that access to finance has a positive influence on company growth.

Companies were asked about their current subscription to a line of credit or a loan from a financial

9
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institution. This variable is introduced in the form of a binary variable, taking the value 1 if the
company has a line of credit with a banking institution and O if it does not. The third variable
concerns firms' perception of the development of the financial sector. Chaffai et al [37] point out
that the lack of financing limits the competition faced by established companies, encouraging them
to innovate and thus improve their productivity. The expected sign of this variable should be
positive.

Human capital is assessed using two variables. These indicators approximate the dimensions of
human capital, which plays an essential role in the investment process. The first indicator is the
number of years' experience of the top manager. This binary variable takes the value 0 if the top
manager has less than 10 years' experience in the field and 1 if he or she has more than 10 years'
experience in the sector. The second indicator is a binary variable which takes the value 1 if the
company has set up a training programme for its employees, and 0 otherwise. It is plausible that
human capital has a positive influence on investment. In line with the World Bank (2018), an
educated and healthy population is more productive, thus contributing more to economic growth.
The work of Saffu et al [38] shows that prior experience in the sector can improve overall business
performance. Similarly, Nguyen et al [39] have shown that human capital, measured by the
number of years of experience of the top manager and the training of the company's employees,
has a positive influence on company performance.

Company size is defined by the number of permanent employees declared at the end of the tax
year. A positive relationship is expected between company size and investment.

Age is measured by the number of years between the company's creation date and the survey
date. The older the company, the more likely it is to develop the managerial and entrepreneurial
skills that will enable it to invest. The literature presents a mixed sign between the age of the
company and its performance. Some authors find a positive effect (Das, [40]; Haltiwanger et al,
[41]; Shanmugam and Bhaduri, [42], while others find a negative sign linked to the innovation
potential of young companies (Barron et al, [43]).

The locality in which the company operates is measured by a variable called "Agglomeration”. It is
evaluated in terms of the size of the city in which the company is located, measured by the
number of inhabitants. The investment climate questionnaire is designed to distinguish this
dummy variable, which takes the value 1 if the company is located in the most populated region
and 0 otherwise. The purpose of this variable is to capture the external effects of agglomeration on
company behaviour. Larger markets represent an investment potential for companies, but they
also attract more competitors. In other words, the larger the markets, the more firms they attract,
leading to more intense competition.

Infrastructure quality is assessed on the basis of two variables: the transport of goods and raw
materials, and electricity. In the case of transport, this involves the cost, quality and reliability of
the transport network. Moyo [44] analysed the impact of power outages on manufacturing
productivity in Nigeria, finding a significant negative influence, particularly for small firms. Similarly,
Cole et al [45] studied WBES data for manufacturing and service firms in 14 sub-Saharan African

countries between 2006 and 2014, highlighting the negative effects of unreliable electricity on total
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factor productivity (TFP), particularly for firms without generators. Carlin et al [46] and Gelb et al
[10]identify access to electricity in low-income nations as a major problem. According to the World
Bank, one of the most important constraints to business productivity and competitiveness in
developing countries is infrastructure, as it drives business productivity. Chaffai et al [37]explain
the lack of performance of certain companies by the poor quality of infrastructures such as
telecommunications, the quality of roads and transport. Companies invest more and perform
better when they have easy access to modern transport, telecommunications and electricity
services. Poor-quality infrastructure increases operating costs; Nguyen and Véganzones-
Varoudakis[39] see infrastructure as a heavyweight for business performance. Infrastructure
boosts private productivity by encouraging investment in new equipment (Blejer and Kahn, [47];
Nguyen and Véganzones, [37]). However, infrastructures have a negative impact on business
performance (Escribano and Guash, [48]; Dollar et al., [49]).

The Information and Communication Technologies (ICT) indicator is assessed using two
variables: use of Internet sites and evaluation of the cost, reliability and quality of the telephone
network. These variables are rated on a scale of 0 to 4, where 0 indicates the absence of any
obstacle and 4 indicates the presence of a very severe obstacle.

Competition is assessed in terms of entrepreneurs' perceptions of unregistered or informal
businesses, as well as general competition. The question asked is: To what extent is competition
an obstacle to the current operations of this establishment? Possible answers range from no
obstacle (0) to a very severe obstacle (4). According to Aghion and Griffith [50], competition has a
positive impact on business performance. Studies such as those by Bastos and Nasir [51] found a
strongly positive and significant impact of this variable on productivity, while Commander and
Svejnar[52] observed a positive effect on company income. Competition is thus seen as an
incentive to invest in technology to improve productivity.Goyal and Netessine[53] explore the
effect of competition on firms' technology choice in the presence of uncertain demand. They
conclude that, in response to competition, firms may adopt the same technology as their
competitors, particularly when the technology is flexible. Competition is thus seen as an incentive
to invest in technology to improve productivity. A positive sign is expected.

Regulation is assessed across seven variables, including the percentage of total senior
management time spent on paperwork and bureaucracy, visits by tax administration officials,
fairness, impartiality and absence of corruption in the judicial system, and barriers caused by tax
rates, tax administration, and customs and trade regulations. Although government regulation is
necessary to protect the general public and fund public services, over-regulation and excessive
taxation can hamper the productive performance of businesses by increasing the costs of setting
up and running a business. It can also restrict companies' ability to take high risks, which can have
a negative impact on investment, according to findings by the World Bank in 2004 and 2016. A
negative sign is expected.

Administrative constraint is measured by five variables, including corruption problems, the
percentage of turnover spent on informal payments, the total amount of informal payments, and

gifts during inspections. Corruption refers to the lack of transparency of government decisions, the
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extent to which officials demand and are willing to accept informal payments, and the extent to
which government contracts are offered to those with political connections. Corruption is
measured by two variables: firms' perceptions and the percentage of total annual sales spent on
informal payments. Corruption affects business performance only if part of the revenue is paid to
the official in the form of a bribe (K. Ojah et al., [54]. Bribery can facilitate the acquisition of
business licences and building permits by circumventing bureaucracy, which has a positive impact
on investment. Corruption acts as a tax on capital, but unlike official taxation, it remains random
and difficult to anticipate (NguedamNtouko, [55]). A negative sign is expected.

« Crime is measured by three variables: the percentage of turnover spent on security, the losses
incurred by the business due to theft, and the obstacles to business operations caused by crime
(rated from 1 to 4). Crime leads companies to divert their limited resources from productive use to
payments to security companies, as indicated by the World Bank in 2011. According to
Véganzoneés-Varoudakis et al. [30], crime further worsens companies' investments and
productivity gains by increasing the uncertainty and risks associated with their activities. Insecurity
is also accompanied by other problems, including fraud, corruption and weak institutions, further
weakening the already precarious business environment in developing economies. The literature
has shown that crime negatively affects business performance (Gaviria, [56], and BenYishay,
[57]).

All the variables are presented in the summary table 2 below.

Table 2.The variables

Investment investment on the capital stock of the previousperiod.
Politicalinstability Companies' perception of politicaldevelopment and
governmentpolicy.

Number of years' experience of the manager in the industry.

Employeetraining:Dummy variable whichtakes the value 1 if the
Human capital company has set up a training programme for itsemployees and 0
otherwise.

Availability of a bankcredit line, measured by a binary variable
whichtakes the value 1 if the company has a credit line with a
bank and O if itdoes not.

Finance Availability of a bankcreditfacility, measured by a binary variable

whichtakes the value 1 if the company has a creditfacilitywith a
bank and 0 if itdoes not.

Companies' perception of the development of the financialsector
Age Number of yearselapsedbetween the date on which the
companywas set up and the date of the survey.

Size Number of permanent employeesdeclared at the end of the fiscal
year

Location dummy variable whichtakes the value 1 if the
agglomeration companyislocated in the mostpopulatedregion and 0 otherwise.
Senior management time spentdealingwithregulations,

12



visitsfromtaxaofficials; Fairness, impartiality and non-corruption of
Regulatoryconstraints the tribunal system; Business perceptions of : Tax administration,
Tax rates, Business licences and permits.

Transport constraints (goods and rawmaterials) in terms of cost,
Infrastructure quality and reliability of the transport network. Perception of the
quality and reliability of the electricity network.

ICT Perception of the quality and reliability of the Internet; and the
factthat the company uses a website.
Administrative constraints The percentage of turnover devoted to unofficialpayments, the

total amount of unofficialpayments, gifts during inspections;
companies' perception of: corruption, the courts.

competition The fact of competingwithunregistered or informal businesses?
And companies' perception of the practices of competitors in the
informalsector.
Perception of the annualcost of security, theft, burglary, vandalism
Criminality or arsonsuffered by theirbusiness..

Source: authors

In surveys, we observe severalindicatorsdealingwithsimilarthemes and showing a high
correlationbetweenthem. The conventionalapproach in the literatureis to restrict the analysis to a
limitednumber of indicators, despite the inherentrisk of a potentialbiaslinked to the omitted variable.
This approachalsoraises the question of whether the variables selectedoffer a faithfulrepresentation of
the investmentclimate. An alternative is to opt for a composite indicator, offering more
preciseestimates and encompassing more dimensions of the business environment.
Unlikemostempiricalstudies, whichrely on individual variables to capture various aspects of the
investmentclimate, few previousauthors have considered the aggregation of these variables. In
ourcontext, aggregationisparticularlyappropriate, as ouraimis to incorporate a broad set of variables as
possible that are rarelyused in the literature. The ideais to determinewhich dimensions of the
investmentclimate have the greatest impact on business investment. Among the
aggregationmethodsavailable, Principal Component Analysis (PCA) stands out for being more
rigorousthan a subjective rating system. The main aim of PCA is to simplify the complexity of the data
by reducingitsdimensionalitywhilepreserving the crucial information. The process beginswith the
construction of a data matrix, where the rowsrepresent the observations and the columnsdescribe the
variables. The covariance matrix isthencalculated to measure the linearrelationshipsbetween the
variables, followed by the calculation of the eigenvectors and eigenvalues. The eigenvectors,
rankedaccording to theireigenvalues, lead to the choice of principal components, withselectionbased
on the relative importance of these values. The data isthenprojected onto these principal components,
creating a new set of uncorrelated variables, the interpretation of whichhelps to understand the
contribution of the initial variables to each principal component. Finally, PCA reducesdimensionality by

retainingonly the first principal components, therebycapturingmost of the variance in the data.

The initial selection of indicatorswasbased on theiravailability in the countries in oursample

and theirability to capture different crucial dimensions of the business environment.
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Anotherselectioncriterionwas to integrate quantitative indicatorswith qualitative, perception-
basedindicators to provide a more completepicture of the business investmentclimate in eachsector
and country. Based on the literature, 5 categories of business environmentweredefined: administrative
and regulatoryconstraints and otherinvestmentclimate variables (access to finance, infrastructure

constraints, and competition).

These indices are standardised on the [0-10] scale. This approachmakesit possible to
compare the marginal impacts of the indices. Standardising indices on the [0-10]
scaleinvolvestransforming the raw values of these indices sothatthey are expressed on a scale of O to
10, generally for reasons of comparability or normalisation. The general formula for standardising a

variable X on the [0-10] scaleis as follows:

X standardised = (X — Xmin /Xmax — Xmin) x 10

e Xis the gross value of the index,
e  Xminis the minimum possible value of the index,
¢ Xmaxis the maximum possible value of the index,
o Xstandardisedis the standardised value on the scale [0-10].
This formula normalises the index values sothatthey lie within the interval [0, 1], thenstretchesthem

over the scale [0-10].

3.2.2. Endogeneity and identification strategy

The nature of the variables, which are mainly qualitative, raises the problem of endogeneity,
whichdeserves to betakenintoaccounthere. Most of the variables used in ourstudy come from the
World Bank Survey and are qualitative in nature, measuringcompanies' perceptions of
theirinvestmentclimate. They are based on the opinions of entrepreneurs in several areas of the
investmentclimate, thusaffecting the business climate. Theythusraise the problem of
potentialendogeneity in  certain  variables, whichmay alter the causality of the
relationshipbetweenpoliticalinstability and investment. Some entrepreneurs may report certain
obstacles as major when in factthey are not. Or wemayfindsignificantsigns of certain variables
whenthey are due to the good performance of certain companies (Beck et al., [33]; Aterido et al., [58]).
Our initial use of OLS willresult in biasedestimates. To solve the endogeneityproblem, weimplement
the double least squares method (2SLS), alsoknown as the two-stage least squares method, whichis a
technigue usedwhen variables are correlatedwith the errorterm, thuscontradicting the assumptions of
the linearregression model term. Itsprincipleisbased on the use of instrumental variables
uncorrelatedwith the errorterm to estimate the various model parameters. We use two sets of
instrumental variables for. The first set consists of variables designed to reduce the biasarisingfrom
the perception of barriers, therebyshifting the focus from self-reports to contextualfactors. The first
variable, completed by the interviewer, questions the reliability of responses to questions about
opinions and perceptions.The question askedis: "I feelthat the answers to the questions about

opinions and perceptions are true", with possible answersincluding (a) True, (b) Somewhattrue and (c)
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Not true. The second variable answers the question "This questionnaire wascompleted in", with
possible responsesincluding (a) One face-to-face interview visitwith one person, (b) One face-to-face
interview visitwithdifferent managers/staff and (c) Severalvisits. Giovanis and
Ozdamar[32]recommendusingthesetwocategorical variables becauseitisarguedthatthey are
correlatedwith perceptions of the business climate and cannotdirectly influence outcomes of interest.
To illustrate, Cojocaru[59]ranked the well-being of eachhouseholdusing the judgement and perception

of the interviewer as an instrumental variable.

Wealso use instrumental variables, includingindustryaverages. This methodissimilar to that of
Giovanis, Eleftherios&Ozdamar, Oznur[60]. The idea of usingaverage values as an instrumental
variable isthat the averageleveldepends on firm size, location and industry. Thesemean values
shouldbecorrelatedwith the unobservedelementsthat are linked to our variable. In the World Bank
Survey, the perception of the investmentclimate by companiesdepends not only on the characteristics
of the companyitself, but also on the city in which the companyislocated. Is it a big city or a smalltown?
It alsodepends on the size of the company. Companies of the same size will have the
samecharacteristics. It alsodepends on the company'ssector of activity, whethermanufacturing or
services. Again for the treatment of endogeneity, we follow the method of Dollar et al.[49], Commander
and Svejnar[52], Kinda et al. [53], Augier et al. [61], Nadine Levratto et al. [28], Fernandes [62], who
use meansconditional on country, localitywhere the firmislocated and firm size. Although the use of
conditionalaveragescannotcompletely cancel out endogeneity, it has the advantage of

mitigatingmeasurementerrors and the effect of missing observations.
4. RESULTS AND DISCUSSION
This section presents and discusses the results of basic model and the roustnessanalysis.
4.1. Basic results

Webegin by estimatingour model usingordinary least squares (OLS) acrossthreeequations,
augmentingeach base equationwithonlyourpoliticalinstability variable. Next,

weintroducesomeenvironmental variables. The estimation results are presented in Table 3.

Table 3. OLS estimation results

(1) (2) (4)
VARIABLES Ininvestment Ininvestment Ininvestment
political_instability -0.109** -0.109** -0.105*
(0.0539) (0.0535) (0.0583)
Criminality 0.00194
(0.0171)
Human_capital -0.00447
(0.00991)
Finance -0.00570
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(0.00548)

Infrastructure _constraints 0.0138*41
(0.00824)
ICT 0.0180*
(0.00957)
age -0.00274**
(0.00116)
Agglomeration 0.0420
(0.0577)
Size -0.000317
(0.000217)
Employee training -0.0889
(0.0562)

Experience_top_manager

Constant 5.505%** 5.629%** 5.556***
(0.0399) (0.0822) (0.128)

Observations 955 953 926

R-squared 0.004 0.008 0.029

Note: *; **; *** representsignificance at 10%, 5% and 1% respectively. Robust standard errors
in parentheses

Source:Author'sestimatesbased on stata

The results show thatwhatever the equationestimated, politicalinstability has a
significantnegative impact on investment. A 1% change in politicalinstability leads to a 10.5% decrease
in investment. Theseresults are identical to thosefound by Narayan et al. [39],
showingthatpoliticalinstabilityassociatedwithelectionsreduces business investment. This resultis in line
withthosefound by Busari and Lloyd [63] in the case of Nigeria, who, usingordinary least squares,
show that at a confidence level of 10%, politicalinstabilitynegatively but insignificantly affects

privateinvestment.

Afterdiscussing the variable of interest, webrieflypresent the effects of the control variables on
investment. The infrastructure variable, represented by electricity, transport and telecommunications
infrastructure, has a positive influence on business investment in Africa at a threshold of 10%. A
variation of 1% in infrastructure constraints leads to an increase in investment of 1.5% for electrical
and transport infrastructure constraints and 1.8% for electrical obstacles. Similarly, the age of the

company has a significantnegative impact on investment.

As mentionedearlier, the use of OLS results in biasedestimates due to
endogeneitybetweenour variables. To overcomethisproblem, weused instrumental variables,
comprising country averages of variables such as competitionfrom the informalsector, labour
regulation, perception of transport, electricity and tax rate. The estimatesusing the 2SLS method are

presented in Table 4.
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This table shows thatpoliticalinstability has a significantnegative influence on investment by
Africancompanies. A 1% change in politicalinstability leads to a 56.6% decrease in investment. This
resultis consistent withthoseobtained by Hosny [12] and Giovanis and Ozdamar [32],

whoalsoobserved a negative impact of politicalinstability on the performance of MENA firms.

Table 4. Estimation resultsusing the 2SLS method
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VARIABLES

political_instability

Age

Agglomeration

Size

internalfinancing
externalfinancing
Regulatory_constraints
administrative constraints
Criminality
Infrastructure_constraints

competition
ICT

Human_capital
Finance
Constant

Observations
R-squared

i
ip

(1)
Ininvestment

-0.387*
(0.213)

5.661%*
(0.119)

955
-0.024
13.72
0.00331

(2)
Ininvestment

-0.595%**
(0.121)
-0.00226*
(0.00126)
0.0939
(0.0594)
-0.000145
(0.000218)

5.835%+*
(0.0856)

955
-0.074
12.91
0.0117

(4)
Ininvestment

-0.635*+*
(0.124)
-0.00206
(0.00127)
0.0960
(0.0593)
-0.000157
(0.000221)
-0.127** (0.0641)
-0.0132 (0.0600)

6.032++
(0.138)

940
-0.086
9.941
0.0414

(5)

Ininvestment

-0.756%+*
(0.146)
-0.00201
(0.00129)
0.110*
(0.0609)
-0.000215
(0.000227)

0.0405*+*
(0.0112)

5,731+
(0.0838)

955
-0.115
8.766
0.0672

(6)

Ininvestment

-0.575%+*
(0.122)
-0.00245*
(0.00130)
0.0798
(0.0620)
-7.62e-05
(0.000233)

0.0805*+*
(0.0251)

5.714%+
(0.106)

892
-0.054
4.231
0.376

Note: *; **; *** representsignificance at 10%, 5% and 1% respectively. Robust standard errors in parenthese
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(7)

Ininvestment

-0.744%%*
(0.133)
-0.00217*
(0.00128)
0.121*
(0.0622)
-0.000146
(0.000223)

0.0614***
(0.0195)

5,621+
(0.0970)

950
-0.117
5.346
0.254

(8)

Ininvestment

-0.551%+*
(0.121)
-0.00213*
(0.00126)
0.0927
(0.0583)
-0.000174
(0.000217)

0.0139*
(0.00718)

5.737%*
(0.101)

955
-0.056
1151
0.0214

(9)

Ininvestment

-0.566%**
(0.153)
-0.00230*
(0.00129)
0.104
(0.0651)

0.0248**
(0.0107)
0.0880%**
(0.0328)
0.0209
(0.0244)
-0.000807
(0.00866)
0.0059 (0.008)
0.0182*
(0.00955)

-0.0087 (0.0106)
-0.007(0.00585)

5.431%**
(0.120)

864
-0.017
3.550
0.470




Similarly, Hosny [11]showedthatpoliticalinstabilityhad an adverse effect on the performance of
Tunisianfirms.Internalfinancing has a negative and significant influence on investment, with a 1%
variation in internalfinancingleading to a 12.2% decrease in investment. On the other hand,
externalfinancingdoes not appear to have anyeffect on investment. This resultis in line with the
findings of van Biesebroeck [64] for certain sub-SaharanAfrican countries, as well as with the
observations of K.Ojah et Al [54] for Kenya, Uganda and Tanzania, showingthatfinancing has a
negative impact on the decision to invest in equipment. Gatti and Love [65], in the case of

Bulgarianfirms, alsofind a significantsignbetweenaccess to bankcredit and firm performance.

African businesses face difficultiesaccessingdomestic finance, particularlysmall businesses
thatcannotmeetbanks' creditrequirements (Totoum, [66]). More thanhalf of businesses saidtheydid not
need a loan or hadsufficient capital. Otherreasonsgivenincludedcomplex application procedures,
unfavourableinterest rates, high collateralrequirements (such as the owner'spersonal assets, land and
buildings owned by the establishment, machinery and equipment, includingmovable assets),
insufficientloanamount, inadequatematurity, and some businesses doubtedwhether the application

wouldbeapproved.

Similarly, employee training has a negative influence on investment. Some 72.70% of
ourcompaniesindicatedthattheyhad not set up a training programme for theiremployees. Yet training
helps to improve the performance of employees and, consequently, that of the company. Companies
have everyinterest in training their staff, as this translates intoproductivity gains. A
trainedemployeeisgenerally more productive. One possible explanation for thisnegativeeffectis the

lowmobility and competitionbetweenemployees (L& Jérobme, [67]).

Administrative constraints have a positive and significant influence on investment, with a
variation of 1% leading to an increase of around 8% in investment. Crime has a positive effect on
business investment, but itseffectisonlysignificantwhen crime isconsidered as the only variable in the
investmentclimate. The work of Escribano and Guash [48] showsthat crime has a significant influence
on business productivity. Similarly, when infrastructures are examinedindividually, they have a positive
and significant impact on firms' investment. However, when all the infrastructures are
introducedsimultaneously, theirsign changes to becomenegative, although not significant. This
contrastswith the results for Bangladesh obtained by Fernandes [62], who shows thatelectrical
infrastructure has a negative and significanteffect on firm performance. One possible explanation lies
in the lowerlevel of basic infrastructure in African countries. Small and medium-sizedcompanies have
a greaterneed for government intervention to improve road infrastructure than large companies. This
contrastswith the results for Bangladesh obtained by Fernandes [62], who shows thatelectrical
infrastructure has a negative and significanteffect on business performance. One possible explanation

lies in the lowerlevel of basic infrastructure in African countries.

Small and medium-sized businesses have a greaterneed for government intervention to

improve road infrastructure than large businesses. According to the AfDB's 2018 Infrastructure
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Development Index, manyAfrican countries have low infrastructure scores’, with more thanhalf of the
countries in the sampleshowingpoor performance. Theseresultsdifferfromthosefound byHallward-
Driemier and Xu [68] for China, wherephysical infrastructure has no effect on firm performance,

probably due to the betterquality of infrastructure in China compared to African countries.

The regulatoryconstraint has a positive impact on investment, but itseffectissignificantonly for
large companies. A variation of 1% in the regulatoryconstraint leads to an increase in investment of
4.05% whenitisconsidered as the only variable in the investmentclimate. However, this positive value
ishalvedwhenitiscombinedwithother variables. The telecomsconstraint has a significant influence on
investment. On the other hand, the age of the company has a negative and significant influence on
investment, with a variation of 1% leading to an increase in investment of 0.2%,

althoughitseffectisrelativelysmall.
4.2. Heterogeneity tests

In order to test the influence of observable heterogeneity on the resultsobtained, we carry out
the estimates as a function of size and sector of activity. The hypothesisisthat the determinants of

investmentmayvaryaccording to companycharacteristics, such as size and agglomeration.
4.2.1. Heterogeneity by size category

Estimation of the model on the population as a wholerevealed a negative and
significantrelationshipwithcompanyinvestment. Fragmentation of the overall population according to
size will enable us to confirmtheseresults. The classification criterionused to determinecompany size is
the number of employees per week at the end of the fiscal year. According to the World Bank, there
are three types of companybased on size: large companieswith more than 99 employees, medium-
sizedcompanieswithbetween 20 and 99 employees and smallcompanieswithfewerthan 20 employees.
The results of the estimates by size category are presented in table 5.

The resultsfound are consistent with the estimates made for the population as a whole, except
for two points. Generallyspeaking, politicalinstability has a negative and significant influence on
investment, whatever the size of the company. However, itishigheramong medium-sizedcompanies.
Thus, a 1% variation in politicalinstability leads to a 4.33% reduction in investment for smallcompanies,
72.3% for medium-sizedcompanies and 56% for large companies. Politicalinstability has a greater

impact on investment by medium-sizedcompanies.

itis a composite index that measures nine elements in the field of infrastructure: transport, electricity, ICT, water, etc. Scores
range from 0 to 1: a score below 0.333 is considered low; 0.334 and 0.6667 is medium; AND above 0.668 is considered high.
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Table 5. Estimation results by company size

1) 2) 3)
VARIABLES Ininvestment Ininvestment Ininvestment
P ——
political_instability -0.0433 -0.723* -0.560***
(0.313) (0.390) (0.167)
competition -0.0418* -0.0409* 0.0117
(0.0217) (0.0233) (0.00923)
ICT -0.00559 -0.0197 0.0263**
(0.0262) (0.0320) (0.0108)
Regulatory_constraints 0.00105 0.0252 0.0301**
(0.0230) (0.0268) (0.0131)
Administrative_constraints 0.0994* 0.0425 0.135***
(0.0583) (0.0612) (0.0515)
Criminality -0.0532 0.00981 0.00882
(0.0446) (0.0570) (0.0324)
Infrastructure_constraints 0.0153 0.0196 -0.00543
(0.0175) (0.0191) (0.0109)
Human_capital -0.0218*
(0.0132)
Finance -0.0128*
(0.00696)
Age -0.00394 -0.00298 -0.00204
(0.00305) (0.00323) (0.00145)
Agglomeration 0.0980 0.183 0.127
(0.164) (0.179) (0.0796)
Constant 5.767** 5.771%* 5.399***
(0.253) (0.299) (0.147)
Observations 152 152 639
R-squared 0.071 -0.147 0.020
i 15.69 1.691 3.501
ip 0.0281 0.193 0.321

Note: *; **; *** representsignificance at 10%, 5% and 1% respectively. Robust standard errors

in parentheses

Source:Author'sestimatesbased on stata

Whether the companyis medium-sized or small, competition has a negative and significant

influence on investment at the 10% threshold, respectively. A variation of 1% leads to a reduction in

investment of 4.18% for smallcompanies and 4.09% for medium-sizedcompanies. We can seethat the

effectisalmostidentical for thesetwo types. On the other hand, the effectis positive but not significant for

large companies. Large companiesthat have reached a certain maturity can face competitionfrom the

informalsector, unlike

competethroughbetterqualityproducts at

medium-sizedcompanies,

which are

younger and

affordableprices. Thefinancingconstraint has

can

a

significantnegative impact on investment by large companies. A 1% variation in the financingconstraint

leads to a 1.28% reduction in investment for large companies. Whatever the size of the company,

almosthalfconsideraccess tofinance to be a major obstacle. This variable is made up of internal and
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externalfinancing, with 21.67% taking out a line of credit or a loanfrom a financial institution and
36.53% taking out an overdraft.The financingconstraint has a significantnegative impact on investment
by large companies. A 1% variation in the financingconstraint leads to a 1.28% reduction in investment
for large companies. Whatever the size of the company, almosthalfconsideraccess to finance to be a
major obstacle. This variable is made up of internal and externalfinancing, with 21.67% taking out a

line of credit or a loanfrom a financial institution and 36.53% taking out an overdraft.

Access to creditis an important element in financing business investment, but Africaisknown
as the continent whereaccess to creditismostrestricted. Furthermore, 57% of our businesses
consideraccess to finance to be a barrier to theirinvestment. Beck et al [33] showthataccess to finance
isless of a constraint for large firmsthan for smallfirms.Human capital has a negative and significant
influence on investment for large firms. A 1% change in employee training leads to a 2.18% decrease
in investment. The administrative constraint has a positive effect on investment, but
itseffectissignificant for bothsmall and large companies. A variation of 1% in the administrative

constraint leads to an increase of 9.94% for small businesses and 135% for large businesses.

The telecomsconstraint has a significant influence on investment by large companies.
Corruption throughunofficialpayments and bribes does not improve business performance. In a

corruptenvironment, itiseasier for small businesses to escape administrative control by paying bribes.

Regulatoryconstraintpositively affects investment, but itseffectissignificant for large firms,with a
1% change in regulatoryconstraint leads to a 3% increase in investment. Lee et Al [70]foundthat the
worst performance in terms of infrastructure was in African countries such as Nigeria, and
thatsmallfirmswere the mostaffectedregardless of the country studied. This negativeeffect of electricity
infrastructure wasfound by Aterido et al [71],who show thatelectricity infrastructure measured by the

number of power outages has a significantnegativeeffect on the performance of medium-sizedfirms.

4.2.2. Heterogeneityaccording to location
Similarly, companieslocated in the sameregions show markedsimilarities. The classification of
thesecompaniesaccording to the size of the towns in whichtheyoperateisbased on the number of
inhabitants. Twocategories of conurbation are thusdistinguished: large towns, with a population of
more than 500,000, and smalltowns, with a population of lessthan 500,000. The results of the

estimates by size category are shown in table 6.

Table 6. Estimation results by agglomeration

2) (2)
VARIABLES Ininvestment Ininvestment
|
political_instability -0.725%** -0.552**
(0.219) (0.240)
competition 0.0106 0.00211
(0.0142) (0.00976)
ICT -0.0165 0.0337***
(0.0166) (0.0120)
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Employee_training 0.109 -0.137*
(0.146) (0.0764)
Experience_top manager_ -0.00204 -0.000427
(0.00376) (0.00192)
Finance 0.000343 -0.00867
(0.0117) (0.00725)
Regulatory_constraints 0.0414** 0.0155
(0.0196) (0.0125)
Infrastructure_constraints 0.00857 -0.00345
(0.0149) (0.0107)
Administrative_constraints 0.0618 0.0739
(0.0505) (0.0516)
Criminality -0.0385 0.0740
(0.0288) (0.0455)
Age -0.000573 -0.00294*
(0.00195) (0.00168)
Constant 5.573*** 5.54 1%
(0.281) (0.170)
P e i ad
Observations 279 585
R-squared -0.015 -0.001
i 3.075 0.835
jdf 3 3
ip 0.380 0.841

Note: *; **; *** representsignificance at 10%, 5% and 1% respectively. Robust standard errors
in parentheses

Source:Author'sestimatesbased on stata

Politicalinstability has a negative impact on investment, regardless of where the firmislocated.
Nevertheless, itseffectishigher and significant at 1% for firmslocated in smalltowns. A 1% change in
politicalinstability leads to a 72.5% reduction in investment. Companies in smalltownsmaybe more
sensitive to politicalinstability due to potentially more limitedresources and infrastructure. In developing
countries, smalltowns have a hugedeficit in transport and electricity infrastructure, makingthemless

able to adaptquickly to anyform of politicalinstability.

The effect of the telecommunicationsconstraint on investment by businesses located in
smalltownsisnegative, although not significant. On the other hand, itis positive and significant for
businesses in large cities, with an increase in investment of 3.37% for each 1% variation in the
telecommunicationsconstraint. This dynamic can beexplained by the factthat, in African countries,
businesses established in large citiesbenefitfrom high-quality networks and reliable Internet
connections, while in smalltowns, the reliability and quality of the Internet network stillneeds to
beimproved. In particular, 5% of the companies in oursample do not have access to a website.
Furthermore, human capital, as measured by employee training, has a negative and significant
influence on investment by companiesbased in large towns. For example, a 1% variation in employee
training leads to a 13.7% reduction in investment for companies in large cities, with the
effectbeingeven more marked in large cities. The phenomenon of rural exodus, which encourages

greaterdynamism in the labour market, combinedwith the high cost of training employees in large cities
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and the increasingmobility of employees, may encourage companies to reducetheirinvestment in
training. This could lead to an overallreduction in investment due to theincreasedmobility of workers.
The regulatoryconstraint has a positive effect on investment, but itseffectissignificant for companies in

smalltowns. A 1% variation in the regulatoryconstraint leads to a 4.14% increase in investment.

5. CONCLUSION

In conclusion, This studyaimed to provide a high-qualityempirical contribution to the literature
on the relationshipbetweenpoliticalinstability and privateinvestment at the firmlevel in Africa. To
achievethis objective, weundertook a thoroughreview of the main explanatorytheories of the
determinants of investment, whichguidedouranalysis and led to the adoption of a rigorousmethodology
to ensurerobustresults. This includes the use of OLS estimators for the baselineestimates and

accounting for endogeneity by applying the double least squares (2SLS) method.

The resultsconfirmpreviousfindingsthatpoliticalinstability has a negative and significant impact
on business investment, irrespective of location. Overall, oureconometricresultsreinforcethese
conclusions by demonstratingthatpoliticalinstability has a negative and significant impact on business
investment. Looking more closely at the effectsaccording to firm size, we have
highlightedtheirheterogeneity in terms of investment. Indeed, politicalinstability has a negative and
significant impact on investment, whatever the size of the company, but this impact is more
markedamong medium-sizedcompanies. = Thesefindings are of crucial importance for
policymakerstaskedwithimproving the investmentenvironment for Africancompanies. It is crucial to
improve the quality of infrastructure by reducing the number of power cuts, as solid infrastructure

stimulatesinvestment. Improvingelectricitysupplythrough the entry of new

investorsintoAfricanmarketswillensuregreatercompetitiveness in the electricitymarket.
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