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Abstract
Purpose – This paper aims to examine the role of country-level institutional structures in strengthening the
level of investor confidence in Africa while controlling for real GDP growth, interest rate spread, inflation and
country credit rating.
Design/methodology/approach – The paper uses panel data for the period 2009-2013. It takes into
account the rule of law, political stability, regulatory quality, voice and accountability, control of corruption
and property rights as potential institutional drivers of the level of investor confidence. These factors are
based on their relative relevance from the extant literature. Correlated panels-corrected standard errors model
was used to establish the relationship between the institutional structures and the strength of investor
confidence.
Findings – The overall results show that rule of law, voice and accountability, property rights and
political stability exhibit significant positive relationship with the strength of investor confidence in
African economies. This implies that asking African economies to strengthen these institutional
structures will result in enhanced investor confidence in their economies. This suggests that the
establishment of these institutional structures is an effective tool to enhance investor confidence in
African economies.
Practical implications – In addition to the long-term goal of promoting economic reforms, a
corresponding long-term goal of strengthening institutional structures in African economies should be taken
into consideration. Instead of waiting for their economic reforms to take effect, governments in African
countries can, to some degree, attract investors into their economies by establishing credible institutional
structures.
Originality/value – This paper contributes to the knowledge on how country-level institutional structures
influence the level of investor confidence in the context of Africa.

Keywords African countries, Institutional structures, Investor environment,
Strength of investor confidence
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Introduction
Recent studies on corporate governance across the length and breadth of the globe have
revealed a number of striking evidences that supports the view that firm performance is
associated with the adoption and implementation of sound corporate governance structures
by firms. However, there are differences in these revelations in relation to issues such as the
level of investor confidence in countries. The differences in the institutional structures of
countries explain the divergence in the degree of investor confidence in countries (La Porta
et al., 2000). This is because a company situated in a country which is characterized by weak
institutional structures would probably be unable to make up for such weak institutions by
integrating stronger mechanisms to safeguard its investors. Shleifer and Wolfenzon (2002)
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contend that firms on their own are unable to ensure sound governance or good legal
environment without the assistance of sound institutional structures at the national level.

Weak institutional structures deter investors with the fear that there are no measures to
safeguard their investments and rights. For example, on the one hand, investors may not
initially have confidence in firms situated in some countries, but if they found out that
institutional structures in such countries are strong, they would be more likely to consider
investing in such firms with the hope that the protection of their investments and interests is
guaranteed. On the other hand, if the institutional structures are proved to be weak, such
firms would be less attractive to investors.

Indeed, there is an argument that the increased cognizance of the relevance of investor
confidence and protection of investors’ interests, as well as the reference of international
governance principles, has necessitated for strong institutional structures in countries.
Relevant amendments in relation to enhancing investor confidence were introduced recently
by some countries into their institutional structures (e.g. South Africa, Russia, Moldova,
Uzbekistan and Armenia). While this progress is receiving increased deliberations, the
analysis of the outcomes of these institutional structures in the field of investor confidence
has been sketchy. Thus, it will be the task of this study to examine how country-level
institutional structures influence the strength of investor confidence.

While a number of studies have examined how corporate governance structures
influence investor confidence, the majority has tended to concentrate on how internal
governance structures influence investor confidence (Easterbrook and Fischel, 1996; Kang
and Shivdasani, 1995; Stafsudd, 2009; Jadhav and Katti, 2012; Hasan et al., 2014).
Notwithstanding the incremental interest in how external governance structures such as
institutional structures influence investor confidence, studies concerning this matter are
limited. The few studies in relation to this issue are mainly on Europe or North America (La
Porta et al., 2000; Shleifer and Wolfenzon, 2002; Klapper and Love, 2004), with little
emphasis on developing countries, particularly African countries. The institutional
structures in African countries differ from those in other regions, thus limiting
generalizability of research outcomes resulting from studies on other regions to Africa. It is
evident that the level of investor confidence is affected by institutional structures of
countries (Castrillo et al., 2010; Hasan et al., 2014). As African countries are making every
effort to attract investors by establishing investor confidence in their economies through the
strengthening of institutional structures, analyses of the impact of certain institutional
structures on investor confidence are imperative. This makes it fundamentally empirical for
these countries to become conscious of whether their attempts of strengthening investor
confidence through the strengthening of institutional structures are becoming a reality or
otherwise. Therefore, in this study, we propose to examine how country-level institutional
structures influence the level of investor confidence.

The remainder of our study is organized as follows: The next section presents the review
of the related literature and the development of hypotheses. We then proceed to highlight the
methodology of the paper. Ensuing is the analysis. Finally, the conclusion, recommendation,
limitations and areas for further studies are presented.

Literature review and hypotheses development
Governance is dependent on both country- and firm-specific governance structures. Whilst
the former entails institutional structures or governance structures that put into effect the
laws of every country, the latter explicates the operatingmechanisms within companies. It is
argued that institutional structures (such as rule of law and property rights ) tend to impose
specific preferences of governance features, which ultimately explain why a company in a
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particular country has specific governance structures (Aggarwal et al., 2009). They are also
considered relevant in ensuring investor confidence and the protection of minority
shareholders’ interests (La Porta et al., 1997, 1999, 2000). Strong institutional structures
create an enabling environment that dissuades corporate managers from being self-centred
and opportunistic, mitigate the risk of mismanagement and thus enhance investor
confidence (Shleifer and Wolfenzon, 2002; Castrillo et al., 2010). This is because if corporate
managers have it at the back of their minds that should they mismanage the affairs of their
companies, they would not be able to circumvent the lubricated institutional structures that
serve as external disciplinary measures, then they would end up being circumspect in their
dealings.

Firms situated in developing countries characterized by weak institutional structures
will have a difficulty in raising capital and “be a magnet” for investors or capital providers.
This implies that strong institutional structures more often than not signal the citizenry, the
private sector and the investors about the seriousness attached to governance reforms by
governments (Saidi, 2004). Naceur et al. (2007) contend that an economy with strong
institutional structures decreases agency cost and promotes effective and efficient
monitoring of corporate managers, which eventually ensures the enhancement of investor
confidence. Examining the role of some institutional structures and internal governance
structures on 95 newly privatized companies, they found out that companies become more
productive in environments characterized by improved property rights measures. The
authors further noted that the positive impact of privatization requires the reinforcement of
comprehensive institutional reforms. Bishara (2011) also highlights that weak institutional
structures can deter potential foreign investors from taking risk in investing in what could
otherwise be attractive to firms. We, therefore, argue that the issues of investor confidence
remain relevant in economies, and these issues transcend the soundness of macroeconomic
environment to include institutional structures.

Hypotheses development
Political stability is an outcome of a political structure characterized by an absence of coups
and takeovers and by continuity and dependability of government policies, and it recently
included the absence of domestic social unrest (Chaze, 2011). The strengthening of investor
confidence relies largely on an acceptable amount of certainty that promising and stable
political environment will persist in the future. Investors, foreign and domestic, are less
likely to inject capital into economies where risk of investment and protection of their
interests are high as a result of political instability (Genna and Hiroi, 2014; Chaze, 2011). By
maintaining political stability, economies can therefore promote economic growth by
inducing investors to inject capital into their economies and assuring them that their
investments and interests are secured; this effort ultimately discourages capital flight
(Akongdit, 2013). This implies that the possibility of political instability is more likely to
undermine investor confidence and rights of shareholders, which will eventually minimize
investment.

Studies on the relationship between political instability and strength of investor
confidence have revealed inconclusive results. On the one hand, some studies have
contended that while instability in the political terrain will probably happen, this will
perhaps not be adequate to represent political risk (kobrin, 1976). A military coup, for
instance, will probably increase or minimize the risk, depending on who is ousted from office
and who assumes power. This means that it is not always the case that investors will be
dissuaded to invest in economies characterized by political instability with the fear that their
interests will not be protected. A study by Kobrin (1976) on the environmental determinants
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of foreign investment found no significant relationship between political instability and the
level of investor confidence proxied by foreign investment. Also, Green and Cunningham
(1975) in a study on 25 economies indicated that market potential factors are the most
relevant determining factors of foreign investment, whereas political instability was found
to not be significantly related to investor confidence proxied by foreign investment.

On the other hand, studies contend that political stability strengthens investor
confidence and enhances shareholder rights, which ultimately encourages investors to
invest without any fear of losing their possessions. A study by Obwona (2001) on the
determinants of investment confidence in Uganda found that political stability plays a
significant role in inducing capital providers to inject their capital in the Ugandan economy
with the hope that their investments and interests are safeguarded. A similar study by Levis
(1979) on developing countries found a significant negative relationship between political
instability and investor confidence.

This discussion appears to point to an inconclusiveness or contradiction on the
relationship between political instability, strength of investor confidence and protection of
shareholders’ rights. Thus, there is a need for further examination of the association
between political instability and the strength of investor confidence. Hence, we hypothesize
that:

H1. Political stability positively influences the strength of investor confidence in an
economy.

Property rights are special authority possessed by property owners (be it locals or
foreigners) in an economy to sell, consume, mortgage, rent, exchange and transfer their
properties. They are regarded as a key element in markets (Smith, 1976; knight, 1971). This
is because economic activity improves when individuals have the ability to protect the value
of their work in a lawfully secured asset. Property rights help in strengthening the level of
investor confidence and safeguarding their interests in an economy (North, 2003; Rosenberg,
1994) by creating a system through which individuals can reorganize their assets into more
useful combinations (De Soto, 2006). In making share-buying or investment decisions,
investors look out for proof that they would get returns on their investments and want
assurance of protection of their interests and investments. Measures that limit transfers can
have a negative influence on the strength of investor confidence and protection of
shareholder rights, as well as international investment inflows (OECD, 2006). This overtly
implies that the creation of property rights in an economy is imperative. By this, developing
countries can develop or grow quickly in that; this system ultimately induces foreign
investors to have confidence in these economies with the hope that their interests would be
protected. The World Bank in a study on this issue on more than 60 countries found that
insecure property rights can directly influence growth of economies through the choice of
production process and efficiency with which production is carried out, which eventually
reduces the level of investor confidence (Keefer and knack, 2000). Thus, we hypothesize that:

H2. Property rights is positively associated with the strength of investor confidence.

There can be little or no question that perceptions of excessive levels of corruption in a
particular economy can deter many potential investors. A study by the World Bank
provides persuasive evidence that economies with perceived high levels of corruption are
losing out on prospective investors, which in turn is thwarting their economic growth and
development (The World Bank, 1997). Corruption undermines the reliability of corporations
and governments by distorting the allotment of both private and public resources, which
makes the public administration unreliable, and thus reducing the strength of investor
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confidence in economies (OECD, 2006). Even where foreign companies and investors have
chosen to take a risk of investing in an economy plagued with high levels of corrupt
practices, they can become so irritated by excessive demands for bribes by officials, which
could ultimately deter them from further investing in such an economy. This was, for
example, the reason for which Unilever stopped its operation in Bulgaria in 1998 (The
Economist, 1999). This means that corruption is regarded as a sort of taxation; it not only
decreases the level of investor confidence but also sort of decreases investors in an economy
(Dunning, 1993). We, therefore, hypothesize that:

H3. Control of corruption is positively associated with the strength of investor
confidence.

The rule of law theoretically mirrors the extent to which citizens of a particular country are
willing to embrace the established institutions to ensure law and order (Biswas, 2002). An
economy premised on a strong rule of law will, ultimately, strengthens its level of investor
confidence. This is because where economic opportunities and political stability exist, the
existence of the rule of law as an institutional structure increases the level of investor
confidence in an economy (La Porta et al.1997; Levine, 1999; Busse, 2004; Li, 2006). The
predictability and stability of a country, which eventually provide a sound investor
environment stem from the promotion of the rule of law. Firms may shy from a market
where the rule of law is always overlooked. Investors, understandably, fear to inject their
capital or resources into an unpredictable legal environment.

Empirical analyses suggest that good and generalized rule of law tend to attract
investors into an economy (La Porta et al., 1999; Levine, 1999). In the similar vein, industry-
level studies have established a close relationship between the rule of law and the
willingness of outside investors to invest in firms by sourcing funds for expansion (Carlin
and Mayer, 1999; Demirguc-Kunt and Maksimovic, 1998; Rajan and Zingales, 1998). In
addition, Globerman and Shapiro (2003), in their study, found that foreign investors from the
USA mostly prefer investing in economies characterized by efficient rule of law system. In
sum, we argue that better institutional structures in terms of rule of law should strengthen
the level of investor confidence in economies. Thus, we hypothesize that:

H4. The rule of law is positively associated to the strength of investor confidence.

Voice and accountability measures the extent of participation of an economy’s citizens in the
choice of government, lack of restrictions in expression, freedom of association and
independence of the media. It is another important element of good governance which
ensures the strengthening of investor confidence in an economy. Lack of voice and
accountability reduces the level of investor confidence in economies (Globerman and
Shapiro, 2002; Kaufman et al., 2003). The presence of voice and accountability in an economy
provides free investor environment, which prevents violations of the rights of investors. La
Porta et al. (1997, 1999) contend that enhancing rules regarding corporate governance and
the quality of accounting and auditing standards strengthen the level of investor confidence.
In the face of this, the sufficing measure for sound economic growth and enhanced investor
confidence in a country is the credibility of the institutional structure of voice and
accountability. Some empirical studies have established a positive relationship between
voice and accountability and the level of investor confidence in economies. A study by
Stasavage (2002) on African economies, found a strong positive relationship between voice
and accountability and investor confidence. In addition, Chaib and Siham (2014), in their
study, found a significant positive relationship between voice and accountability and the
level of investor confidence in the Algerian economy. Thus, we hypothesize that:
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H5. Voice and accountability positively influence the strength of investor confidence in
an economy.

Regulatory quality is about “regulations that are efficient in terms of cost, effective in terms
of having a clear regulation and policy purpose, transparent and accountable” (OECD, 2006,
p. 236). Regulations can create benefits for businesses and investors by setting market
structures in which transactions concerning commercial activities can take place in an
efficient environment. However, poor regulations can result in slow investor responsiveness,
cause a diversion of both public and private resources away from productive ventures,
reduce the creation of jobs and eventually lower the level of investor confidence in an
economy. Nothing constitutes more to investor cynicism about regulation than failures in
regulations. This implies that quality regulations in an economy boost investor confidence
that these regulations are set up to safeguard their interests. A study by OECD (2006)
reveals a positive association between regulatory quality and the level of investor
confidence across a sample of countries. However, Kirkpatrick (2006) argues that sometimes
the regulatory institutions in economies are considered not independent of the government
and susceptible to political interference, and thus investors may be discouraged from
committing huge sums into such economies. We, therefore, argue that, all other things being
equal, quality regulations matter for the level of investor confidence in economies. Hence, we
hypothesize that:

H6. Regulatory quality is positively associated with the strength of investor confidence.

Methodology
Our sample is based on 39 African countries which have available data to test our
hypotheses. Our sample covers the time span 2009 to 2013 and includes 194 observations.
We obtained five of the six examined institutional structures from the broadest of country-
level governance ratings by the World Bank. We gathered data on the strength of investor
confidence and property rights from the Global Competitiveness Report by the World
Economic Forum. The dependent variable in our study is the strength of investor
confidence, and the independent variables that are expected to influence our dependent
variable are carefully selected, based on extant literature and availability of data for the
sample period. The independent variables in our estimation are the rule of law, political
stability, voice and accountability, regulatory quality, property rights and control of
corruption.

To establish the relationship between the strength of investor confidence and our chosen
institutional structures, we controlled for four economic variables that could possibly have
influence on the strength of investor confidence in an economy. These are real GDP growth,
country credit rating, inflation and interest rate spread. The study used these economic
variables, as macroeconomic stability also plays a critical role in attracting foreign investors
into an economy. A stable macroeconomic environment fosters the strength of investor
confidence by showing less investment risk (Anyanwu, 2012). Table I provides further
description of the variables and their sources.

Summary statistics
Table II highlights descriptive statistics for the full sample of our study. Means, medians,
minimums, maximums, standard deviation and number of observations of our variables of
interests are presented. On average, the strength of investor confidence in the 39 African
countries during the period in review recorded 4.77. This is on the average side. This
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Table I.
Description of

variables and sources

Variable Description How it is measured Source

Strength of
investor
confidence

Reflects perceptions of
investor protection

Investor protection index World
Competitiveness
Review

The rule of law Reflects perceptions of the
extent to which agents have
confidence in and abide by the
rules of society, and in
particular, the quality of
contract enforcement, property
rights, the police and the
courts, as well as the
likelihood of crime and
violence

Measured as perceptions of the
extent to which agents have
confidence in and abide by the
rules of the society

The World Bank
Governance
indicators

Regulatory
quality

Reflects perceptions of the
ability of the government to
formulate and implement
sound policies and regulations
that permit and promote
private sector development

Measured as the perceptions of
the quality of government to
formulate and implement
sound policies and regulations

The World Bank
Governance
indicators (2009-2013)

Voice and
accountability

Reflects perceptions of the
extent to which a country’s
citizens are able to participate
in selecting their government,
as well as freedom of
expression, freedom of
association and a free media

Measured as people’s
perceptions on the quality of
governance in the country

The World Bank
Governance
indicators (2009-2013)

Control of
corruption

Reflects perceptions of the
extent to which public power
is exercised for private gain,
including both petty and
grand forms of corruption, as
well as “capture” of the state
by elites and private interests

Measured as perceptions of the
extent to which public power
is exercised for private gains

The World Bank
Governance
indicators (2009-2013)

Property rights Is an exclusive authority
possessed by an owner of
property to consume, sell, rent,
mortgage, transfer and
exchange their property

Measured as the authority
possessed by an owner of
property

The World Bank
Governance
indicators

Political
stability

It describes the perceptions of
the likelihood of political
instability and/or politically-
motivated violence, including
terrorism

Measured as perceptions of the
likelihood of political
instability in the country

The World Bank
Governance
indicators

Interest rate
spread

It describes interests charged
on borrowings by financial
institutions

Measured as interests charged
on borrowings by financial
institutions

Global
competitiveness
report

Real GDP It describes country’s
economic progress and as an
indicative of profitable
investment opportunities

Measured as nominal GDP
adjusted for inflation

Global
competitiveness
report

Country credit
ratings

Defined as the credit quality of
a country’s obligations or of
an issuer’s general
creditworthiness

Measured as a rank-ordering
of creditworthiness, or
expected loss

Global
competitiveness
report
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indicates that the sampled African countries performed averagely as their score of their level
of investor confidence is less than the maximum score (which is seven) as indicated in the
global competitiveness report. The rule of law of the median economy was about 37.40 per
cent. With respect to regulatory quality in these economies, the weakest country scored 0.70
per cent, whereas the strongest country recorded 67.10 per cent. Voice and accountability of
the average economy was 34.62 per cent. In regards to control of corruption and property
rights, the average economy recorded 38.65 and 3.94 per cent, respectively. Finally, the
median country among the 39 economies recorded 35.45 per cent on political stability from
2009 to 2013.

Table III illuminates a correlation matrix for the strength of investor confidence and our
exogenous variables (that is our variables of interest and control variables). We present a
positive relationship between strength of investor confidence and our variables of interest (the
rule of law, regulatory quality, voice and accountability, control of corruption, property rights

Table II.
Summary statistics

Variables Median Mean Minimum Maximum SD No. of observations

Strength of investor confidence 5.00 4.77 2.00 8.00 1.32 194
The rule of law 37.40 35.36 0.90 79.60 19.37 194
Regulatory quality 15.30 38.94 0.70 67.10 71.21 194
Voice and accountability 33.40 34.62 7.10 76.50 18.61 194
Control of corruption 34.20 38.65 1.44 29.10 35.06 194
Property rights 3.80 3.94 2.20 8.30 0.87 194
Political stability 35.45 36.61 2.80 88.20 22.79 194

Notes: This table presents descriptive statistics for the sample used in the analysis. This sample includes
39 African countries for the period 2009-2013. These are Ghana, Guinea, Gambia, Guinea-Bissau, Benin,
Burkina Faso, Cape Verde, Côte d’Ivoire, Liberia, Mali, Mauritania, Nigeria, Senegal, Sierra Leone, South
Africa, Botswana, Lesotho, Namibia, Swaziland, Kenya, Tanzania, Rwanda, Uganda, Burundi, Zimbabwe,
Ethiopia, Mauritius, Mozambique, Madagascar, Malawi, Zambia, Seychelles, Cameroon, Angola, Chad,
Gabon, Algeria, Morocco, Egypt and Tunisia

Table III.
Correlation analysis

Variables 1 2 3 4 5 6 7 8 9 10 11

Strength of investor confidence 1.00
The rule of law 0.39 1.00
Regulatory quality 0.06 0.03 1.00
Voice and accountability 0.39 0.39 �0.02 1.00
Control of corruption 0.26 0.28 �0.05 0.40 1.00
Property rights 0.31 0.58 �0.03 0.39 0.39 1.00
Political stability 0.29 0.34 �0.03 0.50 0.46 0.50 1.00
Real GDP growth 0.53 0.41 0.39 0.09 0.17 0.34 0.22 1.00
Country Credit Rating 0.48 0.37 0.09 0.46 0.30 0.57 0.45 0.11 1.00
Inflation �0.15 �0.16 �0.08 �0.11 �0.09 �0.07 �0.21 �0.17 �0.07 1.00
Interest rate spread 0.03 �0.23 0.13 �0.09 �0.06 �0.31 �0.05 �0.35 0.20 �0.13 1.00

Notes: This table presents correlation matrix for the sample used in the analysis. This sample includes 39
African countries for the period 2009-2013. These are Ghana, Guinea, Gambia, Guinea-Bissau, Benin,
Burkina Faso, Cape Verde, Côte d’Ivoire,, Liberia, Mali, Mauritania, Nigeria, Senegal, Sierra Leone, South
Africa, Botswana, Lesotho, Namibia, Swaziland, Kenya, Tanzania, Rwanda, Uganda, Burundi, Zimbabwe,
Ethiopia, Mauritius, Mozambique, Madagascar, Malawi, Zambia, Seychelles, Cameroon, Angola, Chad,
Gabon, Algeria, Morocco, Egypt and Tunisia
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and political stability). Concerning our control variables, the correlation results show a positive
correlation between the strength of investor confidence and them. These results, therefore,
demonstrate that African economies, characterized by strong investor confidence, were
associated with strong institutional structures under the period in review. In other words, the
level of investor confidence was enhanced in African economies characterized by strong
the rule of law, regulatory quality, voice and accountability, control of corruption, property
rights and political stability during the period in review. Apart from the positive association
between these institutional structures and the strength of investor confidence, the results
divulge that real GDP growth, high country credit rating, low interest rate spread and low
inflation induced investors to have confidence in African economies from 2009 to 2013. The
magnitude of the relationships among the independent variables was low to medium,
indicating that multicollinearity was not a major issue. In addition, the correlation among the
independent variables falls within the threshold of at most 0.7, as suggested by Kennedy (2008).

Regression analysis
In this section, we present results of our regression model. We used a panel data analysis to
establish the relationship between country-level institutional variables and strength of
investor confidence. Panel data entail the pooling of observations on a cross-section of units
over a number of periods and offer results that are basically not palpable in studies that are
purely cross-sectional (Domowitz et al., 1986). Nonetheless, the most suitable estimation
technique for estimating the basic models depends on the structure of the constituents of the
disturbance term and also the correlation between the observed explanatory variables and
the disturbance term (Johnston and DiNardo, 1997). Therefore, in the context of this study,
we used correlated panels-corrected standards errors (PCSE) estimation technique.
Essentially, this ordinary least squares technique comprises a dummy variable. This is as a
result of the panel nature of the estimation, which is usually characterized by error
processes. Hence, we used the PCSE, which mechanically corrects those oddities associated
with the data.

Table IV reports the results of our models in which the strength of investor confidence is
used as the endogenous variable to test our hypothesis. Our basic model to test our
hypotheses is shown below. All the variables in the model are log-transformed:

Strength of Investor Confidenceijt ¼ b 1 ðRule of LawÞijt þ b 2 ðRegulatoryQualityÞijt
þ b 3 ðVoice andAccountabilityÞijt
þ b 4 ðControl of CorruptionÞijt
þ b 5 ðProperty RightsÞijt
þ b 6 ðPolitical StabilityÞijt
þ b 7 ðControl VariablesÞijt þ « ijt

Model 1 contains the rule of law and the control variables; Model2 comprises the variables in
Model 1 and regulatory quality.Model 3 consists of the variables in Model 2 and voice and
accountability. Control of corruption is added to Model 3 to formModel 4. Model 5 integrates
the variables in Model 4 and property rights. Finally, Model 6 incorporates the variables in
Model 5and political stability.
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Table IV.
Regression relating
strength of investor
confidence to the rule
of law, regulatory
quality, voice and
accountability,
control of corruption,
property rights and
the control variables
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Our results in our basic model are consistent with our hypothesis that country-level the rule
of law is positively correlated with the strength of investor confidence. For instance, as
depicted in Models 1, 2, 3, 4, 5 and 6, the coefficients on the variable rule of law are
significantly positive at 1 per cent significance level. Our results, therefore, support the
assertion that whilst favourable economic conditions can help attract investors and enhance
investor confidence in economies, the rule of law as an institutional structure is considered a
powerful drive that bolster investor confidence (Franck, 2007).

As shown in Models 2, 3, 4, 5 and 6, the coefficients on the variable regulatory quality are
all positive but insignificant in influencing the strength of investor confidence in African
countries. We, therefore, argue that this insignificant relationship could possibly stem from
the frequent interferences of most African countries’ governments into the affairs of
regulatory bodies. This is because, in economies where regulatory bodies are considered not
independent of the state and are always susceptible to political interference, investors may
be deterred from investing in such economies (Kirkpatrick et al., 2006).

We also find that African economies with strong voice and accountability are
characterized by high level of investor confidence. The coefficients on voice and
accountability in Models 3, 4, 5 and 6 demonstrate that voice and accountability
significantly influences strength of investor confidence positively in African economies.
Therefore, these results give support to our hypothesis that voice and accountability
positively influences the strength of investor confidence in an economy. Our findings
reinforces the argument by La Porta et al. (1997, 1999) that enhancing corporate governance
rules (in terms of voice and accountability) and the quality of accounting standards leads to
greater investor confidence. In addition, the results corroborate the findings of Stasavage
(2002) that voice and accountability enhance investor confidence in some African economies.

The results about the relationship between control of corruption and the strength of
investor confidence did not support our hypothesis that control of corruption strengthens
investor confidence in African economies. In Models 4, 5 and 6, the coefficients on control of
corruption are positive and insignificant. The resulting explanation could be that though the
sampled African economies are characterized with corruption, the extent of their corrupt
practices has not got to a point, which can reduce investor confidence (Castro and Nunes,
2013). Further, another possible explanation could be that most investors from corrupt
countries are inclined to invest in economies that are characterized by corrupt practices.
These investors believe that it is normal for them to engage in corrupt practices in other
economies to facilitate their operations or gain an unfair advantage. This result is consistent
with the findings of Abed and Davoodi (2002), Akcay (2001), andWheeler andMody (1992).

The relationship between property rights and the strength of investor confidence is
significantly positive. In Models 5 and 6, the coefficients on property rights exhibit a
significantly positive relationship between property rights and investor confidence. These
results thus support our hypothesis that high property rights aid in strengthening investor
confidence in African economies. They also reinforce the argument that property rights help
in strengthening the level of investor confidence in an economy (North, 2003; Rosenberg,
1994) by creating a system through which individuals can reorganize their assets into more
useful combinations (De Soto, 2000). In addition, the results are in line with the findings of
Keefer and Knack (2000) that insecure property rights can directly influence growth of
economies through the choice of production process and efficiency with which production is
carried out, which eventually reduces the level of investor confidence.

Further, Model 6 demonstrates a significantly positive relationship between political
stability and the strength of investor confidence in African economies. Hence, our hypothesis
that political stability positively influences the strength of investor confidence is supported.
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This finding unambiguously implies that by maintaining political stability, economies can
therefore promote economic growth by inducing investors to inject capital into their
economies, as well as assuring them that their investments are secured (Akongdit, 2013).
This result is consistent with the findings of Obwona (2001) that political stability plays a
significant role in inducing investors to inject their capital in the Ugandan economy with the
hope that their investments are safeguarded. In addition, our result reinforces a study by
Levis (1979) on developing countries, which documents positive significant relationship
between political stability and investor confidence.

In regards to the control variables, our results in all the models establish a significant
negative relationship between interest rate spread and the strength of investor confidence in
African economies. This implies that a rise in interest rate spread discourages investment,
making investors less willing to take out risky investments in African economies. In
addition, our results show a significant negative association between inflation and the
strength of investor confidence. With the exception of Models 1, 2, 3 and 4, our results in
Models 5 and 6 illuminate that real GDP growth significantly influences the strength of
investor confidence positively in African economies. Finally, our results also document a
significantly positive association between country credit rating and the strength of investor
confidence in African countries.

Robustness check
The association established with the study’s model between institutional structures and the
strength of investor confidence could possibly be misleading. We thus examine the
robustness of our study results in this section. Countries tend to be at variance in regards to
their opportunities and challenges that they face over time. To make sure the results
obtained from the PCSE estimation are robust, we conducted the following robustness
check. First, we lagged the independent variables by one year and re-estimated our basic
model. We believe that investor confidence could be strengthened based on historical data,
and as a result, all the independent variables that are supposed to have influence on the
strength of investor confidence will become more visible next period onwards. Thus, we
present the findings of which all the independent variables are lagged by one period. The
results (as presented in Table V) were similar to the PCSE results. Also, as country-level
institutional structures and the strength of investor confidence are jointly determined by
unobserved country-specific variables, which makes it difficult for PCSE estimation to
capture, the study used fixed-effect model to address this issue and also to validate the
results obtained from the PCSE estimation. Consequently, the results obtained from the
estimation of the fixed-effect model were similar to the PCSE results, as demonstrated in
Table V.

Conclusions and policy implications
Several African countries are now making a conscious effort to improve regulations,
strengthen corporate governance, promote best business practices and enhance the quality
of their investor environment, which ultimately will lead to the strengthening of investor
confidence in these economies. However, it is worth noting that as these economies are
making the very effort to attract investors in their economies, the establishment of sound
institutional structures is imperative. It is argued that economic reform measures that are
tailored to attract investors are likely to be a mere cosmetic in economies with weak
institutional structures (Castrillo et al., 2010). This is because the strengthening of the level
of investor confidence depends on not only economic; their effectiveness is also determined
by the soundness of institutional structures in economies (Castrillo et al., 2010).
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Thus, we examined the relationship between institutional structures and the strength of
investor confidence in African economies over the period 2009 to 2013. We used the rule
of law, regulatory quality, voice and accountability, property rights, control of corruption
and political stability as the institutional structures. Data on 39 African countries suggest
that the rule of law positively affect the strength of investor confidence in African
economies. In addition, voice and accountability, property rights and political stability
were found to have significant positive influence on the strength of investor confidence in
African countries. These findings give support to the relevance of strong institutional
structures when economic policies are fashioned out to boost investor confidence in
economies.

Our findings suggest that in addition to the long-term goal of promoting economic
reforms, a corresponding long-term goal of strengthening institutional structures in
economies should be taken into consideration. Therefore, governments in African
countries should strengthen their institutional structures. Instead of waiting for their
economic reforms to take effect, governments in African countries can, to some
degree, attract investors into their economies by establishing credible institutional
structures.

Our study is associated with some limitations. First, the study used data from 39
African countries and therefore, generalizing the results to those African countries that
were not examined in this study is difficult. However, the results can be generalized to
African countries with characteristics similar to the examined economies, in an analytical
sense through inductive reasoning. In addition, the study focused on institutional
structures of the rule of law, regulatory quality, property rights, control of corruption,
voice and accountability and political stability, but institutional structures such as
intellectual property rights, protection of minority shareholders’ rights and public trust
in politicians are probably also important in African economies. Further studies should
expand our model by incorporating these alternative institutional structures and

Table V.
Robustness check

Lagged independent variables and strength
of investor confidence Fixed-effect model

Variables Coefficients Variables Coefficients

ROL_1 0.0136** [1.98] ROL 0.00012** [1.92]
RQ_1 0.00031 [1.09] RQ 0.00672 [0.85]
CC_1 0.0033 [0.54] CC 0.000514 [0.90]
VOA_1 0.0023*** [3.03] VOA 0.00118** [1.95]
PR_1 0.0782*** [2.84] PR 0.739590** [1.98]
PS_1 0.0108* [1.7] PS 0.000479*** [2.45]
IRS_1 0.0294** [1.99] IRS 0.01312*** [3.46]
INF_1 0.0730** [1.89] INF 0.01566* [1.78]
GDP_1 0.00603*** [4.32] GDP 0.000546*** [4.23]
CCR_1 0.01098*** [5.04] CCR 0.016208*** [2.78]
R2 0.409
F-(statistic) 9.638
Prob(F-stat) 0.000

Notes: t-values are reported in parenthesis. Significance at the 10%, 5% and 1% levels is denoted by *, **
and ***, respectively; where ROL is rule of law, RQ is regulatory quality, CC is control of corruption, VOA
is voice and accountability, PR is property rights, PS is political stability, IRS is interest rate spread, INF is
inflation, GDP is GDP growth and CCR is country credit rating
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examining how these institutional structures interact to influence the level of investor
confidence in African economies.

In sum, our findings indicate that institutional structures of the rule of law, voice and
accountability, property rights and political stability are positively related to the strength
of investor confidence in African economies and that the relationship is controlled by
some economic variables, such as interest rate spread, real GDP growth, inflation and
country credit rating. We finally propose further research to examine how these
institutional structures influence the protection of minority shareholders’ rights in
African economies.

References
Abed, G.T. and Davoodi, H.R. (2002), “Corruption, structural reforms, and economic performance in

the transition economies”, in Abed, G.T. and Gupta, S. (Eds) Governance, Corruption, &
Economic Performance, International Monetary Fund, Publication Services, Washington, DC,
pp. 489-537.

Aggarwal, R., Erel, I., Stulz, R. and Williamson, R. (2009), “Differences in governance practice between
US and foreign firms: measurement, causes, and consequences”, Review of Financial Studies,
Vol. 22 No. 8, pp. 3131-3169.

Akcay, C. (2001), “Fallacies of a fantasyland: the Turkish banking sector”, Quarterly International
Review of the Turkish Industrialists’ and Businessmen’s Association, Vol. 10, pp. 40-47.

Akongdit, A.O. (2013), Impact of Political Stability on Economic Development: Case of South Sudan,
AuthorHouse, Bloomington.

Anyanwu, J.C. (2012), “Why does foreign direct investment go where it goes? New evidence from
African countries”,Annals of Economics and Finance, Vol. 13 No. 2, pp. 425-462.

Biswas, R. (2002), “Determinants of foreign direct investment”, Review of Development Economics,
Vol. 6 No. 3, pp. 492-504.

Bishara, N.D. (2011), “Governance and corruption constraints in the Middle East: overcoming the
business ethics glass ceiling”,American Business Law Journal, Vol. 48 No. 2, pp. 227-283.

Busse, M. (2004), “Transnational corporations and repression of political rights and civil liberties: an
empirical analysis”,Kyklos, Vol. 57 No. 1, pp. 45-65.

Carlin, W. and Mayer, C. (1999), “Finance, Investment and Growth”, CEPR Discussion Paper No. 2233,
CEPR, London.

Castro, C. and Nunes, P. (2013), “Does corruption inhibit foreign direct investment?”, Revista Política,
Vol. 51 No. 1, pp. 61-83.

Castrillo, L.A., Marcos, S. and San, M., J.M. (2010), “Corporate governance, legal investor protection, and
performance in Spain and the United Kingdom”, Corporate Ownership and Control, Vol. 7 No. 3,
pp. 416-429.

Chaib, P.B. and Siham, M. (2014), “The impact of institutional quality in attracting foreign direct
investment in Algeria”, Topics in Middle Eastern and African Economies, Vol. 16 No. 2,
pp. 142-162.

Chaze, A. (2011),The Asia Investor: Charting a Course through Asia’s Emerging Markets, JohnWiley &
Sons, Hoboken, NJ.

De Soto, H. (2000), The Mystery of Capital: Why Capitalism Triumphs in the West and Fails Everywhere
Else, Basic books, New York, NY.

De Soto, H. (2006), “The challenge of connecting informal and formal property systems”, De Soto, H.
and Cheneval, F. (Eds), Some Reflections Based on the Case of Tanzania’: Realizing Property
Rights, Rüffer & Rug, Bern, pp. 18-67.

IJLMA
59,6

912



Demirguc-Kunt, A. and Maksimovic, V. (1998), “Law, finance and firm growth”, Journal of Finance,
Vol. 53 No. 6, pp. 2107-2137.

Domowitz, I., Hubbard, R.G. and Petersen, B.C. (1986), “Business cycles and the relationship
between concentration and price-cost margins”, The RAND Journal of Economics, Vol. 17
No. 1, pp. 1-17.

Easterbrook, F.H. and Fischel, D.R. (1996), The Economic Structure of Corporate Law, Harvard
University Press, Cambridge, MA.

Franck, S.D. (2007), “Foreign direct investment, investment treaty arbitration and the rule of law”,
McGeorge Global Business and Development Law Journal, Vol. 19, p. 337.

Genna, G.M. and Hiroi, T. (2014), Regional Integration and Democratic Conditionality: How Democracy
Clauses Help Democratic Consolidation and Deepening, Vol. 121, Routledge, Abingdon.

Globerman, S. and Shapiro, D. (2002), “Global foreign direct investment flows: the role of governance
infrastructure”,World Development, Vol. 30 No. 11, pp. 1899-1919.

Globerman, S. and Shapiro, D. (2003), “Governance infrastructure and US foreign direct investment”,
Journal of International Business Studies, Vol. 34 No. 1, pp. 19-39.

Green, R.T. and Cunningham, W.H. (1975), “The determinants of US foreign investment: an empirical
examination”,Management International Review, Vol. 15 Nos 2/3, pp. 113-120.

Hasan, I., Kobeissi, N. and Song, L. (2014), “Corporate governance, investor protection, and firm
performance in MENA countries”, Middle East Development Journal, Vol. 6 No. 1, pp. 84-107,
doi: 10.1080/17938120.2014.886421.

Jadhav, P. and Katti, V. (2012), “Institutional and political determinants of foreign direct investment:
evidence from BRICS economies”, Poverty & Public Policy, Vol. 4 No. 3, pp. 49-57.

Johnston, J. and Dinardo, J. (1997), EconometricsMethods, TheMcGraw-Hill Companies, New York, NY.
Kang, J. and Shivdasani, A. (1995), “Firm performance, corporate governance, and top executive

turnover in Japan”, Journal of Financial Economics, Vol. 38 No. 1, pp. 29-58, doi: 10.1016/0304-
405X(94)00807-D.

Kaufman, D., Kraay, A. and Mastruzzi, M. (2003), “Governance matters III: governance indicators for
1996-2002”, World bank policy research working paper, 2196.

Keefer, P. and Knack, S. (2000), “Polarization, politics & property rights: links between inequality &
growth”, World BankWP 2418.

Kennedy, P. (2008),AGuide to Econometrics, 6th ed.,Wiley Blackwell, New Jersey.

Kirkpatrick, C. (2006), “Regulatory impact assessment”, in Crew, M. and Parker, D. (Eds) International
Handbook on Economic Regulation, Edward Elgar, Cheltenham.

Kirkpatrick, C., Parker, D. and Zhang, Y.F. (2006), “Foreign direct investment in infrastructure in
developing countries: does regulation make a difference?”, Transnational Corporations, Vol. 15
No. 1, pp. 143-171.

Klapper, L. and Love, I. (2004), “Corporate governance, investor protection and performance in
emerging markets”, Journal of Corporate Finance, Vol. 10 No. 5, pp. 703-728, doi: 10.1016/S0929-
1199(03)00046-4.

Knight, F.H. (1971), Risk, Uncertainty and Profit Chicago, University of Chicago Press, Chicago.
Kobrin, S.J. (1976), “The environmental determinants of foreign direct manufacturing investment:

an ex post empirical analysis”, Journal of International Business Studies, Vol. 7 No. 2,
pp. 29-42.

La Porta, R., Lopez-de-Silanes, F., Shleifer, A. and Vishny, R.W. (1997), “Legal determinants of external
finance”, Journal of Finance, Vol. 52 No. 3, pp. 1131-1150.

La Porta, R., Lopez de Silanes, F., Shleifer, A. and Vishny, R.W. (1999), “Investor protection and
corporate valuation”, NBERWorking paper, (w7403).

Strength of
investor

confidence in
Africa

913

http://dx.doi.org/10.1080/17938120.2014.886421
http://dx.doi.org/10.1016/0304-405X(94)00807-D
http://dx.doi.org/10.1016/0304-405X(94)00807-D
http://dx.doi.org/10.1016/S0929-1199(03)00046-4
http://dx.doi.org/10.1016/S0929-1199(03)00046-4


La Porta, R., Lopez-de-Silanes, F., Shleifer, A. and Vishny, R. (2000), “Investor protection and corporate
governance”, Journal of Financial Economics, Vol. 58 Nos 1/2, pp. 3-27, doi: 10.1016/S0304-405X
(00)00065-9.

Levine, R. (1999), “Law, finance, and economic growth”, Journal of Financial Intermediation, Vol. 8
No. 1, pp. 8-35.

Levis, M. (1979), “Does political instability in developing countries affect foreign investment flow? An
empirical examination”,Management International Review, Vol. 19 No. 3, pp. 59-68.

Li, Q. (2006), “Democracy, autocracy, and tax incentives to foreign direct investors: a cross-national
analysis”, Journal of Politics, Vol. 68 No. 1, pp. 62-74.

Naceur, S.B., Ghazouani, S. and Omran, M. (2007), “The performance of newly privatized firms in
selected MENA countries: the role of ownership structure, governance and liberalization
policies”, International Review of Financial Analysis, Vol. 16 No. 4, pp. 332-353.

North, D.C. (2003), The Role of Institutions in Economic Development: Gunnar Myrdal Lecture, Vol. 1,
United Nations Publications, New York, NY.

Obwona, M.B. (2001), “Determinants of FDI and their impact on economic growth in Uganda”, African
Development Review, Vol. 13 No. 1, pp. 46-81.

OECD (2006), Policy Framework for Investment: A Review of Good Practices, OECD publishing,
Paris.

Rajan, R.G. and Zingales, L. (1998), “Financial dependence and growth”, American Economic Review,
Vol. 88, pp. 559-586.

Rosenberg, N. (1994), Exploring the Black Box: Technology, Economics, and History, Cambridge
University Press, Cambridge.

Saidi, N. (Ed.) (2004), “Corporate governance in MENA countries: improving transparency and
disclosure”, The Second Middle East and North Africa Regional Corporate governace Fourm,
Beirut, June, pp. 3-5.

Shleifer, A. and Wolfenzon, D. (2002), “Investor protection and equity markets”, Journal of Financial
Economics, Vol. 66 No. 1, pp. 3-27, doi: 10.1016/S0304-405X(02)00149-6.

Smith, E.D. (1976), “The effect of the separation of ownership from control on accounting policy
decisions”,Accounting Review, Vol. 51 No. 4, pp. 707-723.

Stafsudd, A. (2009), “Corporate networks as informal governance mechanisms: a small worlds
approach to Sweden”, Corporate Governance: An International Review, Vol. 17 No. 1, pp. 62-76,
doi: 10.1111/j.1467-8683.2008.00721.x.

Stasavage, D. (2002), “Private investment and political institutions”, Economics and Politics, Vol. 14
No. 1, pp. 41-63.

The Economist (1999), 16th January, 23.
The World Bank (1997), World Development Report: The State in the Changing World, Oxford

University Press, NewYork, NY.

Wheeler, D. and Mody, A. (1992), “International investment location decisions: the case of US firms”,
Journal of International Economics, Vol. 33 No. 1, pp. 57-76.

Further reading
Busse, M. and Hefeker, C. (2007), “Political risk, institutions and foreign direct investment”, European

Journal of Political Economy, Vol. 23 No. 2, pp. 397-415.
Denis, D. and McConnell, J. (2003), “International corporate governance”, Journal of Financial and

Quantitative Analysis, Vol. 38 No. 1, pp. 1-36, doi: 10.2307/4126762.
Dunning, J.H. and Lundan, S.M. (2008), Multinational Enterprises and the Global Economy, Edward

Elgar Publishing, Cheltenham.

IJLMA
59,6

914

http://dx.doi.org/10.1016/S0304-405X(00)00065-9
http://dx.doi.org/10.1016/S0304-405X(00)00065-9
http://dx.doi.org/10.1016/S0304-405X(02)00149-6
http://dx.doi.org/10.1111/j.1467-8683.2008.00721.x
http://dx.doi.org/10.2307/4126762


Leefort, F. and Eduardo, W. (2007), “Corporate governance, market valuation, and payout policy in
Chile”, in Chong, A. and de-Silanes, L. (Eds), Investor Protection and Corporate Governance:
Firm-Level Evidence across Latin America, Standford University Press, New York, NY.

Pistor, K., Raiser, M. and Gelfer, S. (2000), “Law and finance in transition economies”,The Economics of
Transition, Vol. 8 No. 2, pp. 325-368.

Shleifer, A. and Vishny, R. (1997), “A survey of corporate governance”, Journal of Finance, Vol. 52 No. 2,
pp. 737-783, doi: 10.1111/j.1540-6261.1997.tb04820.x.

About the authors
Otuo Serebour Agyemang holds a PhD in Business Economics and Management from the University
of Ferrara, Italy. He is currently a Lecturer in the School of Business, University of Cape Coast,
Ghana. His research interests largely focus on corporate governance, corporate social responsibility,
business ethics and healthcare management. His papers have appeared in international journals such
as Corporate Governance, Society and Business Review, Management Research Review, International
Journal of Law and Management, Social Responsibility Journal, Journal of African Business, EuroMed
Journal of Management, Corporate Ownership & Control, Population Health Management,
International Business Research, IUP Journal of Corporate Governance, Health Economics Review,
among others. Otuo Serebour Agyemang is the corresponding author and can be contacted at: otuo.
serebour@ucc.edu.gh

Millicent Kyeraa is currently a Postgraduate Student in the School of Business. Her research
interests centre on corporate governance, business ethics, corporate social responsibility and
healthcare management.

Abraham Ansong is a PhD Candidate in Development Studies with special concentration on small
and medium scale enterprises. He is presently a senior lecturer at the School of Business, University
of Cape Coast, Ghana. His research interests focus on corporate governance, entrepreneurial finance,
corporate social responsibility and financial literacy. Abraham Ansong works have appeared in both
national and international journals such as Journal of African Business, Management Research
Review, Journal of Entrepreneurship and Business, Developing Country Studies, African Journal of
Business Management, Journal of Business Administration and Education, International Journal of
Business and Management, among others. He is currently the coordinator of University of Cape
Coast’s Business Incubator.

Siaw Frimpong holds a PhD in Finance. He is currently the Vice Dean of the School of Business,
University of Cape Coast, Ghana. His research interests include financial management, small
business financing, investment management and financial literacy. Siaw Frimpong’s works have
appeared in both local and international journals.

For instructions on how to order reprints of this article, please visit our website:
www.emeraldgrouppublishing.com/licensing/reprints.htm
Or contact us for further details: permissions@emeraldinsight.com

Strength of
investor

confidence in
Africa

915

http://dx.doi.org/10.1111/j.1540-6261.1997.tb04820.x
mailto:otuo.serebour@ucc.edu.gh
mailto:otuo.serebour@ucc.edu.gh

	Institutional structures and the strength of investor confidence in Africa
	Introduction
	Literature review and hypotheses development
	Hypotheses development

	Methodology
	Summary statistics
	Regression analysis
	Robustness check
	Conclusions and policy implications
	References


