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ABSTRACT

Institutional development unlocks growth potential does not intrinsically suffer from diminishingturns. Improved
institutional framework increases investment oher lbng-term. The present study adopted Autoreiyeesiistributed Lag

model with econometric interactive approach to Btigate the role of institutional qualities on rdétance-investment
nexus in Nigeria. Annual secondary data coverirg ileriods of 1981Q1 to 2020Q4, and were obtainenh fthe World

Development Indicators (WDI) published by the Wdaéhk, Statistical Bulletin published by the CehBank of Nigeria

(CBN) and International Country Risk Guide. Therent research produced mixed results. It shows tfmternment
stability and religious tensions (two proxies fostitutional qualities) dampen the effect of inttfanal remittances on
private investment, while control of corruption ankes the effect of international remittances oivgte investment in
Nigeria. The positive coefficient of the interaotiterm indicates that the impact of remittancesimrestment can be
enhanced in Nigeria. It is therefore recommended the government improve the quality of theiritnibns since high

quality institutions helps a nation to continuetwr long-term trajectory of progress.

KEYWORDS: Institutional Qualities, Control of Corruption, Rglous Tension, Government Stability, International

Remittances, Private Domestic Investment
INTRODUCTION

Investment expenditure in economic analysis is laotomponent of aggregate demand and an injegtionthe circular

flow of national income. It is a crucial variable the supply side of the economy as it is the mégnshich changes in
the real capital stock are brought about, thereluljrey to country’s productive capacity. Investmisrdépending devoted to
increasing and maintaining the stock of capitale Btock of capital consists of the factories, maesj offices, and other
durable products used in the process of productidie capital stock also includes residential hogisas well as

inventories. Gross domestic investment, theref@esents total additions to a country’s capitatls If the capital stock
grows larger overtime, the increase in capital lstper period of time is known as net investmentossrdomestic
investment is therefore, made up of replacemergstment or depreciation and net investment. Grosgedtic investment
can also be classified into public and private. M/lprivate investment refers to expenditure in &itjan of machinery

and equipment to increase the firm’s output, pulsliestment comprises of social and economic itrfuiature. Changes

in the growth rate of an economy are majorly causedhanges in investment. It is a well-known féett an increase in
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investment will lead to an increase in productiapacity resulting to reduced unemployment, low pgvand high

standard of living. It is a major explanation ofdatontributory factor to long run growth in the aomy. Investment not
only depends on economic factors but also on palitind legislative factors. Investment is pertthpsmost variable and
volatile components of aggregate demand and flticlus in its level are highly correlated with fluetions in the Gross
National product. This is because it is affectedtmsy cyclical behaviour of the economy. Businessesalways wary of

the changing expectations; it falls sharply duriegessions and rises during booms.

Investment is financed from savings (domestic oeifm). While investment is financed from domestiwing in
the advanced economies, foreign saving is oftend tsesupplement domestic saving in the financingneéstment in

many developing countries.

An old phenomenon that is gaining increasing atbenand importance in development finance as welina
international finance is the issue of migrant réamices. Yet, these international remittances byanmigworkers from their
employment income, particularly to developing coes, are usually overlooked in discussions orrivggonal financial
flows. Data from the World Development Indicatovg§l) show that by 2017, remittances had out spdaseign Direct
Investment (FDI) and official development Assistaf©DA), being second only to oil as a foreign exude earner for
Nigeria as of 2017. World Bank estimates show #matof 2015, Nigeria has moved into the top fiveipieats of
remittances in the world and received 77 and 82%heftotal remittance inflow to West African couesr in 2016 and
2017, respectively. The rapid growth of remittanaedNigeriaraises the question of whether these eys) are used
towards investment and thus expansion of the ptoducapacity of the economy. Despite the significflow of
remittances into the country in the recent past,moch is known about the impact of these remitanon real gross
private investment levels in the country. Empiricasearch from other countries has produced mirsdlts (Okeke,
Utomi and Ezenekwe, 2019). The growth of remittaimflows in developing countries has generatednisgedebate and
controversy among academics and policy makers stgdjpe contribution of remittances on the economéfare of
recipient economies (Adams and Cuecuecha, 201@) cdhtroversy revolves around the issue of howéh@ttances are
spent. Burnside and Dollar (2000) argues that ffexteof remittance inflows on the economic devehemt of recipient
countries hinges on whether they are invested aswmed. If invested, remittances will generate sitpe impact on
growth and if consumed, there will be either noedirimpact on growth or there will be a reductiongrowth if

remittances cause households to substitute lalbolgiEure.

It is however theoretically plausible that decragsfate of investment in the country of origin abuhduce
migrants to increase remittances to finance investropportunities. Migrants overseas might wanteiploit the
investment opportunities in their home country amake abnormal profit before other firms will conmgoi the industry,
this might induce them to increase the amount ofegaremitted to their family at home which is splér investment
purposes. Bangladesh and Pakistan, two of therlgadcipients of remittances (in absolute termsgnsto provide some
anecdotal evidence in this respect. In Bangladestigrant workers that have an intention to retuwma invest 75% of
their income in importing machineries and equipnreeded for establishment of industries so as tamize profit of an
untapped market; while in Pakistan, the governrbank issues certificates in return for foreign enagy payments. These
certificates carry an interest rate that is apprately two percent above the Euro-deposit rate tiaeyg are redeemable in
foreign or domestic currency at a premium of eighfifteen percent above the official exchange.r&tgthermore, when

deposited in banks and other institutions or usgalirchase of treasury certificates, remittancesige a readily available
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source of investment capital. Just like the Claddirevelopmentalist Optimism theory of 1982, O'Né#001) observed

that it is the high rate of remittances that insesainvestment in India.

A rational investor will want to understand a cayi®t long-term potential in order to decide whethtavants to
develop a lasting business enterprise in that egwortnot. Much of the realization of potential amy business strategy
depends on the non-threatening ‘enabling environhterer and above an economy’s short-term growttcess. This
enabling environment can be the existence of palitstability, because the lower the probabilitypolitical instability
and/or a politically motivated violence, the moreauntry’s citizens are incentivized to invest lreit own prosperous
future. The effectiveness of government institusiésan indicator of good enabling environment bseat captures the
quality of public services and the degree of igeimendence from political pressures, thus fosteaibgnign context for
private investment (Allard Bruinshoofd, 2016). stnot farfetched to argue that migrant transferannéor investment
purposes could be severely limited in the preserfcacute political instability, corruption and glmw bureaucracies
(Imene and Dorsaf, 2017).

Institutional quality means the extent to whichaumtry’'s institutions facilitate international trsactions, and
provide for their security and predictability. litgtional quality is a broad concept that captuess, individual rights, and
high-quality government regulation and servicestitational development is the best indicator foustural development
and long-term welfare creation for a nation. Itagks growth potential and does not intrinsicall§fesufrom diminishing
returns (Allard, 2016). Institutions are humanlywided constraints that shape interaction betwe@plpe High quality
institutions ensure that those wielding executiegvgr are subject to the law; and individuals, eeeeurs, challengers
of the present economic system are protected byatlen their ventures and their investment in hanaad physical
capital as well as new technological endeavourg. qumlity of the institutions captures the abilifythe government to
formulate and implement sound policies and regutatithat permit and promote private sector devedsynthus laying
down uniform rules of economic engagement. A weadtitution like that of Nigeria may not create cooiye
environment to business operation. The level ofuggion in Nigeria is very high which may have affd the level of
private investment, because, the stronger the a@omiticorruption is, the more economic successfimation of effort and
competence, rather than connections and briberymblber how willing a migrant may be to remit pafthis income to
the country of origin for investment purposes, ficdi stability, less corruption and efficient baueracy and avenues of
redress are paramount in boosting investor confielei®equel to this, it has become crucial to explire role of

institutional qualities on the remittance-investineexus in Nigeria.

It is against this background that this study seekempirically analyse the role of institutionaladjties on

remittance-investment nexus in Nigeria’s economy.
LITERATURE REVIEW

Theoretical Literature Review

Prospect Theory of Migrants’ Remittance Decisions

Prospect theory is an alternative theory of behaailodecision making under uncertainty developedKbapneman and
Tversky (1979) as an alternative to the hithertmishant theory of expected utility theory of decisimaking under risk.

Prospect theory is an empirically derived descrgtiather than normative theory of decision makinger uncertainty.
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Therefore, prospect theory suggests the decisid@rmmainder uncertainty evaluate outcomes in tefniggims and losses
relative to reference point in their choice setattiThey are therefore more sensitive to gainslasskes relative to this
reference point rather than changes in their lefelealth and welfare as utility theory postulates making decisions,
what influence decision makers most and therebyaactarriers of value or utility are changes rathan final asset
position that include current wealth (Kahnerman @mdrsky, 1979). This reference dependence in mecihoices under
risk is central to prospect theory. This theorytplages that emigrants decide to remit part ofrtledour income because
of the prospects of increasing rate of return @irtinvestment. It also states that emigrants agvel level of trust on

those family relatives who they remit the monewititeir account.
The Flexible Accelerator Theory

This is also called Capital Stock Adjustment modeiis theory of flexible accelerator has been dmyedl in various
forms by Chenery, Goodwin, Koyck and Junankar hatrhost accepted approach is by Koyck in his wdaisttibuted
Lags and Investment” in 1954. The flexible acceataraheory removes one of the major weaknessedhefstmple
accelerator principle that the capital stock isroptly adjusted without any time lag. In the flebékaccelerator, there are
lags in the adjustment process between the leveutgut and the level of capital stock. It holdattthe larger the gap
between the existing capital stock and the desiegiital stock, the greater a firm’s rate of investin The hypothesis is
that firms plan to close a fraction of the gap lesw the desired capital stock, K* and the actupitabstock, K in each
period (Jhingan, 2004). This gives rise to a ne¢stiment equation of the form of:

| = K*- 1= Ak
so | =AK = kAY;

Where | is net investmenAk is a change in capital stockY is the change in the current output level whei® k

the capital-output ratio.
The strengths of the theory include the following:

» The flexible accelerator is a very important cdnition to the theory of investment which solves pheblem of

lags in investment demand.
e Italso incorporates the effects of depreciatioth @xcess capacity in the capital stock adjustment.
» It highlights the effects of lags in the capitalat adjustment.

The flexible accelerator model has been attribitedhe best theory or model used in analyzing tande-
investment nexus by Cherono (2013) and Okuda HE&@¥0). Flexible Accelerator model added that #ge df previous
investments affects the present investment. Thenligdnt be bureaucratic delays, bottlenecks in agtgiloans, financial
constraints, ease of accessibility of credit, eltence helped in overcoming the weakness of #esl faccelerator model.
Moreover, the theory highlighted the effects ofslag the capital stock adjustment. Here, the inflowemittances cannot
immediately bring about increase in the nationdapatithrough investment, but have to adjust in otdebring about the

expected increase. Hence, the theory is more tieas compared to fixed accelerator model of itmest.
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Empirical Literature Review

Su, Sun, Ahmad and Mirza (2021) investigated tHe of remittances and institutional quality in pratng private
investment for emerging seven (E7) economies uathganced panel data econometric tools. The restiltee study
reveal that improvement in institutional qualitydachanneling inflow of remittances, and overcomiingncial risk shall

help promote private investment in these countries.

Okeke (2021) investigated the impact of internatloremittances on unemployment in Nigeria using tthie-

stage least squares (2SLS) and discovered thathatiienal remittances affect unemployment negativel

Okeke, Chinanuife, and Mogbo (2021) in their stoflyhe causal relationship between internationalittances
and private domestic investment using Toda and Yeoba Causality approach observed that there isidiraational
causal relationship between remittances and privatestments in Nigeria. Okeke, Utomi, and Ezenekiz619)
investigated the impact of international remittaoa private investment in Nigeria. Ordinary lesgtiare was used to
analyze time series data sourced from World Devetg indicators. The result revealed that remittarincrease the rate

of private investment in Nigeria and that previdusestment is a determinant of current investment.

Hayot, Lee and Yessengali (2020) in their studyhef nexus of remittances, institutional quality dimdncial
inclusion using the dynamic panel data method fahatithe impact of remittances on financial inmuass conditional on

institutions.

Murat, Hayot, and Veysel (2019) investigated the-tioear effect of remittance inflows on financiatlusion in
high remittance-receiving developing countries nigr2011-2017. The results of the study showed thateffect of
remittances on the financial inclusion was condgiloupon people’s perception about institutionse Tésults suggested

that the impact of remittances on financial inausivas U-shaped.

Hamma (2018) in her study termed “Migrant Remitesi@nd Economic Growth: The Role of Financial
Development and Institutional Quality” employed theo-Stage Least Squares in 14 Middle East and hNAftica
(MENA) countries. The results reveal a complementatationship between financial development andittances to
ensure economic growth. The estimations show #maittances promote growth in countries with a depetl financial

system and a strong institutional environment.

Kratou and Gadzer (2018) analyzed the effect ofittantes on economic growth in a panel of thirtyriédn
countries. They looked at how the financial anditagonal context influences a country’s capadity benefit from
remittances using the Generalized Method of Mom@atdM). The results show that the relationship besw financial
development and remittances is a positive one @rdacting economic growth. Remittances are morec#ffe in

countries that have a good governance system anchpable of providing suitable public services.

Ajide, Adeniyi and Raheem (2017) examined the dauskationship between remittances and investment
volatility through the intermediating role of instiions using the Generalized Method of Moments {@MThe results
reveal that institutional quality has no signifitaole in mitigating investment volatility, and tleractive terms of both
remittances and institutions significantly mitigaténe negative impacts of investment volatility wihe exception of the

political component of the institutional architeeu
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Asogwa and Okeke (2013) in their study of the croggcbut effect of budget deficits on private invasnts in

Nigeria observed that budget deficits crowds oivgbe investments in Nigeria.

Bjuggren, Dzansi and Shukur (2010) investigatedetfiect of remittances on investment using the Gaized
Method of Moments (GMM). The results reveal thahitéances, high quality institutional framework dawell-developed
credit market increase investment. However, itl$® dound that the marginal importance of remitemas a financial

source for investment decreases with improvedtin&inal framework and a more developed credit mtark
MODEL SPECIFICATION

The main objective of this study is to examinerible of institutional qualities on remittance-intragnt nexus in Nigeria.
For this purpose, the model adapted for this stsdyherono (2013) which is also predicated on hieetetical framework
of Flexible Accelerator model of Investment regagithe ability of capital stock (which is now migts’ remittances) to

influence the level of investment.

According to International Country Risk Guide (ICEzRyovernance indicators or institutional qualitiese
classified into six groups; but we added Ease dh®business in order to check whether enablingrenment that will
attract investment has been created. The institatiqualities or governance indicators being a ausitp variable are

further decomposed in a functional form as:
PDI = f(VOA, PSAV, GEF, REQ, RUL, COC, EDB)
While the econometric form is stated as:
PDI; = Bot+ B1VOA( + B2 PSAVi + B3 GER + B4 REQ+ Bs RUL+ B COG+ 7 EDB +
Where

VOA means Voice and Accountability. It measures #éxtent to which a country’s citizens can selead an
challenge its government, thus limiting executiv@vpr. PSAV means Political stability and Absenceviafience. It
measures the likelihood of violent threats to, g®in, and government including terrorism. GEF nse@wovernment
effectiveness. It measures the quality of publivises and the degree of its independence fromigallipressures, thus
bolstering a benign context for private investm&EQ means Regulatory quality. It measures thétabil government to
formulate and implement sound policies and regutatithat permit and promote private sector devedapinthus laying
down uniform rules of economic engagement. RUL reelale of law. It measures particularly the quatifycontract
enforcement, property rights, the police, the cure. the enforcement of the rules of society.QC@eans Control of
Corruption. It measures the exercise of public pofee private gain; including both petty and graswtruption and state
capture (the stronger is control of corruption, ti@re economic success is a function of effort @mpetence, rather than
connections and bribery). EDB means Ease of doimgjrgss. It measures a multitude of aspects thatrdme the extent

to which the regulatory environment is conducivétisiness operation.

Since, the study adopts three of these variablespaesentative of other components of institutiopalities.
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Where
GOVSTA is Government Stability
COC = Control of Corruption
REGT = Religious Tensions

Table 1: A Priori Expectation for Institutional Qua lity Variables

Variables Expected Apriori Sign
Government Stability Positive
Control of Corruption Positive
Religious Tensions Negative

DATA ANALYSIS AND DISCUSSION OF RESULTS

Stationarity test was conducted using two trad@lamit root tests to side step spuriousness ofefjeession result. The
traditional tests employed was Phillips-Perron (R#}. One advantage of Phipps-Perron over thelgopwgmented
Dickey-Fuller is that PP tests are robust to gdrferas of Heteroskedasticity in the error term.oftmer advantage is that

the user does not have to specify a lag lengtthftest regression.

Table 2: Phillips-Perron Test Result

Variable | PP Statistic | PP Critical Value | Level of Integration
PDI -4.626095 -2.882748 1(0)
IMR -3.644957 -2.882433 I(1)
GSTA -3.861118 -2.884291 1(0)
CocC -14.62355 -2.885051 I(1)
REGT -3.771335 -2.885051 I(1)

Dependent Variable: Private Domestic Investment

Method: ARDL

Table 3: Role of Institutional Qualities on Remittance-Investment Nexu:

Variable Coefficient | Standard Error | t-statistic | Prob.
PDI(-1) 0.902231 0.085660 10.53271 0.0Q00
PDI(-2) 0.284919 0.118538 2.403600 0.0179
PDI(-3) -0.415897 0.087304 -4.763790 0.0Q00
IMR*GSTA -0.000262 0.000123 -2.121206 0.03p2
IMR(-1)*GSTA(-1) | 9.52E-05 0.000202 0.471465 0.6382
IMR(-2)*GSTA(-2) | 5.76E-05 0.000231 0.249324 0.8086
IMR(-3)*GSTA(-3) | 0.000175 0.000239 0.731087 0.4663
IMR(-4)*GSTA(-4) | -0.000312 0.000138 -2.256431 0.0260
IMR*COC 0.001361 0.000460 2.958715 0.00838
IMR*REGT -0.000163 0.000218 -0.747424 0.4564
C 7.703627 1.568536 4.911348 0.0000

Source: Researcher's Compilation from E views 10.0
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From the table above, it should be noted that titeractive effect of remittance-investment nexusl an
government stability shows that government stabdffects remittance-investment nexus negativelictvis contrary to a
priori expectation. A unit increase in the multgaitive effect of remittance and government stabilbuld bring about
1.17% decreases in private investment in Nigemaugh it is statistically insignificant. Moreovehet interactive effect of
remittance-investment nexus and control of corauptshows that control of corruption affects remmitiinvestment
nexus positively which is in line with a priori eeqtation. A unit increase in the multiplicative exff of remittance and
control of corruption will bring about 0.0014 unitcreases in private domestic investment, and ist&tistically
significantly different from zero. This shows thae effect of remittances on private domestic itwmesit is conditional,
depending on individual's perception of how the gmment of the day is controlling corruption, besmthe stronger the
control of corruption is, the more economic sucdesa function of effort and competence, rathenthannections and
bribery. This finding shed light that positive peption of the public towards the financial prudendiscipline and the
spirit of due process towards the government ofdifie does matter. Trust of remittance recipientgatds the quality of
institutions available can further enhance the ichjpd remittances on private investments in Nigefiarthermore, it was
discovered that religious tensions are negativelgted to remittance-investment nexus which is addne with a priori
expectation. A unit increase in the multiplicatigéfect of remittance and religious tensions willnigr about 0.00016
decreases in private domestic investment. Religtensions like Boko Haram, Shites, Fulani Herdsnam] others
discourages remittance recipients and even migfemtsinvesting in the country, knowing that suakiestment would be
destroyed by religious fanatics at the insurgerfaelayious war. This points to the inability ofe¢lgovernment to control
different religions within the country, and as waihintain peace and security among the populacet Petitutional
quality of receiving country increases the riskexpropriation, distorts the investment opportusitend increases the
return required on investments. Furthermore, ia lifith a priori expectation, religious tensionstminteractive form with
remittance inflows have a negative relationshiphwitivate domestic investment. As a result, it te@ndeduced the
prevalence of religious conflict dampens the effefctemittance inflows on private investment in 8lig. The quality of
institutions in Nigeria dampens the impact of reamte inflow on private investment except contribtorruption. This
shows that the policies of the present administnatire gradually producing results as the levetafuption is being
control. The present institutions in Nigeria scaxgay investors in our economy. This might be agsult of policy

summersault, domestic violence and terrorism, tfa@ccountability and transparency on the sidénefgovernment, e.t.c.

The result of remittance-investment nexus and tinigihal quality model reveals that there existmiegative
relationship between the interactive term of inrestt-remittance nexus and government stability kvisone of the proxies
for institutional qualities. Control of corruptian its interactive form with remittance inflows hagositive relationship on
private domestic investment; hence the strongerctimerol of corruption, the greater the inflow eimittances needed for
investment purposes. From an investment risk mgadintew, sound institutions ameliorate the riskespropriation, political
and economic stability, and hence the required oteturn. Furthermore, it makes it relatively yd@r entrepreneurs to

identify investment opportunities and secure therast of outside investors to exploit such oppties.
CONCLUSION AND RECOMMENDATION

The study examined the role of institutional quediton remittance-investment nexus in Nigeria fi#81Q1 to 2020Q4.
Since the analysis is based on time series daténaordler to avert the occurrence of spurious tesautd to determine the

order of integration, the variables were invesgdafor their stochastic properties, using the twaditional and one
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modern unit root tests. The traditional test deptbis Phillips-Perron (PP). The results of the uvoidt tests indicate that

all the variables tend to be stationary in firgfedence except Private Domestic Investment (PBt) government stability

(GSTA) which tend to be stationary at level in RBtd. The findings of the study revealed that tusdinal quality

variables in Nigeria dampen the impact of remiteaimflow on private investment in Nigeria.

Therefore, it is recommended that the governmemtlshdo the following:

Restore the confidence and trust of the public lymulgating and implementing laws and policies tht
strengthen the legal, political financial and eaoimbase of the Nigerian society. The trust ofpiablic on their
country’s institutions encourages the public toestvmore in their economy, and ameliorate capiigihtf and
brain drain.

Government should enhance the quality of instigian the Nigeria economy such as reducing buresiocr
processes, improving credit allocation, reducingi®us tensions, effective control of corrupti®trengthen the

credit regulation, ensuring higher transparency, r@inforcing the information disclosure in thedittial sector.
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