Chapter One

Introduction

1.1 Background to the Study

The assumption of the neoclassical economic theory of trade and growth implies that capital
should flow from regions with a low marginal product to where it attracts hi \%ﬁrginal
product. Africa should, in reality, be the destination of such capital inflows, \ , it is a high
recipient of bailouts, aids, and grants'. As the last frontier market owing to“her untapped natural
resources and human capital waiting to be exploited, of which, \k\ppc}rtunistic venture can
only be carried out with large investment. This is unfortu%%?e amount of financial wealth
in the continent is not sufficient to carry out profita @uures into the numerous sectors its

countries have, thus, there is a need for capital m“@s t0 augment the domestic capital 2 *4.

N
Capital inflows are beneficial to any ece@&xg it helps the economy improve the allocation of
scarce resources as flows are asso@ 1th economic growth® among other benefits. As posed
by the neoclassical theory, ca@fw ‘to flow from capital-rich to poor economies due to the high
rates of interest in the @poor countries®. In the past three decades, capital flows have
followed the theory Kh

latter as flows moved from North to South that is, capital flows were

interest—driv@ oved from rich to poor countries ’.

Among countries of the world, Latin America and Asian economies being poor or developing
economies have been the recipient of such large inflows compared to Africa which has only

garnered a few of the flows®. From 1970-1979, Asian and Latin American economies gained an

average of $ 2,106,581,092 and $3,002,003,366 respectively while Sub Saharan Africa received

$934,602,579. Also, from 1980-1989, Asian and Latin American economies received an average



of $5,730,117,623 and $13,325,258,609 respectively, while Sub Saharan Africa received an
average of $1,222,453,666. The major determinant of attracting capital inflows to these
economies was the high rate of interest coupled with other determinants such as quality
institutions, high financial institutions, and more. These economies that attracted flows over the
decades possessed majorly high-interest rates. However, in the last decade, capital has changed
its pattern and that also suggests that its determinants also have changed. More ca@ flows
to countries with higher to medium income and fewer capital flows to @iﬂg countries

where it is needed the most® !°. This raises the question posed by Luc%a eversed order “why

\
do capital now flow to poor economies” since they are notable fo@%high risks.

Africa is the largest recipient of foreign aid and grants bu%\% ds and grants are not profitable
as they are mostly accompanied by conditions o% usage which in the long run make
countries dependent'!. Comparing data from k& 18, shows that Africa is the destination for
most aids and grants but not the investx%— hy kind, capital inflows. The former, aids and
grants do not make economies th@ow, they only help to fulfill a needed commitment'?
but the latter, generally ref@\wﬁd as capital inflows translate to economic viability and
facilitates growth!3. R m@s are another type of capital flow that results from payments from
multinational co s. In this study, remittances are not considered in the type o capital

inflows as t@r majorly subject to profits from the multinational corporation as well as the

number o&galitiesthat occur with this type of capital flow.

The global economy has been shaken by three large shocks between 2008 and 2014 that have in

no doubt impacted the size and composition of capital inflows'. Its impact, however, is far from

being homogeneous across regions and country groups. But the evolution of gross capital inflows

over the last two decades displays a largely similar pattern in highly industrialized countries and



emerging countries in general, but a markedly different path in Sub-Saharan African countries.
What explains these different trends and why does it matter? These are the questions that
analysis of literature has tried to provide answers to!>. This thesis’ main focus is twofold: one,
the evolution of capital inflows shows divergent patterns for capital inflows into the different

sectors of the economy. And two, the drivers of capital inflows to Nigeria.

Table 1 @/&\

Africa is the least recipient of capital inflows to date, but there is an i %m the volume of
capital inflows into the continent. Despite a relatively low rate of| %Lmﬂow into Africa, there
is a consensus that without a significant amount of new ca %ectlon Africa’s development

objective cannot be achieved!'®. Among countries in @ ent, Nigeria is the largest recipient

of capital inflows this is owing to its large pop owing and diversified markets, skilled
labour, and dynamic economic policies a@ others. From the period of 1978-1987, the
average capital inflows grew by 150{0(,, %, 674%, 1244%, and 134% lesser in Ghana, Benin
Rep., Cameroon, Egypt, and S Xbﬁnca respectively all in ratio to Nigeria. Within the periods
of 1988-1997, the aver ital inflows into Nigeria in ratio to other African countries;
Ghana, Benin Rep. eroon, Egypt, and South Africa was 172%, 3349%, 828%, 1135%, and
126% lesser res%e y. Similarly, within the periods of 1988-2007, the average capital inflows
into the ntioned African countries in ratio to capital inflows into Nigeria were 161%,
3242%, 748%, 1184%and 130% lesser respectively. Finally, within 2008-2017 average capital
inflows into Ghana, Benin Rep., Cameroon, Egypt, and South Africa compared to Nigeria was
161%, 3242%, 748%, 1184%, and 130% respectively lesser than the number of capital inflows

into Nigeria. Nigeria is a suitable economy to be studied owing to the economic advantage it has

overother African economies, as a result of her being a recipient of large capital inflows.



The world has become ever integrated and this is a result of globalization. In the global market,
financial capital continues to move from country to country. Capital inflows have been attributed
to the development of an economy. Any economy can raise new resources and capital by
amassing wealth domestically and by capital influx from the external context. Since capital
inflows enhance investment if sustained, it increases growth and per capita income. This
subsequently brings about a rise in the degree of savings domestically and likewi X&kration
of domestic resources, thereby gradually closing the savings gap!’. N\% ss, Nigeria
remains poor and ranked in the world as the poverty capital. Studies have focused on the
different types of flows as well as the type of economies they b\%o B\ut the change in the

pattern of flows indicates that there is a new deterrninant&%v?s which discovering it sheds

light to capital inflows in general. §

The inflow of capital to Nigeria has been driv@he volume of mineral resources!® compared
to other continents such as Asia and h™America their inflows were interest-driven. The
observation could ultimately expl@me countries garner more capital inflows than others,
as a country with more natunQe urces are expected to have more inflows compared to those
with less. However, & is ,fiot enough to cement the notion that only countries with large
resources have b % attract such large inflows. Data shows that the oil and non-oil sectors of
the Nigeriano y attracted over 3 trillion dollars between the periods of 2015 to 2018'. The
interestin&t about the data is that sectors that attracted flows were widely comparatively
different. So, it is intriguing, therefore the why and what should be looked into. As our
assumption now suggests there exist country-specific factors that have not been captured that

facilitate capital inflows into sectors (0il and non-oil) of an economy.

Nigeria is an emerging market with vast arable land, large labour force, industry, large market



size, and mineral resources yet struggle with attracting capital inflow that is crucial for the
development of the economy. With the prevalence of global risk aversion that mitigates inflows
to the economy. Therefore, this suggests that capital inflows have changed their pattern and

determinants. So, there is a need to investigate the reasons why capital inflows into the sector

1.2 Statement of the Problem @%\
nd large market

Africa’s demography possesses large skilled human capital, natural resm%\a

vary in size and are no longer predictable.

size but for the past decade, it has been classed as an underdev@,\ﬁoverty region of the
world among several demeaning names. Despite large capitaldn , its economic reality shows
signals of an underdeveloped continent which makes \ ajor subject in articles associated
with setbacks. Literature on capital inflows into e& economies has focused on the pull and
push factors. Few focused on regional facto@esult in capital inflows?® 2!, Nevertheless, it is
widely agreed that pull and push fac the major determinants of flows, while regional
factors are insignificant in dete iﬁiééiﬂﬂowszz, although, there exists an argument that regional
factors play a crucial role i@mn;ing inflows?. Works on capital inflows have focused on the
contributions of inﬂ&g&dconomic growth?* %, In contribution, policy issues have also been

indicated to aff 1 inflows?®.

Previous ave used one or two sectors in the analysis and have different findings of the
major determinants of sectoral capital inflows, of which the results are not sufficient enough due
to the volume of data gotten and the comparison of results as very few economics are mono in
nature; hence the gap in these studies. Nevertheless, this study fills the void by bringing five
major sectors and having a thorough comparison which allows policymakers to have a

comparative overview on the sectors that affect them.



The focus of this study Nigeria has a large market and highly skilled labour, coupled with the
numerous sectors of the economy which if all were to be efficient in terms of output could
outpace developed economies. It has not been researched if inflows are by nature sectoral that is,
irrespective of the kind of push, pull, or regional factors existing at a time, flows still move into a

specific sector of an economy as earlier works on the sectoral analysis of flows suggest that the
manufacturing and banking sectors attracted more flows than others. Q}Q\

However, previous analysis failed to put in cognizance the sectors’ perfo his, therefore,

necessitates for more empirical contributions on capital inflows to Nigetia () e researched upon

as the question of “why certain sectors of the economy su %hore than other sectors in

attracting larger inflows?” remains unanswered. With tha& s sectors that exist in Nigeria,

the pattern of capital inflows may have changed an% eterminant may now be dependent on

the individual economy’s sectors rather tha ﬁéﬁrerall economy?’. The declining levels of
Ca

capital inflows into Nigeria are becomi% ng and the country’s specific factors are rather

insufficient to sustain capital inﬂoxgﬁj
L)

Nevertheless, the individu@ors of the economy have varied dynamics that constitute their
success in attracting@gﬂv inflows. The success of these sectors could be regarded as the
‘sectors perforr@vhich has been untouched in the analysis of past literature, of which if
looked 1 @d explain the pattern of capital inflows. To this effect, it is paramount to
investigate the sectors of the Nigerian economy that experiences large inflows as well as its

determinants and pattern.



1.3 Research Questions

The following main research questions guides the research process:

1. How has sectoral performance led to capital inflows to the sectors in Nigeria?

2. To what extent do pull and push factors determine capital inflows across sectors in

Nigeria? Q\
1.4 Aim and Objectives of the Study @(/&

The broad objective of this study assessed the determinants of capital sto Nigeria

based on sectoral analysis. The specific objectives are to; Q \

1. examine the pull and push factors that determine caplt®~ across sectors in Nigeria,
and;

2. explain how sectoral performance leads to @ ows across sectors in Nigeria.

1.5 Hypothesis ( \\

The study adopts a singular hypothﬁi{?bqgg to the fact that sectoral performance a significant
variable used in analysis has %ﬁdentiﬁed in existing literature as a determinant of sectoral

capital inflows and this @ms to evaluate it with the hypothesis that is presented below as:

Ho: “there is no si ant relationship between sectoral performance and capital inflows”.

1.6 Scope O%S dy

Data gathered ranges from 2010 to 2020, using quarterly data as the period contains several
global economic policies, trade agreements, oil price crises, and most recently, the pandemic.
The long period effectively captures the true reflection of the analysis. In this study, the sectors
of the Nigerian economy is used as the case study. Previous works have investigated the mining,

agricultural, banking, and manufacturing sectors of the Nigerian economy but their results are



not comprehensive enough as they did not consider the endogenous factor that affects capital
inflows such as the sectors’ performance. Therefore, there remains a gap that can be filled by
putting the entire sectors of the Nigerian economy, endogenous and exogenous factors that

determine capital inflows into the analysis®® 2% 39,

1.7 Significance of the Study

N9

The determinants of capital inflows to a particular country vary from one &&) another.
Existing literature has ignored the fact that capital inflows tend to be sec@kcting. With this
knowledge, it is important to embark on this study to assist poli A@r‘s in Nigeria who are
faced with the problem of how to attract flows into the di @C\Dctors of the economy. The
study is important to economists, policymakers, academi %conomic analysts as it provides a
template that helps analyze the different facto% t ymilitate against capital inflows to the

different sectors of the Nigerian economy. (\\

Also, the study is important to resear as it adds to the existing body of literature which
would be beneficial for future {@d&. This study will also be of importance to students, as it

serves as a resource mat will inform them about the factors that facilitate and mitigate
capital inflows in ]\éﬂ{
1.8 Limitat@e Study

The limitations encountered during the period of carrying out this study include financial
constraints, limited availability of data, and time involved in getting the entire research process
done. Some of the data were not available in their needed for and therefore had to be substituted,
example of this is the data for capital inflows into the sectors, there agricultural sector was

broken into various sub-sectors, such as fishing and farming, the data were added to give the



data used for the agricultural sector. Also, like every empirical literature, this study created a
model based on the evidence presented in exiting literature, so therein lies the weakness of the
model created. Nevertheless, the model is bet fit with the current economic realities as it
incorporate the factors that can be controlled by policymakers and others that are beyond the

powers of policymakers but can be cushioned.
1.9 Operational Definition of Terms Q}\E

Capital Inflows: These is the total amount of financial capital that crosse rs into a specific
Q \

Pull Factors: These are peculiar country specific vari %ﬁat are critically instrumental in

country to yield high interests within a specific period.

attracting foreign capital, some are GDP, inflation ra%@st rate, exchange rate, etc.

Push Factors: These are external to an extenf @ollable variables that affect the transfer of

capital to countries, they are the United ding rates, and global financial cycle.

Sectoral Performance: This is I%é,ﬁmge in output of a sector over a period, which could be

acritical factor in detemin@l inflows.
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Chapter Two
Literature Review

2.1 Conceptual Review

The reviews of concepts are in line with variables identified in the literature as affecting the

sectoral inflow of capital in the economy.

2.1.1 Capital Inflows @?

Capital inflows can only occur in an open economy. Literature on t@en economy has
emphasizes the importance of gross flows and gross assets as we Vﬁ%ﬁ@\hability positions for
both financial and macroeconomic stability!. Empirically, the,dvadilability of data has allowed for
a more detailed study on cross-border gross flows and \%p sitions. However, theoretically,
most of the literature has depended on net capita models that were earlier developed.

According to the IMF, capital flows canQ{g‘}'\vi ed into four components: foreign direct

which includes bank lending!. Capita

investment (FDI), portfolio equity inv, @t, portfolio debt investment, and other investment,
<&\Tvs as well as their drivers are different completely on

the scale and driver of thes@s. r; this study, the combination of all; FDI, FPI, and OFI flows

is used in the analysig,\

Sectoral analyse apital inflows are few and there exists a gap to fill. Conceptually, literature
on the s cific attraction of flows has observed and carried research on the impact of
capital inflows on the sectors of the economy without investigating the performance of the sector.
Also, existing literature has failed to establish why a sector of an economy attracts more flows
than other sectors. In this study, the combination of FDI, FPI, and OFI represents the capital

inflows. The following paragraphs explain each type of flow?.
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Foreign direct investment (FDI) involves any international transaction that results in foreigners
owning a particular portion of a domestic firm and results in foreigners wielding authority in
some degree of the firm. It is usually based statistically on a threshold of ten percent for
consistency across countries®. Foreign Direct Investment is any series of concurrent capital
inflow into an economy directed to establish, acquire or multiply production capabilities in any
new market. FDI can be expatiated upon as any process or activity that results in &sisition
of tangible assets in a foreign market*. FDI is relatively stable and desire@w domestic

economy as it is considered the safest among the type of flows. %\

\ .
FDI has been noted as being a key driver of economic growt G%QXIlomic integration. It is

characterized by its stability and size. The trajectory of og(jy recent times has shifted from

N\

developed countries to emerging markets due to th growth rate experienced in these
economies. This is contrary to earlier proﬁl'wg@uch markets as being high risks markets.
However, the notion has changed as emexgi gmArkets are now liberalized, this making them less
risky to invest in. The FDI inﬂow@bs to a particular sector over another as a result of

government policies, global r@@r& on, and the rate of investment in the sectors®.

Foreign portfolio inv t\@PI) is different from foreign direct investment in that it does not
seek controllin %t in a firm, but flows to maximize profits. Portfolio investment is the
major so capital inflows for industrialized economies. FPI inflow is more among
developed countries due to investment strategies that investors pursue and also the market size of
the host economies. Reduction in the activities of the domestic financial market creates
incentives for greater capital inflows as it has a positive impact on FPIL. Policy reform attracts

more portfolio investment inflows through the creation of positive external ties and the provision

of signaling effects from increasing financial development and commitment to further financial

13



reforms®.

Other financial investment (OFI) or private capital flows have kept flowing to emerging markets,
but outflows have grown more, especially in the form of foreign reserves’. This type of flow is
now persistently more volatile and is susceptible to external shocks and currency instability
compared to the other types of capital inflow. Moreover, the exchange rate regime operated in

the host economy may attract or repel this type of speculative capital’>. OFI {sg;@\%mt for

countries classified as emerging markets®.

Policy reforms attract other financial investments such as private lo *{d‘gross border flows as
a result of growth in the domestic credits which outgrows the c’@ f deposits and as a result,

facilitates the necessity to borrow from overseas to m %% rtage in supply of the domestic

credit. In addition, policy reform also attracts m % loans if the cost of borrowing from
0

the domestic market is higher than the cost owing from overseas’. However, deregulation
can also increase foreign private loan deregulation of offshore borrowing has been
affected, other financial 1nvest rough loans can increase through the removal of

quantitative restrictions on @s borrowing and provision of tax incentives; including the

removal of reserve re s, the removal of restrictions reduces transaction costs.

For all types o ; 1nformat10n advantage or asymmetric affects all types of capital inflows
signiﬁcar% rmation asymmetric tends to favor FDI by removal of restrictions in certain
sectors of the economy; capital inflows in form of FDI are higher. FPI is also affected
significantly by information asymmetric, for as foreign investors get new information such as tax

cuts in the various sectors of the economy, the inflow into the sectors of the economy in form of

FPI is more compared to when such policy regarding openness did not exist. OFI is not left out

as foreign investors or firms perceive relevant fundamentals better than domestic investors, thus,
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direct flow into such sectors to exploit new opportunities'®. More so, countries with more open
trade and capital accounts, and better institutional quality are likely to experience large capital

inflows!'.

2.1.2 Sectoral Performance

The sectoral performance refers to the level of output in ratio to change over a certain period.

Existing literature failed to incorporate the performance of each sector, which in @&}plains

the pattern and determinants of capital inflows. \@V

2.1.3 Push Factors *

4\ \

The push factors refer to exogenous or global factors that a (‘%bws in an economy. Some

factors have been identified and their importance varie \égﬁterature, however, a consensus

has emerged that the United States monetary, supply bal liquidity (especially in US dollars),
2N

and global risk aversion help explain the(%%

important as they affect capital inﬂow@es as well as their volume into any sector of an

in capital inflows'!. Global factors are

economy. Experimentally, global({/s rs rely on global factors which determine the size or
amount of capital inflows a %&r‘y expects to receive or lose’. This is however not true for all
types of capital inﬂo& a Study found that a combination of pull factors and global factors are

responsible for la ws into an economy'2,
2.1.4 Pu S

Pull factors refer to the home country or are sometimes referred to as country-specific

determinants that are perceived to affect capital inflows. The country-specific factors vary

among countries of the world as vary across countries of the world. Generally, the pull factors

are identified as the human capital in a country, macroeconomic features such as GDP, financial
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openness, and the overall quality of institutions in the home country!3.
2.1.5 Regional Factors

Regionalism is a process that involves the elimination of restrictions to cross-border trade,
investments, and financial operations by firms from countries in the same regional agreement.
This may however be in addition to the harmonization of rules, regulations, and taxes_between
member countries. Regionalism is an important factor to countries that desi@e capital
inflows as it contributes to financial integration that results in more capital.l 4, Tt is argued
that regionalism can promote increased foreign investment inﬂo@{cquse of the potential
benefits from regional integration which include expanded tra@ reduced production costs
associated with free movement of factors of producti 1\% oved market access, increased
opportunities for risk-sharing, and diversificatio gion-wide financial development. As
countries that are active members of regi ’&%ﬁcs or signatories to regional free trade
agreements tend to attract more forei %ent flow!s. The regional initiative can attract
more foreign investments by pro% benefits in terms of exploiting a wide-ranging scale

economy, expanding trade lf' @d'enhancing financial development across the region.

\
&S
QQ
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2.2 Review of Theories
a. Pecking Order Theory

The theory was put forward by Donaldson in 1961 and modified by Myers and Majluf in 1984. 4
The theory states that companies establish the precedence of their sources of finance (from
internal financing to equity) according to the cost of financing and raises equity a: ﬁr&ancing
means of last resort. Therefore, internal funds are preferable to an organizatio irst used
until they are exhausted, the organization then issues debt, and when tl@& of debt is high,
equity is issued®. Pecking order theory starts with asymmetric info %Q as managers are more
knowledgeable of their company’s prospects, risks, a Qa@ than outside investors.
ern

Asymmetric information affects choice regarding the @n al or external financing and

between the issue of debt or equity. So, the existence king order forfinancing new projects

Asymmetric information supports 1 debt over equity as the issue of debts indicates the
en

board’s confidence that inve rns out profitable and that the current stock price is

undervalued (were stoc @ovewalued, the issue of equity is favored). Otherwise, once
equity is issued it ts a lack of confidence in the board and that they feel the share price is
overvalued. Is&%@ of equity therefore results in a drop in share price. Although its
assumpti ot hold for high-tech industries where issuance of equity is rather preferredas

a result of the high cost of debt issued as assets are intangible’.

Since firms’ finance comes from three sources, internal financing, debt, and new equity®.

According to the theory, companies order their source of finance, preferring internal financing,

then debt before (only as a last resort) equity. Firms usually ignore equity as a source of finance
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because it brings foreign ownership into the firm and rather concentrate on other sources of
finance. The major criticism of the theory is that it has not been able to prove that it is true of
first-order importance in determining a firm’s capital structure. Also, it has been criticizedas it
fails in areas where it should hold, especially for small firms where information asymmetry is

presumed to be a problem’.

However, in support of the theory, there are some features of data regarding fi @t\ze better

explained by the pecking order theory!®. However, there are only a few,_ igstdnhcés where the

\
fundamental assumption of pecking order theory is used as the I(ear%k of the thesis to achieve

theory holds'!. Literature proves that private firms follow the pe@er theory'2. The
its objectives. The pecking order theory is applied with the\sefise that investors are preferential
about the sectors of an economy they invest in. An iStic profits, trends, and institutional
quality attract capital inflows to the sectors. &A{heory is employed with a little twist, that
investors rank sectors of the economy wi gg}ference on the expected rate of return from the

sector, while the yardstick is the sec% ormance.

The pecking order theory i @sund theory of this study, although with slight modifications.
Primarily, the type of @ch the theory is used is basically for the FDI, however, this study
still utilizes the tlons of the theory for all the types of capital inflows. As the theory
suggests tha estors observe the organization’s behavior, in this study, investors also monitor
the secto&d classify them in a ratio of the risk levels, government policies, and interventions,

use of technology for better output, and the sector’s performance before channeling capital into

the economy.
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b. Modern Portfolio Theory

The modern portfolio theory was first introduced by Harry Markowitz in his 1952 essay'3. His
works on the theory earned him a Nobel Prize in Economics'*. The Modern Portfolio Theory
(MPT) referred to in other literature as the mean-variance analysis, is a mathematical framework

that arranges a portfolio of assets so that the expected return is efficiently maximized for a glven

level of risk. The theory proposes diversification of investments as it suggest ldmg a
different kind of asset reduces the level of risk compared to holding one ty@e
The bedrock of the theory is that it postulates that an asset’s (or gr aSsets ’) risk and return

should not be evaluated by itself, but on the overall impact @he portfolio’s overall risk
and returns. The mean-variance analysis uses the var aSsets price as a proxy for risk!.
Assumptions of the theory are crude as investors %%ted to: purchase the assets with funds
borrowed at a risk-free rate which suggests Q&estors are rational in their investment and are
sensitive to the asset price movement in arkets portfolio value; it also assumes that returns
on portfolio follow a Gaussian S(&/ n, and prices are not scalable. Like every theory, the
MPT is not perfect as there rous criticisms against the theory. It is appreciated by critics

for its theoretical import , however, they still question if the theory is an ideal investment

tool, for the m@nanmal markets it proposes does not reflect the real world in numerous

N

Another criticism is that the measures used by the MPT for the risk, return and correlation are

ways!6.

based on expected values, which means that they are statistical statements about the future
because the theory is explicit about the expected value of returns in its mathematical presentation

but is implicit in its definitions of variance and covariance. Statistically, such a format does not
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capture the true statistical features of the risk and return which oftentimes follows a highly
skewed distribution that automatically gives rise to reduced volatility and an inflated growth of

return!”- 18 .

In reality, investors will usually substitute prediction based on historical measurement of asset

returns and volatility data for values in the equation. However, the expected values fail to take

into account new circumstances that did not exist when the historical data %\ggnerated.
Investors are however faced with the problem of estimating key param%{& past market
data as a result of the position the MPT takes to model risk in terms.0f theMikelihood of losses

4\ \
but does not give a reason why those losses may occur. Moree\e%&he risk measurements used

are probabilistic and not structural. \&(/

The modern portfolio theory has also been cri 'c@it follows a Gaussian distribution.
Research!'® 2% has tried to show the inadequaq\f\b{t is assumption and has proposed the use of
more general stable distributions inste d%other criticism for the model based on the Gaussian
distribution is that it is just an asx{/ n-based model that quacks offer. However, there are
contributions to the MPT *nPl‘atonic models on a Gaussian base which contributes to the

theory known as the Mo ortfolio Theory?!.

c. Arbitrage Pr%gheory

The theo&s proposed by Stephen Ross in 1976?2. 1t is regarded as a general theory of asset
pricing that assumes that the expected return of financial assets can be modeled as a linear
function of various factors which is subject to the sensitive changes in the factor that affects the

price of an asset. The APT model is used to derive the asset’s rate of return which will be used

to price the asset correctly, of which the asset price should equal the expected end of the period
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price discounted by the model.

Arbitrage is the act of taking an asset that has a positive expected return from overvalued or
undervalued securities in an inefficient market without any incremental risk and zeroes
additional investment to a closely similar or more efficient market to exchange for maximum
profit. The APT states that if an asset’s returns follow a factor structure, then the expected return
of an asset is a function of the asset’s sensitivities. However, there must b@‘\cer‘[ain
requirements such as perfect competition in the market and the total num § rs must not

exceed the total number of assets to avoid the problem of matrix smgu

The model is not indispensable as it has criticisms towards 1ts®ns or efficiency. It is seen
as a supply-side model as some of its coefficients reflect d\}% lying asset to economic factors.
Therefore, factor shocks will cause structural changés, i assets’ expected return, or in the case
of stocks, in a firm’s profitability, thus not@{&k. More so, the selection of the factors used

in the model is ambiguous. A study h a varied number of factors, but the factors have

been empirically deficient. The C@ been used to estimate the expected returns and has

performed better than the a@l\APT
d. Gravity Theory \Q/

The theory 6 ed to as the gravity model of international trade was first proposed by
Walter in Its traditional assumption poses that bilateral trade flows are rooted in the
economic sizes of the countries and the distance between them. In support of the theories,

literature shows that there exists ample evidence without reasonable doubt that trade tends to

follow through with the distance between the countries in trade?. The model has been used by

economists to analyze the determinants of bilateral trade flows such as common borders,
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currencies, colonial legacies and has also been used to test the efficiency and effectiveness of

trade agreements and treaties?®.

Empirically, when the model is used, it gives tentative results as it accurately predicts trade flows
between countries for a variety of goods and services but there existed not enough theoretical
justification for the gravity equation®’. However, a gravity relationship can arise in a trade model
that includes trade costs that increase with distance. The gravity model estimate@t}em of
international trade but its components compose of factors that enshri @ﬁminants of
international trade flow such as geography and spatiality. The model @%&m trade is based
on relative factor abundances and it has been used to test purer Qc%\\onic\theories of trade and
has many models. A model that is based on the theory of r%?&?:tor abundance is the popular

Heckscher-Ohlin model. Countries with a high abun f a particular factor is expected to

produce goods in large amounts derived from s ’h%:tors in their production.

Nevertheless, the model has been criti%‘iﬂ one of the proponents that the world is not

predictable and not sufficient to@ all trade as results are contrary to the theory of

ing more of a particular factor a country are endowed with; the

comparative advantage. A As1\10'wed that an opposite behavior occurred as the data studies
showed that the rate& Xp

behavior of the % is contrary to the theory of comparative advantage?®. More so, other
theories of % have been proposed to explain the discrepancy of the theory and it is being

referred t@economists as Leontief Paradox.

To complement the theory, an alternative was proposed by Linder. The theory predicts that

patterns of trade will be determined by the total preferences of goods within countries®. It

ultimately emphasizes that countries with similar preferences will develop similar industries.

And with continued similar demand, these countries continue to trade in differentiated butsimilar
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goods; since these countries both demand and produce similar goods®°.

The Linder hypothesis still suffers setbacks as it is still viewed as empirically unclear. In support
of the hypothesis, there is a significant impact of the Linder effect, but there is a report weaker
result. However, empirical research that found weaker results used a different estimation price?!
as it was found that they only incorporated data of countries that trade and they also did not input
zero values of the dyad where trade could happen but did not. These are possib% nations

for their findings. Moreover, Linder did not present a formal model for % yresearch has

tested the hypothesis in different ways. *
4\ \

Literature has also ruled out the notion that the theory of com gﬂ%ﬁdvantage does not predict

the relationships of the gravity model. The use of the ga& del showed that countries with

similar levels of income tend to trade more®2. Their\evidence suggests that countries are trading
in differentiating goods because of their sin@This, therefore, cast some doubt about the

impact of the Heckscher-Ohlin model h th€real world.

However, it is argued that the &%odel can be derived from the Heckscher-Ohlin model,
Linder and Helpman-Kru ypotheses®® **. But the fact many models can or are tied to the
gravity model equatéﬁ\ es it not reliable for the evaluation of the empirical validity of
theories. In a t to bridge the gap between economic theory and empirical tests,
econome els have been developed that are grounded in the theories of differentiated good,

which measure the gains from trade liberalizations and the magnitude of the border barriers on

trade®® 3°. Supporting this, a recent study shows that in using the gravity equations the effect of

borders is relatively modest?”.

The bridging economic theory with empirical results is still insufficient as it is argued that the
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possibility of intra-industry trade does not exist as a result of differentiated goods, but because of
“reciprocal dumping”. The models imply that countries involved in the trade have in their
domestic markets imperfect competitions and segmented markets in homogeneous goods, which
leads to intra-industry trade as firms in imperfect competition seek to expand their markets to
other countries and thereby trade goods that are not differentiated yet for which they do not have
a comparative advantage since there is no specialization. However, this model is co&%gt with

the gravity model predicts that trade depends on country size. @(/l:

Interestingly, the reciprocal dumping model has held up to so%m irical testing as it
emphasizes specialization and differentiated goods models but@ht }mt fully explain the
gravity equation®®. However, evaluating the home marke@ separate gravity models for
differentiated and homogeneous goods has provided @e to support the claim. The results
show that the home market effect showecb\ elationship in the gravity estimation for
differentiated goods, but showed the inv. rs@htionship for homogeneous goods. The results

match with the predictions of the¢th: of reciprocal dumping as playing a vital role in

homogeneous markets. Q&\./

Finally, in the use of| th@nty model, there has been an attempt to evaluate the impact of
various variables Xfying the gravity equation. Among these, exchange rate and price level
variables ha@e shown to have a relationship with the gravity model which accounts for an

important&unt of the variance not expatiated upon by the basic gravity equation.
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2.3 Empirical Review

Papers relating to capital flows are grouped into two segments, that is, the movement
pattern and flows determinants. There are papers that have considered the both segments
individually but less works have been done with both aspects in focus. This could be as a result

of vast empirical works on both segments. However, the review of existing literature in line with
the objectives are presented. ®E

Earlier works on the sectoral inflow of capital into the Nigerian econom@ pointed out that

from the period 1970 to 1998, the behavior of transnational ﬁrm&@h&e&r investment pattern

A\
focused on certain sectors with a similar line of business a % 40 However, it has been
noted that if capital inflows are sectoral by nature, inequ %&iuced more than the levels they
are in the country because capital inflows to the se t% his case, the agricultural sector results
in mass production and the agro-based ch@ts‘“. It may however not be the reality as
capital inflows are sectoral by nature endent on many factors broadly characterized into
push and pull factors. The fin iﬁ&/ ever forgot to incorporate the fact that investors are

different, so therefore sugg cannot stand as many other behavioral characteristics as well as

exogenous factors th& ct)flows were not incorporated in the findings.

Another paper f@g on the manufacturing sector of the Nigerian economy established in their
analysis % re is a threshold of the amount of capital inflow that amounts to economic
growth. It found that about twenty five percent (25%) is the optimal point of capital inflows for
economic growth and any level above this sustainable level will affect economic growth
negatively in Nigeria but also added that there is no capital inflows threshold point for the
manufacturing sector (exports) and therefore recommends that excessive capital inflows should

be avoided in the country *.
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As capital inflows are being directed into sectors with natural resources, it was found that the
type of flow such as FDI is sectoral*. The reason(s) why some types of capital inflows flow into
certain sectors more than others (especially putting push and pull factors in context) remain
unanswered. However, it has been argued that capital inflows may be attracted to certain areas as
a result of natural resources, market size, government policies, institutional and political factors*

but this is rarely true as opposing literature points out that not all types of capita wgws are

affected by these and not all flows are categorically steady. @(/

Recent papers of capital inflows on Emerging markets can be genera Zﬁo two categories.
One focuses on the impact of capital inflows on general income l(\_s%\brldgmg the poverty gap
and the other focused on the GDP growth of emerglng onomies as a result of capital
inflows. In Nigeria, capital inflows have shown sec@actenstlcs but factors that facilitate
or mitigate capital inflows into the sectors of nomy remain less researched. The analysis
of the sectors of the Nigerian economy h&bght on the pattern and determinant of capital

inflows into the different sectors ibutes to existing literature. The anchor theory on

which the study is modeled u@?ﬁ( pecking order theory.
2.3.1 Pattern of C &nﬁows

The pattern §al inflows refers to the observed way flows have been seen to move. Three
decades ag%]ows were seen to flow more to Latin America and Asia but a different pattern has
been observed. However, flows are now seen to be more in Africa despite the lack of quality
financial institutions and other prominent factors. Data also shows that the European sovereign
debt crisis may have caused a larger decline in inflows to Africa than the global financial crisis.

As a result, flows into industrial countries and emerging countries experienced a sharp decline
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after the global financial crisis. In the case of SSA, it was the 2011-12 European debt crises that
hit the region harder. The major components of capital inflows for SSA are Foreign Direct
Investment (FDI), foreign aid, and remittance inflows. For instance, during the period 2000-17,
FDI represented on average 3.4 percent of GDP while foreign aid and remittances amounted to

3.3 and 2.3 percent of GDP* 4,

Moreover, while focusing on the drivers of capital flows into an economy, there e@\zgument

that flows vary by type of flow and regions. The baseline regression 1nstrumenta1
variables estimation with panel data) estimates total gross capltal 1% FDI, portfolio
investments, and other investments on a series of pull and pushQ_) for 136 countries from
1980 to 2017. Summarily, domestic factors play a greater r %ﬁractlng gross capital inflows
than external factors although both factors are impo estment profile (as a proxy of the
quality of institutions) and financial opennes&&e a robust and positive impact on all the
different types of gross inflows*’. For e mgle_, one-point increase in investment profile and
financial openness leads to an incr@tal gross inflows respectively. Domestic economic
growth has a positive and signi %\fnﬂuence on total gross inflows and FDI inflows while it
has a positive but non-@a t relationship with gross portfolio investment (PI) and other
investment (OFI) @Q For instance, if economic growth increases, it is expected that total
inflows incr FDI inflows increase too. Trade openness and all types of flows (such as
total inflo Q

I, PI, and OI) are negatively associated but their impact is not statistically

significant. A higher rate of CPI inflation induces more total gross inflows, FDI, and PI inflows.

Another baseline regression is estimated for emerging markets shows a smaller number of

variables that play a role in driving capital flows into the region. Results suggest that domestic
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factors are more important in driving FDI inflows to emerging Africa while external factors are
more important in driving PI and OI inflows. Indeed, the relationship between gross capital
inflows and their drivers across emerging African countries has been found to behave similarly
to that of natural resource-abundant countries. Therefore, different sets of regressions are

estimated for African countries, with few drivers (mostly, push factors) having a significant

impact*®. Q\
Analysis of capital inflows and drivers of these flows is important bec@@@s in capital

flows have real effects on the economy. Flows of foreign capital m@z ng-term effects on

e
\
growth. For example, show that surges in portfolio investme@\_jxk ws hurt growth in the
manufacturing sector®’. Notwithstanding, surges in FD“ have a positive impact on

aggregate manufacturing growth. Also, there is an 1 \

growth (rather than investment) through the cr@@nnel”.

On the other hand, capital flows may h@e abilizing effects on domestic financial markets.

For instance, a credit boom that en@ a financial crisis in the domestic economy is typically

preceded by surges in gro @vﬁs (and, more specifically, surges in cross-border banking
Q)

on total factor productivity (TFP)

inflows). Another string ature argues that it can also lead to greater volatility and a higher
incidence of the 1al crisis®'. In this case, implementing policies that decouple capital
inflows and t xpansions will help manage systemic risks. Massive capital inflows can lead

to credit build-up and asset price booms may also end up in a systemic banking crisis®* 3.

Moreover, it has been suggested that credit booms can be typically the outcome of surges in
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private capital inflows>* *°, In addition, there exists the possibility that any (even a little) rapid

increase in banking leverage typically has antedated periods of financial instability and crisis® 7.

Policy recommendations arising from numerous analyses underscore those emerging countries
need to diversify the economic and export structure, develop deeper domestic financial markets,

implement policies to promote a productive business environment, focus and revamp existing

sectors, create investment opportunities and ultimately create other (newer) se(@&qt attracts
capital inflows. %\b

Additionally, capital inflow behavior for Nigeria is different from t %\'{n\iustrial countries due

to different economic structures which render different trans jon)processes. External factors

are the main drivers of gross capital inflows into em frica, while both domestic and

external factors are important for industrial countries: dominates the total flows into Nigeria
but portfolio and other flows have also incr@ver time and it also births more problems for
policymakers who have to deal with tge ability. Interestingly, capital inflows into emerging

markets have been characterize Q/&;

not affect FDI. Moreover, %c exists that whenever the global risk aversion increases, FPI

high since 2009. In emerging markets, push factors do

and OFI inflows are %&ﬂ) affected by it but the FDI is not>®.

Empirical resea%\Ms focused on the causes of capital flows to Emerging markets of which low-
interest r eveloped countries have pushed FDI to emerging markets. And there exists vast
literature focusing on the numerous factors that could affect the volume, composition, and
dynamic behavior of capital inflows to emerging markets. Another vast research work has
focused on the economic impact of FDI flows in recipient countries, the benefits as well as

demerits, financial stability, and numerous risks associated with a sudden reversal of flows>® ¢ 61,
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In the sectors of the economy that have attracted flows, the pattern of flows has noted that the
manufacturing sector attracted large inflows®. This was the case of emerging China as many
difficulties were encountered as flows did not meet the expectation for economic reforms. The
obstacles faced could be a result of the lack of clearly defining the legal environment for foreign
investors, lack of communications and transport infrastructure developments, and shortage of
skilled labour®®. At the sectoral level in emerging China’s case, domestic market si \ ), the

labour wage, innovation activities, and degree of economic reform encourage rd foreign

direct investments. $\

\
Looking into policies that could attract capital inflows in Aﬁ@ ¢'are several impediments

to policies and they include political instability and poliq&ﬁy

\\

capital inflows are largely pull factors that aim to te onomic and political structures that

ainty. Since policy to attract

boost confidence in the economy, reforms s %\debt restructuring which ease the long-run
foreign exchange constraint and therefor gsnae the sustainability of foreign exchange inflows,
liberalization of foreign exchange @(‘both current and capital) in the balance of payments,
simplification of red-tape re@ﬁen s for direct and portfolio investment, and liberalization of
restrictions on private se@Towing from abroad. When policies are structural and purposeful,
FDI flows are see@he higher compared to other types of capital inflows as investors are

pampered b)@ ot offered by the country and are not hurt by the stick .

Policies @ not affect the capital inflow type without consequences. Capital inflows supply the
needed capital the country could not generate but it is usually negatively accompanied by large
tax cuts, foreign dominance of certain establishments or worse, certain sectors®>. Moreover, if the
government tries to restrict a type of capital inflow using policies, it may in turn repel other types

of capital inflow into the sector. The Nigerian “Indigenization Act 1972” a modification of the
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“The Nigerian Enterprises Promotion Decree”® that restricts foreigners from doing some type of
business is a perfect example. Those sectors that are not allowed to be invested in especially
services are capital impoverished compared to those that are not. Whilst investigating the
relationship between the capital inflow type, FDI, and growth using India as a case study found
that FDI does not impact growth at the sectoral level but growth has an impact on FDI. The case

of Nigeria is contrary, as a negative relationship between FDI and growth in the s@&exists

but a positive relationship in long run ¢’. \@(,

2.3.2 Determinants of Capital Inflows .

!

The distinction of country-specific “pull” factors and extem@a factors of capital inflows

was introduced in 1993% % It eventually became § ic’ analytical framework for any

empirical analysis of drivers of capital inflows to\eh%\ g markets and developing economies

as a result of global financial integratior(%\strong growth prospects observed in these

countries’. In focus on the stabilit%@vs to developing countries it has been argued that

global capital flows can have a\% ilizing role in developing countries especially when
financial crises cause a su e ;sal of such flows’!. Policymakers in emerging markets are
still puzzled by the ‘th@ﬁ fluctuations in capital flows. A sudden surge in capital inflow
(whatever type puts pressure on the domestic currency to appreciate (which is akin to
the Dutch di ) which in turn hurts the country’s net exports performance. Similarly, a sudden
stop of c&l inflow of capital causes the domestic currency to depreciate and often results in

inflation’?.

The great recession has made policymakers and academia focus on the pattern and determinants

of capital flows as the recession resulted in zero interest in developed countries and investors had
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to find new markets for their capital. This has resulted in flows into emerging countries. It has
been argued that the global financial cycle affects largely the capital flows, assets prices and
credit growth”. More so, high or extreme flows in capital driven by global factors can disrupt
macroeconomic stability as it negatively inflates domestic assets’ prices resulting in inefficient

credit creation in recipient countries irrespective of the current domestic conditions.

The problem of volatility is still of concern as the last decade recorded an increa@al flow
volatility and this poses a problem for many economies’. These pro%%@could include

economic cycles being amplified by large capital flow increase d decreases, increased

inflow could result in domestic financial market

financial vulnerabilities, and exacerbated macroeconomic insta 77 The surge in capital
nd mitigate the ability of

macroeconomic policies’ ability to adjust through e@ate appreciation, asset price bubbles,

money market distortions, credit boom, and cr@&%\ nsustainable risk premium drops especially

as a result of the market size of the dom%@omy to handle such large inflow. Nevertheless,

the IMF has deviated from her t\@m

proposing the “institutional yrew< capital account liberalization and management of capital

view of regulative flows to subscribing to it by

flows. The IMF has @inted out that regulation of flows is paramount in certain

circumstances’s. Q\

Data sho @ﬂows to emerging markets are however majorly FDI, Nevertheless, new data
shows t&ortfolio equity and bank-related flows to emerging markets are increasing
drastically”. Policymakers are still puzzled by the nature and causes for different types of flows
and how to acquire them. Issues relating to determinants of capital flows begs the question are
global and domestic factors the main determinants of capital flows and which of the two factors

are dominant? Notwithstanding, existing literature identifies global factors®®®' and domestic
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factors as determinants of flows. No one has pointed to one as a tie-breaker as they are both
equally important as both are essentially needed in any economy; especially in emerging markets.

Some literature has however shown preference in one of the two factors®? 83 & 84,

Literature on determinants of capital flows has identified the push-pull framework as the
determinant of capital inflows, introduced in 1993 and popularized in 1996. The framework has

been used to explain the behavior of flows during and after global financial

factors refer to the global factors that determine capital flows while pull fa

specific characteristics that attract flows®>. Push factors that detern}&apl 1 flows are global

financial liquidity, global risk aversion, portfolio diversiﬁca®d

question that some countries receive more flows than Othé‘% in unanswered as it is argued

N\

that financial openness should automatically encoura %\Ns into a country but it is not so as

\
financial openness. The

other underlying factors exist that play a maj %‘l@ in determining flows. The importance of
global risk aversion in determining capi ngto an economy has been noted that whenever

there is high global uncertainty; inv@e discouraged due to high-risk projections and fear of

loss of investment®® &7, ® .

Pull or home count de(qymants of flows vary across countries and have equally had much

paper on it. Th of institutions in the country is a major determinant of capital inflows as

empirical p ound it to be significant for capital inflows®. It has been argued that human

capital can ¢€liminate the difference in marginal rates of return to capital across countries that
only occurs if human capital spillovers are internalized within a country. On the contrary, it is
argued that capital flows are heavily dependent on the quality of institutions that exists since

economic returns from investing in a country may be dependent on the institutional quality

arrangement®®. This claim is supported by other scholars who argue that institutional quality
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explains the Lucas Paradox®” °!. Even so, the measure of human capital development is not a

statistically significant determinant of capital flows®2.

Withal, financial openness has been argued to birth volatility in inflows. FPI is seen to be volatile
and financial openness encourages it as it fosters discouragement investment when investors
sense risks in a particular environment. Although it is argued that FDI is volatile while others
have found it to be least volatile®, this rationale however is due to its large si | as the

sudden shock and ultimately stops that are associated with this kind of %\@Me from this,
s 0

FDI is relatively stable. Results vary on the impact of financial openngs the type of flows.

\
Empirically, financial openness increased the volatility of FD (ﬂ%\gs hile decreasing that of

FPI. But an exemption of emerging markets should be no@&; they ease capital movements,

flows may become subject to sudden surges, stops, Q% %, It was found that between 2007
and 2016, about 31% of FDI flows into the ex@q sector amounting to. This still supports the

claim that FDI is sectoral and primarily ‘%ﬁg{mtural resources’.

Volatility in emerging countries Né/&o be high and it is assumed that the rapid reversals of
capital flows have negativ x;c consequences’®. Moreover, using a rolling window to test
the co-movement ofgcapital flows volatility, found that capital flows volatility has many
commonalities ac Qountries and that the main determinants of capital flows are determined
by comm ices and long-run USA interest rates as a result of a fall in returns in long-run
returns in bohds which made investors direct funds to emerge economies®’. Yet, it is argued that
there is a negative link between real commodity prices and interest rates®® °°. Nevertheless,
economic growth (projection), real commodity prices as well as interest rates in the USA are

determined by global determinants of capital flows!%. More so, the determinant of the volatility

of capital inflows to emerging markets is dependent on real prices and long-run US interest rates.

34



So, whenever rates fall, investors look for an alternative, higher, or more risky rates of return

elsewhere!?!.

Policymakers are selective for the type of inflows as each flow comes with different benefits that
is,short-run or long-run benefits. Many countries sought FDI because of the large and positive

characteristics associated with it!02 & 103

. Moreover, FDI has been seen to foster technology
spillovers, global trade integration, research and development, enhancem \o& a more
competitive business environment, and better management techniquesm@ is strong to
strong financial markets as it helps domestic companies have access\ to \t e limited financial
resources. Literature finds that, unlike FPI, FDI is affected by @ tional quality '% and its

volatility may be as a result of political and economic un\w&‘g

India initiated relaxation of restrictions which led to %e in net capital inflows from 95.09

in a country!'%, For instance,

billion rupees in 1991-1992 to 401.6 billion ru, &\2001—20021‘)7. Financial openness is argued
to attract flows. !0 109 110 & 111 Byt a]] f] g;muot affected equally by financial openness. FDI

is seen to be not affected by ﬁnanci@-ess but FPI and OFTI are greatly affected by financial

openness. Q* .

Research shows that the gqryection between world market integration and capital inflows found
that the push fact portant in determining flows has increased drastically while pull factors
importanc een reduced!'? & 113, Since the global crisis in 2008-2009 which resulted in the

reversal of global capital flows has sparked up debate about the push factor in determining flows.

The cyclicality and pro-cyclicality of flows have also been subject to debate as flows are by
nature counter-cyclical as they cushion domestic business cycle conditions!'* & 15, Be that as it

may, in emerging markets, capital flows are seen to be pro-cyclical because during an economic
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boom there is a surge but in recession, there is a reversal. Cyclicality of flows tends to amplify
the boom-bust cycles in developing countries!''®. When flows become pro-cyclical, they prevent

an economy from enjoying the various benefits of liberalization and capital account openness!!’.

FDI and FPI are cyclical, thus, the cyclicality of FDI is however related to its sluggishness due to
its size. All the same, flows of FPI were not a result of real factors but as a result of market
sentiments!!% 119 & 120 EPT and FDI can occur separately and together. When th %Xi‘o\utright
sale of a company by foreign investors, it could be associated with the tw Xﬂows. Push
factors is the most for portfolio flows and least for FDI. Emergir&%%ies benefit largely

from low-interest rates in advanced economies as flows are dir@

market. Capital inflows, however, possess negative sides Qﬁy their effects on productivity,

N\

which is core to economic transformation'?!, so poli usually take a cautious approach to

em specifically its bond

it and an examination of sector-specific effs *however necessary. The effect of capital
inflows on the real exchange rate can b &pa‘ed to the ‘Dutch disease phenomenon. Beyond
effects on the exchange rate, remitta@dght have negative effects on growth, for example, via

brain drain and over-consum feemitted funds.

Since investors theo@g@ mvest in economies with high rates of returns and these capital
inflows are highe me sectors in an economy more than others, it shows the importance to
analyze 1 o particular sectors that therefore suggest the pattern and determinants of flows
are sectors preferential to an economy. Papers on determinants of capital flows have largely
focused on the impact of flows on recipient countries, including the benefits of capital flows such
as higher investment and growth. Investigation on how policy issues such as capital controls can

affect the volume of inflows is a trend!'?2 & 123,
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Focusing on the positive and negative effects of capital inflows by type, a study found that the
positive effect of FDI is the stability of GDP, increased purchasing power parity, increased tax
revenue, and increased research and development expenditure. The negative effects of FDI were
dependency on foreign capital and high CO? emission. The positive effect of FDI is agreed to be
so by other researchers but the negative effects, particularly the surge in CO? emission is not
entirely true as the paper argues that through FDI, CO? emission has increas& rging
markets that gain large revenues from a particular sector such as oil will cont@ty experience
high CO? emissions in those sectors due to continuous exploration ar@loitation of such
resources not necessarily with the inflow of FDI but will so «fqr }her means ofcapital
like internal generated or most likely privatize the sector e continuous benefits from

to (g{/
exploration and exploitation. Also, not all FDI flow i %rs of an economy results in CO?

emission like the agricultural and tourism secto@
@nost likely refers to the performance of the

Literature found that domestic output
individual sectors within an econo @8‘ 127 Policy issues have been found to lead to a

surgeof capital inflow and ar &nt on if flows are push or pull driven. The research found
that domestic fundament@he key drivers of flows!?% 129& 130 The findings are based on the
theoretical model @s{er—temporal current account determination whose predictions were
consistent wi ictions. Literature investigating the drivers of flows into an individual
country o%ion as well as the type of flow has different results. With panel data with a country
fixed effect for 9 emerging markets divided into two regions, it was found that push factors were
more likely to affect portfolio flows into Asian and Latin American economies'3!. Also, using a
more complex model it was found that for 5 economies, the emerging market's productivity was

more important for FDI flows than portfolio flows!'*

. For the specific types of flows into a
particular country or region, FDI has been the most focused on from the 1990s to mid-2000s as
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the annual flow of capital to emerging markets was over $300 billion'*.

Literature found that push factors are dominant drivers of portfolio flows during the global
financial crisis but after the financial crisis portfolio investment responded more strongly to pull
factors such as macroeconomic fundamentals, institutions, and policies of recipient countries.
Although, a different study carried out four that pull factors are more important when risk
aversion is increased as generates panic for investors within an economy as @olicies
initiated plays only a small role in shaping flows. For other financial inves%@sh factors to

is also important

affect it only in economies such as Nigeria where US long rates domi% i
\

for capital inflows, particularly for OFI'34. ( \\

It is argued that when computing results for flows, the t <ﬂ(ws is important to give the true
reality of flows. The differences between net ﬂows\@ ross flows have been cited in several
papers and when and how they should be u %lso been cited. Net flows show the current
account balance (adjusted for changes Qer es, capital transfers, and errors and omissions)
and by so, a deficit in the currer&o nt is showed positive in the net capital flows. While,

international borrowing, g, and financial inter-mediation which are captured as gross

gross capital flows compr?;t@w}ward investment and foreign inward investment such as
capitalflows. @

Countries( high-rate of returns receives net capital flows from foreign investors to finance
investment until their rate of returns equals the world’s rate of return that is, investors exploits
the high rates of returns in a developing country until the rate of return is equal to
anywhere else in the world!®. The stability of the emerging markets is important as specific

capital inflows make economic growth more stable and less volatile'®.
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2.4 Methodological Review

Capital inflows to emerging economies have historically mainly comprised largely of foreign
direct investments and short-term inflows such as portfolio investments and other financial
investments'3’. In analyses, methodology used across research in the pattern and determinants of
capital inflows has varied widely. The literature on the pattern and determinants of capital

inflows to emerging markets are voluminous and the methodologies used are no@ﬁess. A

paper analyzing the push factors and capital flows to emerging markets, \ arterly data

from 2001-2015, specifically, the type of data employed was gross C 1 inflows. Another
study was based on a sample of 46 emerging markets and 20 fr((nt}’\&&narkets of which a panel
study was utilized'*8. Annual data of some countries w1th%/§b Saharan Africa region were

analyzed for a period of 30years, between the period fi 0-2009.

Sources of data for works include the Wor @MF , country/countries monetary authority
statistical bulletin, CEIC!3° &140_ The d t%has been country, set of countries, and combination
of countries across regions and com\l/ . Across different papers, models have been modified
or newer ones created whi used in the analysis of data'#!. The estimation technique used in

existing literature Va;q s there is no standard test of estimation of capital inflows. Existing

literature has pro® %v with the creation of a model to suit their analysis. However, there are
common econometric tools employed in the existing literature such as unit-truth test,
ordinary least square, and extensively employed regression analysis and models'#?. The models

employed in existing literature consist of push, pull, and regional factors (or their properties) that

affect capital inflows.

It is important to state that the models used in analysis are left to the discretion of the authors,

however, there is a similarity in the methods to which the models are employed. The most
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significant trend in the models as relating to the determinant of capital inflows is the presence of
the pull and push factors in the equation. A study employed the multinomial logistic model
which was used to evaluate the surge and reversals of capital inflows as against normal flow. The
model was designed as a surge or reversal of capital inflows as a function of global push and
domestic pull factors. Another paper focusing on the determinants of foreign capital flows
incorporated regional factors in their estimation and carried out a panel stud \w\cross—
sectional effects for the countries'® . Developing countries were brought int tive as the
pattern of capital inflows as well as the implication of such flows int@ economies was
evaluated using the neoclassical growth model and a Cobb—Dougla@f\production function.

A paper also used the Bayesian Model Averaging a@

e
ich gave very interesting

results!4+ 143,

2.5 Conceptual and Theoretical Framework ’\\Q

The conceptual and theoretical framewortkesu \s that capital inflows and sectoral performance
are co- dependent, that is, they d@\)n each other. The framework is built on existing
literature that argues differ% ut the factors that affect capital inflows. The trend in
literature identifies pull @t at are country-specific; push factors which refer to the global
factors; and regio:@a ors which are associated with the country’s membership in regional
blocs. Capitat~i aredependent on the push factor and regional factors directly, but the pull
factor thm%acts capital flows is anchored on the performance of the sector, as capital inflows
will not flow into the economy without the signal of a positive, profit yielding performing sector
of the economy. The sectoral performance is affected by pull factors which could be government
policies and capital inflows which are dependent on push and regional factors that affect capital

inflows.
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However, since no literature has focused on the sectoral performance which affects capital inflows it is
therefore important to put it into the analysis. It should be noted that the sectoral performance is
country-specific, hence a pull factor that affects capital flows, because a good- performing sector will
attract the attention of foreign investors who intend to satisfy their risk appetite . Nevertheless, the
success of the sectors is dependent on the number of capital inflows it acquires, h %ush factors.
More so, participation of a country actively in regional blocs such as b ory to free trade
agreement, and adaptation of the regional policies that have fac1 ap1ta1 inflows to other

\
countries within the region allows the country to attract some in fi &spﬂl -over.

The two-gap model suggests that developing econo%%(faced with a savings gap. As

external capital is needed to augment the domesti the economy is dependent on the
capital inflows to the different sectors that @e\u the economy but the sector has to show
positive signs of growth which is referre%as s performance. The sector's performance thus is

dependent on the number of capit: 1@\;3 to the sectors which increases the performance and

output of the sector!4 * :

The two-gap model Qtﬁ the idea that capital inflows are necessary to augment the savings
and foreign ex constraint. The two-gap model is in line with the neoclassical growth
theory a otes the need for capital inflow into economies where it can achieve the
marginal product. When the recipient count economy begins to receive the capital inflow, there
begins to be growing as new technology acquired enhances productivity, stimulate growth and
development. It should be noted that development only occurs when two or more sectors are
efficient, thus, capital inflows do not go to the overall economy but a fragment of it called

sectors that collectively make up the sector!4?
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As domestic investment is utilized in the sectors it becomes necessary that when it is exhausted,
other alternative sources of capital are sort for. Invariably, the sector needs capital inflow to
bridge the gap between savings and investment in the economy. It is argued that domestic
investment and capital inflows affect the economy differently. In the long run, domestic

investment affects growth negatively, and thus, there will be a need for capital ir@ boost

the economy. Nevertheless, In the short run, domestic investment affects th \ positively,
»

although, results could be vice-versa'®’. Capital inflows to the sector§ of the economy can be

\
negative and positive- negative as it leads to the appreciation Qt%local currency and thus

affects the competitiveness of the export of the recipient c% ; and positive as it influences the

growth of the recipient country'*°, §

Nevertheless, it remains necessary to evalua @formance of each sector that garners capital
inflows as external capital is needed to en the domestic capital. The sector is dependent on

capital inflows, however, there \é/q/ xist an underling advantage that makes the sector

successfully attract capital f!% his factor is referred to here as sectoral performance. When
v

sectoral performance"{

sector. This is with theory, as capital should flow to regions with the high marginal

le, there would be a surge of capital inflow in the respective

products. o, it is dependent on other variables that plummets capital inflows generally
referred & pull factors, such as financial openness, interest rate, stability, etc. Sectoral
performance is also affected by other pull factors such as government policies, tax cuts, rate of
return, and institutional quality. The pull factors have a direct impact on the sectoral performance,

but this does not hold for all sectors, as some of the pull factors affect a particular sector more

than another. Take for example the banking sector, capital inflows are more attracted to the
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financial sector, especially when the bonds and treasury bills have high rates of interest

compared to other sectors.
SP=f {CI,PL}
2.1

Where; SP represents Sectoral Performance, C/ represents Capital inflows, P’L represents pull factors,

whilef is the functional relationship between the dependent and independent vari %\E

The sectoral capital inflows are dependent on the performance of @sctor and future
opportunities the sector offers, therefore, as the sector’s perfo ¢ esohtinues to increase it
attracts more capital inflows. More and more capital flow %{ e to flow as capital seeks
wherever there is an expected yield in returns. Sectora {S,inﬂows are affected by global
push factors such as global risk aversion, US doll }thy, and global financial cycle.!>! Be as

it may be, the push factors do not affect the é performance but the sectoral performance is

not directly affected by the sectoral inflows. Regional factors also affect the sectoral

capital inflows directly in terms&i 1Hover as a result of a country being a participating member
in regional treaties and poleeics. The regional factor directly affects the sectoral capital inflows

which affect the secuglqpeyformance. Thus, the pull factors are the only variables that affect

both sectoral pe@ce and sectoral capital inflows.
Q CI  f ={SP,PL,PS,RG}

2.2
Where; C7 represents Capital inflows, SP represents Sectoral Performance, PL represents pull factors,

PS represents push factors, while f is the functional relationship between the dependent and

independent variables.
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2.6 Summary of Literature Reviewed

The general notion of capital inflows into sectors have been for the diversification of foreign
investors’ portfolio, minimization of risks, and ultimately maximization of pro Capital
inflows however have been significant to the recipient economy as it event \itate the
growth of the economy. However, the sectors which attract these ﬂ@a ¢ been under-
researched. Research on the sectoral analysis of flows has focu!%an\one sector in their
analyses- banking, mining, and agricultural sectors. Existing %ca@e also focused on one type
of flow- FDI'*. These are not sufficient to determine § and determinants of flows into

the various sectors. More so, the sectors’ performance has*also been ignored. This study fills that

gap by investigating how the sectors’ perfor@f ects capital inflows.
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Chapter Three

Methodology
The study’s two objectives include explaining how sectoral performance led to capital inflows to
the sector, and; examining the pull and push factors that determine capital inflow across sectors
in Nigeria. In the analysis of data on the different objectives, it is expected that thewpattern of
capital inflows should be sectoral, that is, capital inflows select certain sectors @conomy

For objective one, the estimated model show that sectoral performance i% jor criterion for

capitalinflows. Q \

3.1 Model Specification &(/

The model specification is drawn out of the two g@el with assumptions of the pecking
order theory and conceptualization that is grouﬂe\ n literature that has shown the determinants
of capital inflows as well as a variable in dgdsbe tested for that is, sectoral performance.

3.1.1 Examines the pull and pusk(f; that determine capital inflow across sectors in
Nigeria &

To achieve objective ({myc is to examine the pull and push factors that determine capital

inflows across se igeria. The model used is adapted in part from exiting literature, taking
in part the % variables used as well as the type of data utilized, and estimation techniques.

The peculiarity of this model is the introduction of the sectoral performance as a stand alone
variable with other chosen regressors of the pull and push factors of which the basis of choice

was owing to the availability of data'-? 3. The model is specified as thus:

Cl =ap+ ﬁ] SP + 6,GDP + 53]nfr + 54F0p + 0sExr + OsUSDr + ©,GFC

3.1
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The model to be estimated is drawn down for each of the five sectors are shown below:
AgricCI= f(Agricp, Gdp, Infr, Fop, Exr, Usdr, Gfc)... equ.vi
FinCI= f(Fincp, Gdp, Infr, Fop, Exr, Usdr, Gfc)... equ.vii

IndCI= f(Indp, Gdp, Infr, Fop, Exr, Usdr, Gfc)... equ.viii

(83

SevClI= f(Sevp, Ggdp, Infr, Fop, Exr, Usdr, Gfc)... equ.ix b
ShrCI= f(Shrp, Gdp, Infr, Fop, Exr, Usdr, Gfc) X

In the model, GFC and sectoral performance were used as fi @sor& GFC was used as a
result of being identified in the literature as a dominani@ us variable that affects capital
inflows. However, the use of sectoral performan s\éd regressors is based on the author’s

conceptual framework that sectoral performﬁ%\@breases the chances of capital inflows.

Where: CI represents Capital inﬂow@ﬂme pull factors identified in literature where Ggdp
represents the gross domestic ct)Intr represents domestic interest rates, Infi represents
inflation rates, 7Op repr@ade openness, FOp represents financial openness and Gef'
represents govemn@fﬁciency, Exr represents exchange rates, USDr represents United

statesinteres@ nd GFC represents the global financial cycle.
3.1.2 Expla1; How Sectoral Performance Leads to Capital Inflows to the Sector

To achieve objective one that is, to explain how sectoral performance led to capital inflows to the
sector, a model is drawn up from equations 2.2 and 2.3 presented in the literature review. This is
derived from the conceptual framework: capital inflows are affected directly by the sectoral

performance, pull, push, and regional factors. However, sectoral performances are affected by
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capital inflows and pull factors. The pull and push factors are shown by their sub-variables. In
this study, however, the pull factors to be used are the growth in GDP, interest rate, inflation rate,
trade openness, financial openness, and government efficiency. While the push factors to be used
in this study includes theexchange rate, US dollar interest rate, and global financial cycle. Since
the dependent variables are also functions of other dependent variables a simultaneous equation

is carried ou* & 3. The model is therefore presented as thus:

SP= ap+ 1 CI + 0.GDP + 3lnfr + 0.FOp + (55[?)61”%\b
* .
CI = ap+ f:SP + 0.GDP + é3Infr + 0,4FOp + dsExr +®r + @,GFC

§</ 3.2
Where; SP represents Sectoral Performance, ¢/ @ts Capital inflows, and the pull factors

identified in literature where Gdp represents(tl&\gbss domestic product, Infr represents inflation

rates, and FOp represents financial 0§ %Exr represents exchange rates, USDr representsthe

e

United states interest rates and & epresents the global financial cycle.
The individual Variablesged to fit into the model specifications. Model to
be estimated is @Wn for each of the five sectors are shown below:
QQ lAgricp= f(lAgricCI, [Ggdp, lInfr, [Fop, [Exr)
[AgricCI= f(lAgricp, [Ggdp, lInfr, [Fop, [Exr, [Usdr, [Gfc)... equ.i
[Finp= f(IFinCI, IGgdp, lInfr, [Fop, [Exr)

[FinCI= f(IFinp, [Ggdp, lInfr, [Fop, [Exr, [Usdr, IGfc)... equ.ii
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lIndp= f(lIndCI, IGgdp, lInfr, [Fop, [Exr)
lIndCI= f(lIndp, |Ggdp, lInfr, [Fop, [Exr, [Usdr, IGfc)... equ.iii
[Sevp= f(ISevCl, IGgdp, lInfr, [Fop, [Exr)

[SevCI= f(Sevp, IGgdp, linfr, [Fop, [Exr, [Usdr, IGfc)... equ.iv
[Shrp= f(IShrCI, IGgdp, lInfr, [Fop, [Exr) ‘
IShrCI= f(IShrp, IGgdp, linfr, [Fop, IExr, lUsdr, IGfc)... equ.\% :
Table 2: The a priori table showing the expected relationship of VM@
AN

Parameters | Capital Sectoral GDP Inflation E \\Financial United  Global
inflows performance

&(/ lending cycle
\ rates

Expectation + +/- +/- +/- +/- +/- +/-

S N
Source: Author’s computation, 2022 \\

The apriori expectation sugge@@: performance has a direct impact on capital inflows,
i

3.1.3 Apriori Expectation

thus an increase in sectors: otmance attracts more capital inflows and a decrease in the
sectors’ performance@ﬁ]éﬁapital inflows. Financial openness can be good as it encourages
investors to cho %ectly economies that are open for investment and provides investors with
data for t carry out their risk assessment. However, when a country has negative current
account balahces, the investors get cautioned, and more times than often they retract capital.
GDP also affects capital inflows directly as a high GDP from a particular sector signals investors
on the profitability which prompts them to direct flows but low GDP discourages capital inflows.
Inflation is generally disliked by businesses men but a good or moderate inflation rate attracts

capital inflows but a high inflation rate repels capital inflows. The United States lending

61

openness  States Financial




rate is seen as a global driver of capital inflows, when the rate is high, capital
inflows increases to other countries and reduces once the lending rate is low. The
global financial cycle also affects capital inflows. When the GFC is high, capital inflows are

also high and when the GFC is low, capitalinflows are low.

3.2 Description and Measurement of Data

i. Capital inflows: This is the combination of the FDI, FPI, and OFI into th{%-\s of the

Nigerian economy. It is represented as CI. It is measured as: %\

<0 ) &(:(
ii. Sectoral performance: This refers to the produ %fthe sector. It is represented as SP. The
Yt -Vi-1 %10

measurement is 7/ (\,
iii. Pull factors: This refers to th &%s(lc or home macroeconomic indicators that attract capital

inflows. It has its sub-vari@the study uses the gross domestic product, financial openness,

and taxation.

The pull fac@bles are represented as:

Gross do ic product: GDP and is calculated as GDP = Consumption + Investment +
Government Spending + Net Exports

Inflation rate: Inft is the overall economic change in prices of good and services.

Financial openness: FOp and is calculated as total capital flows as a share of GDP.

This measure is the sum of inflows and outflows of direct investment, equity investment, debt
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securities, financial derivatives, and other investments.

Exchange rate: Exr is presented with the rate of change between the Dollar and the Naira.

iv. Push factors: This refers to external factors that affect capital inflows. Its variables are the
global financial cycle and United States lending rate. The global financial cycle is represented as
GFC and it is measured as Volatility Index (VIX). While the United States lending rate is the

approved target rate by the Federal Open Market Committee, which bank len(@w the

€XCess reserves. %\b

3.3 Source of Data Q \

The sources of data used in the analysis are from multiple s ey are from credible and reliable
sources, the Central Bank of Nigeria, Chicago Boards @xchange, and World Data Al

Table 3: Potential sources of variables

.
Variables Data Source A\
Sectoral capital inflows | CBN statistical b lléﬁ&,}()vl 9
Sectoral performance | CBN statistic in, 2019
Pull factors:
GDP World dev ent index, 2019
Financial openness Worl@elbpmem index, 2019
Inflation rate istical bulletin, 2019
Exchange rate atistical bulletin, 2019

Push factors: &\
Global financial @f Chicago Board Options Exchange

US Lending Rate World Data Al

Source: Au@s computation, 2022
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3.4 Preliminary Analysis

To show what pattern capital inflows depict across sectors in Nigeria, descriptive analysis such
as a measure of central tendency and dispersion which includes the mean, median, and measure
the standard deviation and covariance.More so, the use of graphs are utilized to depict the trend

in data.

3.5 Pre-estimation Tests @%\

The pre-estimation tests are the unit root test and co-integration. Th &ot test is usedto
check if the variables are stationary: Variable that appear to be &monary after the first test

is discarded or presumed non effective in the model. Th (%E the co-integration test is to

check if the variables picked to have a long-term relati n@

Unit root tests is carried out on all tes to ensure the credibility of data. As variables can

be non stationary over period @ ore so, the unit root test is important so as to avoid

spurious regression in the e@lon

3.5.2 Co-Integrati ts

3.5.1 Unit Root Tests

Co-integrati §s carried out on all the variables identified in the literature which ensures
that ther&sts a relationship among variables to be used in the regression analysis. It is
important that there is a co-integrating level among the variables to ensure that results depicts

economic reality.
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3.6 Techniques of Estimation

For the analysis of the study, multiple techniques are employed to achieve the results.
3.6.1 Objective 1

To achieve the third objective of the research, the likelihood of variables to turn out as I(1) and
I(0) variables is dependent on their unit root, preferably, the unit-root of variab els is
most appreciated but in the absence of such, the alternative is used that is, u it r order one.
Thus, in the emergence of the latter, the study proposes the use of th A&model However,

this is subject to change if the result shows no I(1)and I(O)Varlablee:a)& the pre-estimation tests.

3.6.2 Objective 2 &(/

To achieve the second objective, a simultaneo@on using the three stage least squares
method and the two stage least squares met@ﬁs is included in the appendix). It is important
to do the simultaneous equation as ityls wn in empirical results the different variable that

affect capital inflows to back the al framework.
3.7 Proposed Contrlbu@(nowledge

Existing literatur e analys1s of capital inflows to the sectors of the economy did not take
into their a is the sector’s performance. Investigating how capital inflows to the sectors of
the econ&whlle putting in perspective the sectors' performance in the model ultimately
explains the pattern of capital inflows. More so, this thesis on the sectoral analysis of capital
inflows would help policymakers understand the importance of the sector’s performance which
in turn aids them in making tentative decisions that improves the performance of sectors most

especially when trying to attract a particular type of flow.
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Chapter Four

Results and Discussion of Findings

4.1 Preliminary Analysis

The preliminary analysis is important as it it gives a basic overview of all the variables. The
graphs of each variable is to show the historical trend and the measure of central tendency,

dispersion and distribution gives an overview of the spread, and other relevant data

information. %Q\
4.1.1 Descriptive Statistics @

Graphs (trend analysis) \
\

The descriptive analysis of the different variables presents 1%&'&1 view of the individual
variable over the course of the decade. Data used in t“d are quarterly. The five sectoral
capital inflows are shown, the other independe %\!bles identified in existing literature

such as GDP, inflation, exchange rate, Un@ates lending rate, and global financial cycle.

into the characteristics of the variables to be used in

As well as sectoral performance g @Jced variable. The graphical presentation of

variable gives readers first handQ'z/

analysis. &\/
S
O
QQ
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The agricultural sectoral capital inflows sectoral capital inflows showed dramatic
improvement from the first quarter in 2010, an improvement was observed in 2011. A sharp
improvement in 2013 and 2014, a down trend was experienced in 2015-2016. In the periods
of 2017-2019, the capital inflows into the agricultural had surge. Within the quarters of 2020,

capital inflows into the sector reduce compared to its previous highs.
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Fig 2: Financial Sectoral Capital Inflows from %0 Quarterly data

Source: Author’s computation, 2022 ®
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The financial capital inflows showed a steady amount within the quarters of 2010-2014. It
reduced within the periods of 2015 to early quarters of 2017. From the mid -quarters of 2017
to 2018, there was a sharp rise, till the late quarters where capital inflows reduced. In 2019
capital inflows rose up to a record high. A reversal of flows was experienced a bit. In 2020,
capital inflows surged for almost as high as the last surge but a strong reversal followed

immediately.
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Capital inflows into the industrial sector show a varying pattern as a swing was experienced
in all quarters for the decade. In 2000, the sector began with large surge in capital inflows but
a sharp decline followed. Within the periods of 2011 and 2013, capital inflows were steady
but a surge occurred within the last quarters of 2012 and the early quarters of 2013. For the
late quarters of 2013, capital inflows into the sector reduced but a surge occurred within the
late quarters of 2013 and 2014.From the mid-quarters of 2014 a surge occurred a&@versal
followed in 2015. Capital inflows picked up in latter quarters of 2015 and g&’ollowed in
2016. A sharp decline followed but a surge was recorded in 2017. F(@e early periods of
2018, a reversal was experience but a surge occurred in 201 .*62020 showed a similar

trend in 2020 as a surge was recorded in the early perio@i&red by a reversal in the late
quarters. ®
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The capital inflows into the services sector shows a period of low and high. From the periods
of 2010 to 2012, capital inflows were steady until a surge occurred in the mid quarters of
2012. Capital inflows rose a bit higher in 203, reduce in the late quarters of 2013, surge again
experienced in lid quarters of 2013, followed by a strong reversal. In 2014, capital inflows
rose to a record high in the mid-quarters but a reversal occurred within the late quarters of

2014 and 2015. Within the quarters of 2015 to 2016, capital inflows were steady and a surge
was experienced in the late quarters of 2016 and a reversal followed. By the p@ 2017-
2018, capital inflows were swinging, that is high-lows were experience@‘u

by a surge

in the late quarters of 2018 and early 2019 and a strong reversal& . A sharp pick up
\

from the surge in 2020 was recorded. (\&
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Fig 5: Shares Sectoral Capital Inflows from 20@ Quarterly data

Source: Author’s computation, 2022 ®
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Capital inflows into the shares sector within the periods of 2010 and 2020 show a period lows
and highs. From 2010 to 2011, capital inflows to the sector showed a steady flow until a
surge in 2012 and little reversal was experienced but sharp surge with the late periods of 2012
to 2013. A reversal followed and a surge in 2014, then a sharp reversal from 2015 to 2016.
By 2017 to 2018, a surge in capital inflows was recorded, a reversal of inflows occurred in

the last quarter of 2018. In the first quarter of 2019, capital inflows surge and a decline was

experienced in the last quarter of 2019, which followed by a complete reversal@?
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The agricultural sectoral performance shows periods of high and lows. In 2010 a strong surge,
a reversal in the mid period, a surge again and a reduction in performance. In 2011, a sharp
surge occurred and a deduction followed. For 2012, a similar pattern like that of 2011
occurred, sharp surge occurred and a deduction followed. In 2013 sharp surge occurred and a
deduction followed. For all the periods from 2011 to 2020, a similar pattern was recorded as

sharp surge occurred and a reduction followed.
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The financial sectoral performance experienced strong highs and low and this evolved around
positive and negative economic indicators. In 2010 and 2011, the sector underperformed,
within the period of 2012, the sector performed well, then returned to a negative value. A
similar trend is observed from 203-2020 as the performance of the sector increases and

reduced within each year.
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The performance of the industrial sector from the period of 2010 to 2020 shows a
improvement and nonperformance year after year. In the graphical presentation, the increase
in performance usually occurs in the beginning of mid of each year while nonperformance
usually occurs toward the ending of each year. However, a strong negative nonperformance

occurred at the end period of 2020.
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The service sector from the periods of 200-2020 experienced positive and negative growth.
The positive impact was usually at the beginning of the period. And the negative performance
was usually after the third quarter towards the end of the year and a repeat occurs. The
positive performance of the sector was in the last quarter of 2012 and the mid third quarter of
2020. The lowest negative performance was in 200, while the highest negative performance

was in 2020.
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The shares performance shows a low-high and a high-low. The shares performance from
2010 was negative in the first two quarters but later positive in the last quarter. In 2011, the
performance dropped and became positive in it last quarter. In 2012, the performance was at
its highest. But the first and second quarter of 2013 shows drastic under performance of the
sector but it picked up in the last quarter of 2013.From 2014-2017, a steady improvement in
the sector is observed and little nonperformance is shown. However, the begin%gf 2018
started with a nonperformance in the sector and a similar trend is observ@gm 9 as well.

The year 2020 ended with positive performance. %
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The GDP from the periods of 2010 and 2020 showed increase in the past decade. From 2010
to 2020, the GDP increased and improved at the same intervals as well as fell, especially at
the third quarter and picked up from its previous low to be better in the next year. The
Nigerian government GDP has thus been improving. Only within 2016 and 2017 that the

GDP was almost similar, nevertheless, in 2019 and 2020 it improved significantly.
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The inflation rate from the periods of 2010 to 2020 was in a trend like manner. In 2010 the
inflation rate grew at two quarters, the first and third. While in 2011, the inflation rate was
lower compared to the previous year but still observed an increase. In 2012, inflation
increased to the third record high in this period followed by a decline in the latter quarters.
Inflation rose in the first quarter of 2013 but dropped to a low in the second quarter. In all the
quarters of 2014 inflation rate was within the same range. Inflation rose in 2015 and the
following year 2016, inflation reached its highest within the ten year peri \%‘rhe late
quarter of 2016, inflation reduced but picked up in 2017, as its second_hi point. From

2018 to 2019, inflation was within the same bracket but jumped in @

(-%\ \
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The exchange rate is the measurement of the Naira against the Dollar from 2010-2020 using
quarterly data. The exchange rate is usually higher, that is Naira’s value improves in ratio to
Dollar when the economy records more export as it translates to more foreign earnings and
lower when theeconomy records more importation. In the chart, where the point is highest,
means the Nairais weaker in ratio to the dollar, and better when its at the lowest point in the
chart. In the earlyquarters of 2010 and 2011, the exchange rate was unfavourable, that is to
get more dollars, one needed more naira. From the first quarter of 2012 to the \&Bﬂrter of
2014, the exchange rate was favourable as less naira was needed to get @% in 2015 an
increase occurred within the second and third quarter, and in the latter*part of 2015, the
exchange rate was most favourable. However, in 2016, the e Bége ra\te begun to rise to the
same peak as that of 2011, nevertheless, it retrogressed @Jumped to its highest in 2017.

In 208, it was still relatively high. The year %@d 020 saw drastic reduction in the
exchange rate. Q
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The chart above shows the financial openness level in Nigeria. From 2010, it was at its
second lowest point. It however improved in 2011, 2012 and a turning point was from the last
quarter of 2012 to the first quarter of 2013. It reduced again in 204 first quarter but rose back
in the second and third quarters of 2014. From the last quarter of 2014 to the 2015, financial
openness was low and it reached its lowest point in the early quarters of 2016 but grew a bit
within the third and fourth quarters. Financial openness improved from 2017 to 2018,
however, in the last quarter of 2018, it was low but picked up to a new hi V\he late
quarter of 2018 to the first two quarters of 2019. The third quarter of ZOI@ed low level

of financial openness but improved in 2020, however, the last @( 2020 recorded a
\

similar low point in financial openness. (\&
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The global financial cycle shows high volatility every year. In 2010 the financial cycle was at
its highest point, reduced in the first quarter of 2011 and grew a bit within the last and first
quarters of 2012. It further went lower to its third lowest point in the third quarter of 2012
and following year 2013 recorded the lowest point of the global financial cycle. It grew
steadily in 2014 and 2015 nut reduced in third quarter of 2015. The year 2016 recorded
growth in the global financial cycle. Through the periods of 2017, the global financial cycle
was within the same range. The year 2018 recorded growth in the global finan \\k‘b and a
leap was recorded from the latter period of 2018 to 2019. The third qua f@w a reduction

in the financial cycle as the last quarter of improved a bit. T&r 2020 saw an
X .
T

quarters and a decline

improvement in the global financial cycle within the second c@
in the last quarter. @
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Fig 16: United States Lending Rate fro -2020 Quarterly data

Source: Author’s computation, 2022 @
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The United States lending rate shows a steady flow from the year 2010 to 2014. The last
quarter of 2014 show growth in the lending rate as it continued in 2015. The year 2016 saw a
slight reduction in capital inflows but rose continuously from the third quarter of 2016 to its

record highest in 2018. A decline in the lending rate followed from the last quarter of 2018 to

2020. ®§\
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Table 4: Measure of Central Tendency, Dispersion and Distribution

AGRCI AGRP EXR FINCI FINP FOP GDP GFC INDCI INDP INFR SEVCI SEVP SHRCIT SHRP USDR
Mean 429 0.032 824 916.3 0.03 021 16342.57 17.99 2716 0.01 0.03 40429 0.01 1849.56 13.84 0.68
Median 235 0.022 79.9 555.4 0.01 0.18 16276.63 1633 2332 0.01 0. \ 367.24 0 1292.63 109.07 0.25
Maximum 2622 0.088528 1053 4990.2 0.14 0.52 19550.15 34.49 580.23 0.06 {& 1248.03 0.02 5675.81 1639.37 2.63
Minimum 0 0.00166 64.9 114.9 6.79E-07 0.05 12583.48 1031 92.47 1.89E- % 72.72 1.37E-07 0 -6923.98 0.05
Std. Dev. 553 0.028021 105 1091.8 0.04 0.13 1741.15 5.82 138 0.01 0.01 268.39 0.01 1557.05 1170.27 0.79
Skewness 2 0.7546 0.29 24 1.53 0.69 -0.15 1.19 0.73 s& 0.89 1.42 0.78 0.79 -4.69 1.32
Kurtosis 74 1.991614 2 8.3 4.86 2.59 24 371 244 «QB \ 3.89 5.03 2.96 2.57 29.18 3.29
Jarque-Bera | 65.7 6.039969 25 95.4 23.58 3.86 0.81 11.36 44 %\82.49 731 22.37 442 4.89 1417.9 12.87
Probability | 0 0.048802 03 0 0 0.15 0.67 0 % 0 0.03 0 0.11 0.09 0 0
Sum 1887.8 1.394657 3624.1 40315 12 9.39 719073 791.39 \%5 i3 045 1.27 17788.88 021 81380.61 -608.96 29.82
Sum Sq. 131340.9 0.033763 4736.6 51257537 0.05 0.7 1.30E+08 14 w% 818922.2 0.01 0.01 3097600 0 1.04E+08 58890068 27.14
]()):):‘ervations 44 44 44 44 44 44 44 R \ 44 44 44 44 44 44 44 44

Source: Author’s computation Eviews Output, 2021

NS
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4.1.2 Measure of Central Tendency, Dispersion and Distribution

In the table, all the variables have 44 observations. AGRCI has an average value of 23.5
between the periods of 2010 to 2020 with the minimum value of 0 out of a maximum value of
262.2. It also has a spread value of 55.3: This implies that the values of AGRCI are widely
spread. AGRP has an average value of 0.02 between the periods of 2010 to 2020 with the
minimum value of 0.0016 out of a maximum value of 0.088. It also has a spread value of

\?a\lue of

79.9 between the periods of 2010 to 2020 with the minimum value of 64 a maximum

0.028: This implies that the values of AGRP are widely spread. EXR has an a

value of 105.3. It also has a spread value of 10.5: This implies that s of EXR are not
so widely spread. FINCI has an average value of 555.4 betw I‘lOdS 0f' 2010 to 2020
with the minimum value of 114.9 out of a maximum Va% 90.2. It also has a spread
value of 1091.8: This implies that the values of F w1dely spread. FINP has an
average value of 0.01 between the periods o 77;0@0 2020 with the minimum value of -6.7
out of a maximum value of 0.14. It al pread value of 0.04: This implies that the
values of FINP are not widely sp&z/ has an average value of 0.18 between the periods
of 2010 to 2020 with the alue of 0.050ut of a maximum value of 0.52. It also has a
spread value of 0.13: @plies that the values of FOP are widely spread. GDP has an
average value 0@6.63 between the periods of 2010 to 2020 with the minimum value of
12583.43 0ut 0f a maximum value of 19550.15. It also has a spread value of 1741.15: This
implie%t the values of GDP are not so widely spread. GFC has an average value of 16.33
between the periods of 2010 to 2020 with the minimum value of 10.31 out of a maximum
value of 34.4 It also has a spread value of 5.82: This implies that the values of GFC are not so
widely spread. INDCI has an average value of 233.20 between the periods of 2010 to 2020
with the minimum value of 92.47 out of a maximum value of 580.23. It also has a spread

value of 138: This implies that the values of INDCI are widely spread. INDP has an average

value of 0.01 between the periods of 2010 to 2020 with the minimum value of 0.01 out of a
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maximum value of 0.06. It also has a spread value of 0.01: This implies that the values of
INDP are widely spread. INFR has an average value of 0.03 between the periods of 2010 to
2020 with the minimum value of 0.01 out of a maximum value of 0.06. It also has a spread
value of 0.01: This implies that the values of INFR are widely spread. SEVCI has an average
value of 367.24 between the periods of 2010 to 2020 with the minimum value of 72.72 out of
a maximum value of 1248.03. It also has a spread value of 268.39: This implies that the

values of SEVCI are widely spread. SEVP has an average value of 0 between t@ﬂs of

2010 to 2020 with the minimum value of 0.02 out of a maximum value of. @ﬁw so has a

spread value of 0.01: This implies that the values of SEVP are wide@ SHRCI has an
\

average value of 1292.63 between the periods of 2010 to 2020 e minimum value of 0
out of a maximum value of 5675.71. It also has a sprem@ 557.06: This implies that
the values of SHRCI are widely spread. SHRP has \»age value of 109.07 between the
periods of 2010 to 2020 with the minimum \x% *6923.98 out of a maximum value of

1639.37. It also has a spread value of 1 176.>\ is implies that the values of SHRP are

widely spread. USDR has an aversg@ 0f 0.25 between the periods of 2010 to 2020 with

the minimum value of 0.05 0 aximum value of 2.63. It also has a spread value of 0.79:

This implies that the VUSDR are widely spread.

o\
N}
$
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4.1.3 Correlation Coefficient

The correlation coefficient is prepared for each sector. This is done to prevent future
interference of the variables against one another. Owing to the nature of the thesis being on
sectoral analysis, it is appropriate that each sector has its own analysis.

AGRCI AGRP GDP INF FOP EXR USDR GFC
AGRCI 1
AGRP -0.126 1
GDP 0.4233 -0.0006 1
INF -0.0201 0.1198 0.0132 1 Q\
FOP 0.2853 -0.1198 -0.0222  -0.4488 1 ®
EXR 0.1161 0.1134 -0.209  0.2194 -0.1022 1 %
USDR 0.5213 0.0009 0.3613 0.087 0.1693  0.525 1
GFC 0.2862 0.0555 -0.1401  0.1094 -0.1344 62 '0.0728 1

Source: Author’s computation Eviews Output, 2022 & \
FINCI FINP GDP INF @EXR USDR GFC

FINCI 1 E(/
FINP 0.2219 1 \*
GDP 0.2016 -0.0464 1 %
INF -0.1984 0.0145 0.0132 %
FOP 0.6019 0.1898 -0.0222 &%)\%488 1
EXR -0.0507  -0.0862 -0.2 9\ 2195 -0.1022 1
USDR 0.2706 -0.0368 0.087 0.1693 0.5257 1
GFC 0.2969 -0.0366 %l 0.1095 -0.1344 0.1762 0.0728 1

Source: Author’s compum@%e{ws Output, 2022

INDC}(\ <H® GDP INF FOP EXR USDR GFC

INDCI

INDP . 1

GDP 02263 -0.3299 1

INF Q 0.0567 0.0132 1

FOP Q 0.2129 0.222 -0.0222  -0.4488 1

EXR 0.1473  -0.0042 -0.209  0.2195 -0.1022 1

USDR 0.1955 0.0419 0.3613 0.087 0.1693 0.5257 1

GFC 0.0423 0.0129 -0.1401  0.1095 -0.1344 0.1762 0.0728 1

Source: Author’s computation Eviews Output, 2022
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SEVCI SEVP GDP INF FOP EXR USDR GFC
SEVCI 1

SEVP 0.086247 1

GDP 0.433288 0.2502512 1

INF -0.1727  -0.210601 0.0132 1

FOP 0.366474 0.0132712 -0.0222  -0.4488 1

EXR -0.16325 -0.138028 -0.209  0.2195 -0.1022 1

USDR 0.173517  -0.033552 0.3613 0.087 0.1693 0.5257 1

GFC 0.016832  -0.092455 -0.1401  0.1095 -0.1344 0.1762 0.0728 1

Source: Author’s computation Eviews Output, 2022

SHRCI  SHRP GDP INF  FOP  EXR %C
SHRCI 1 Q}
SHRP -0.23049 | \
GDP -0.09477  0.1256802 1 %
INF 2043919 -0.026742  0.0132 1 ,\ \
FOP 0.806367 -0.270297  -0.0222 -0.4488 \
EXR -0.1068 00031816  -0209 02195 -0 (2‘) 1
USDR  0.061026 0.0335921 03613  0.087 0.5257 1
GFC -0.40166 0.1436973  -0.1401  0.10 %1 44 0.1762 0.0728 1

Source: Author’s computation Eviews Ouj@
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4.2 Pre-Estimation Tests

4.2.1 Summary of Unit Root Test

Variables At Levels At First Order of
Difference Integration
ADF Test Test Critical ADF Test Test Critical
Statistics Values Statistics Values

AGRCI -3.101 -2.931 W)
FINCI -2.502 -2.948 -3.28 -2.94 (& I(1)
INDCI -6.904 -3.592 %Q') 1(0)
SEVCI -5.366 -3.592 &\ \ 1(0)
SHRCI -2.003 -2.931 -5.481 @ -3.6 I(1)
AGRP -15.534 :3.601 * 10)
FINP -1.979 -2.937 @ 3.6 I(1)
INDP -1.894 -2. 937 10 998 -3.61 I(1)
SEVP -1.156 -2.9 9 -34.254 -3.6 I(1)
SHRP -6.291 1(0)
GDP -1.958 \%’939 -1.809 -2.938 NA
INF 1. 98@ 22,938 2337 -1.95 1(1)
EXR -2.937 -2.491 -1.949 I(1)
FOP @33 -2.931 -5.332 -4.205 I(1)
GFCQ( -3.213 -2.931 -6.735 -3.6 I(1)
USDR 0.287 -2.61 -4.198 -3.615 I(1)

Note: Level of significance is at 1% and 5%
Source: Author’s computation, 2022
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4.2.1 Co-integration Test

The co-integration test is carried out to check the long-run relationship among the variables
for each of the sectoral analysis. The combination of the variables are 1(0) and I(1). The
popular Anger-Granger approach to co-integration is used, thus all variable are I(1) variables.
The ordinary least squares is used to estimate, then the residuals is generated, the unit root is

tested if the results are stationary at levels, then the variables are long-run model.

All the variables are stationary at 5% significance at first difference @%\\the GDP.

However, the variable was not further differenced, that is it remau@%renced at first
difference but not significant at the popularly acceptable 5% lev@e rtheless, since it is an

important variable that affects capital inflows it remains if(%i' the analysis.
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Table S: Summary of Co-integration Tests and ECM of Capital Inflows for the Sectors

ECM Results ADF Tests
Variables Coefficient t-Statistic * * \V\***
,Q

AGRCI -1.047474 -6.424569 -2.619851 -%@ -1.612036

FINCI -4.548311 -4.548311 -3. 592462 \ 931404 -2.603944
-3.59 %) -2.931404 -2.603944

INDCI -1.217316 -8.513275

SEVCI -1.128331 -7.257859 @92462 -2.931404 -2.603944

SHRCI -0.637568 43 7@ -3.592462 -2.931404 -2.603944

Note: Level of significance is den%@ ** and *** at 1%, 5% and 10%

Source: Author’s computatio @
S
O
QQ
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4.3 Effect of Sectoral Performance on Capital Inflows to the Sectors in Nigeria

To analyse the effect of effect of sectoral performance on capital inflows to the sectors in
Nigeria, a simultaneous equation is carried upon the created model identified in the previous
chapter on the different sectors. A Three-stage least-squares regression is carried out on the
models. The three-stage least-squares regression has been identified in empirical literature as
more efficient compared to the two-stage least-squares regression or the ordinary least-
squares regression. Nevertheless, the study employs the both, below is the presem&,of the

simultaneous equations using the Three-stage least-squares while the Two-gtag€ I¢ast-squares

is presented in the appendix. ®
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Table 6: Summary of Simultaneous Equation of the Various Sectors

Equation Obs Parms RMSE "R-sq" chi2 P
AgrP 44 5 0.1726232 0.0385 4.22 0.5181
AgrCl 44 7 38.25953  0.5096 49.06 0
FinP 44 5 0.1591794 0.0725 5.85 0.3207

FinCI 44 7 686.6115  0.5953 68.32 0@
IndP 44 5 0.09011 0.1989 17.15 @0042

IndCI 44 7 120.8794  0.2149 ﬁ N\ 0.0105

SevP 44 5 0.064106 0.1 @/6.18 0.2887
SevCl 44 7 213.471 % 24.33 0.001
ShrP 44 5 108@ 0.1166 5.91 0.3146

ShrCI 44 7 684  0.7579 137.95 0

\ 4
Source: Author’s com 2022

O
$
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4.3.1 Discussion of Findings

Results for the simultaneous equation of models were quite interesting for the different
sectors. The simultaneous equation of models carried out analyzed the peculiar effect of
sectoral performance on sectoral capital inflows. The other exogenous and endogenous
variables revealed certain results of each variable (endogenous and exogenous) on the
dependent variables. Nevertheless, discussion is limited to the effect of sectoralperformance

on sectoral capital inflows. In the following paragraphs, the different sectors{k&ulated

results is discussed. é(/

Result for the sectoral agricultural performance and the agricultura&%l capital inflows,
which are the dependent variables of different models with otﬁg%%og;nous and exogenous
variables results for the first model, are shown that f rease in agricultural sectoral
capital inflows, there is a 0.09% reduction in t Itural sectoral performance. This
could be as a result of the agricultural sec %y regulated, thus, capital injection and
output cannot be really quantified but ng\gt mated. However, in the second model, results

are that if there is a 1% changg i cultural sectoral performance, agricultural capital
inflows is reduced by 639 Q’R\%ond results are in line with the author’s assumption that

sectoral performance @

performance af@gcrwces sectoral capital inflows negatively, owing tothe fact that food

apital inflows for the sector, but in this case, services sectoral

prices are@le and investors want to put their capital in sectors that makes profit by

their a%ls.

Result for the financial sectoral performance and the financial sectoral capital inflows, which
are the dependent variables of different models with other endogenous and exogenous
variables results for the first model, are shown that for 1% increase in financial sectoral
capital inflows, there is a 0.04% increase in the financial sectoral performance. The results

here are acceptable since capital theoretically flows into countries with good financial
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institutions. However, in the second model, results are that if there is a 1% change in
financial sectoral performance, financial capital inflows increases by 133.8%. This results are
acceptable especially when the coefficients of United States lending rates and global financial

cycle which have been noted in literature as affecting capital inflows.

In the analysis for industrial sectoral performance and the industrial sectoral capital inflows,
which are the dependent variables of different models with other endogenous and exogenous
variables results for the first model, are shown that for 1% increase in in @ctoral
capital inflows, there is a 0.02% decrease in the industrial sectoral perfc%:&owever, for

a 1% increase in industrial sectoral performance, there is a 44.8% % i0n in sectoral capital

t1
/\ \

inflows. (_§

<

For the sectoral services performance and the servic \}\i% capital inflows, which are the
dependent variables of different models with, othet, endogenous and exogenous variables
results for the first model are shown thatQJ 1hcrease in services sectoral capital inflows,
there is a 0.02% reduction in the se %@ectoral performance. The first model’s result could
be simply being as a result &&/e%s\ize of the services sector that large inflows could
destabilize the market. %e , in the second model, results are that if there is a 1% change
in services sector: formance, services capital inflows reduces by 28.6%. The second
results are 1 %vith the author’s assumption that sectoral performance affects capital
inflow sector, but in this case, services sectoral performance affects services sectoral

capital inflows negatively.

For the sectoral shares performance and the sectoral capital inflows, which are the dependent
variables of different models with other endogenous and exogenous variables results for the
first model are shown that for 1% increase in shares sectoral capital inflows, there is a 6%

reduction in the shares sectoral performance. The first model’s result could be simply
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interpreted by the law of variables proportion; that once there is increase in the variable factor
(such as capital and labour; in this case mostly capital) of production output increases but
diminishing returns sets in as a result of continuous addition of variable factor. However, in
the second model, results are that if there is a 1%increase in shares sectoral performance,
shares capital inflows increases by 18%. The second results are in line with the author’s

assumption that sectoral performance affects capital inflows for the sector.

117



4.3.2 Analysis

Table 7: Summary of the Different Variables Effect on the Various Sectors

Agricultural Financial Industrial Service

Shares Sector
Sector Sector Sector Sector

Variables

GDP 0.040333 0.247031 -0.009211 0.058202 @\
Infr 2471.023 -8652.98 1589.22 -7458.238 \b7338.138

Fop 99.5162 3819.452 603.5998 \&% \ 10278.93
Exr -4.835524 25.16185 8.827887 @05013 -16.69684

USDr -114.3478 -723.5187 3@ 191.9756 556.7038
SP 458.0666 -4340.1 lﬁx 0025.51 62019.55 -0.067512
GFC -9.383061 . &J -2.0499 15.12279 -36.33427

N

Note: Coefficient of eac Ab‘b on the sectors are presented

Source: Author’s c;((&aj ,2022.
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4.4 Effect of Pull and Push Factor Determining Capital Inflows Across Sectors in
Nigeria

In the analysis for the second objective which is to evaluate the effect of pull and push factor
determining capital inflows across sectors in Nigeria the identified endogenous variables in
existing literature is consistent to affect capital inflows in this analysis. More so, the newly
introduced variable sectoral performance, equally affects capital inflows. Using the ARDL

model to test for long and short run relationship among the variables, results sho that there

is a long run relationship and short run relationship thus the model is sultab ecastlng
capital inflows into sectors. Nevertheless, for the different sectora S, the results
validate existing theories as well as show newer facts especially, t{le individual sectors

are considered. The results of the different sectoral cap@ws in fulfillment of the

second objective for this thesis is summarized. \*

For the effect of pull and push factor determi%%ital inflows in the agricultural sector in
Nigeria, the ARDL results show that th ’\eﬂdant variable agricultural capital inflows is
affected by GDP to the extent that@e is a 1% increase in GDP, sectoral capital inflow
into the agricultural sector { as¢s by 4%. Result of the sectoral performance of the
agricultural sector shov@ for‘ 1% increase in agricultural sectoral performance, there is
458% increase inlﬁql inflows into the agricultural sector. For 1% increase in inflation,
capital inflo ases by 2471%. A 1% increase in financial openness translates to a
99.5%¢i e in capital inflows to the agricultural sector. A 1% increase in exchange rate
results to a 4% reduction of capital inflows into the agricultural sector. For a 1% increase in
United States lending rate, sectoral capital inflows for agriculture reduces by 114%. A 1%

increase in global financial cycle reduces agricultural capital inflows by 9%.
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In the analysis for the effect of pull and push factor determining capital inflows in the
Financial sector in Nigeria, the ARDL results show that the dependant variable financial
capital inflows is affected by GDP to the extent that if there is a 1% increase in GDP, sectoral
capital inflow into the agricultural sector increases by 24%. Result of the sectoral
performance of the financial sector shows that for 1% increase in financial sectoral
performance, there is 4340% reduction in capital inflows into the financial sector. For 1%
increase in inflation, capital inflows reduces by 8652%. A 1% increase in fina %nness
translates to a 3819% increase in capital inflows to the financial secto .@@mcrease in
exchange rate results to a 25% reduction of capital inflows into th&%sector. For a 1%

: : : : o \
increase in United States lending rate, sectoral capital 1nﬂows@§qanmal sector reduces by

723%. A 1% increase in global financial cycle increase&@? capital inflows by 68%.

For the effect of pull and push factor determini ital inflows in the industrial sector in
Nigeria, the ARDL results show that th ﬁ%sdant variable industrial capital inflows is
affected by GDP to the extent that i rgﬂ'da 1% increase in GDP, sectoral capital inflow
into the industrial sector reduces @, Result of the sectoral performance of the industrial
sector shows that for 1% i@s\eqn industrial sectoral performance, there is a 10% reduction
in capital inflows in@ndustrial sector. For 1% increase in inflation, capital inflows
reduces by 159 xé) increase in financial openness translates to a 60% increase in capital
N

inflows t@

capital ows into the industrial sector. For a 1% increasein United States lending rate,

ustrial sector. A 1% increase in exchange rate results to a 9% increase of

sectoral capital inflows for industrial sector increases by 38%. A 1% increase in global

financial cycle reduces industrial capital inflows by 2%.

For the effect of pull and push factor determining capital inflows in the services sector in

Nigeria, the ARDL results show that the dependant variable services capital inflows is
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affected by GDP to the extent that if there is a 1% increase in GDP, sectoral capital inflow
into the services industrial sector increases by 5%. Result of the sectoral performanceof the
services sector shows that for 1% increase in services sectoral performance, theresa
62019% reduction in capital inflows into the services sector. For 1% increase in inflation,
capital inflows reduces by 7498%. A 1% increase in financial openness translates to a 56%
decrease in capital inflows to the services sector. A 1% increase in exchange &\ Itsto a
16% increase of capital inflows into the services sector. For a 1% in n)United States

%% A 1% increase

lending rate, sectoral capital inflows for services sector 1ncreas

in global financial cycle increases services capital inflows b %

For the effect of pull and push factor determinin mﬂows in the shares sector in
Nigeria, the ARDL results show that the depen ant variable shares capital inflows is affected

by GDP to the extent that if there is a 1 xease in GDP, sectoral capital inflow into the

shares industrial sector increases Result of the sectoral performance of the share
sector shows that for 1% i 1nc € hares sectoral performance, there is a 6% reduction in
capital inflows into the SS ctor For 1% increase in inflation, capital inflows reduces

by 73.38%. A I%Qg:me in financial openness translates to a 10.2% increase in capital
inflows to the sector. A 1% increase in exchange rate results to a 16% reduction of
capit s into the shares sector. For a 1% increase inUnited States lending rate, sectoral
capltaﬁows for shares sector increases by 55.6%. A 1% increase in global financial cycle

reduces shares capital inflows by 36%.

121



Chapter Five

Conclusion

The research aimed to answer how sectoral performance led to capital inflows to the sectors in
Nigeria and explain the extent to which pull and push factors determine capital inflows across
sectors in Nigeria. For the thesis, the main objective piloted the study as it ana@ pattern
and determinants of capital inflows, whilst the specific objective brou@epth analysis
towards the pattern of capital inflows across sectors in Nigeria, 1t al 1ded explanations as
to how sectoral performance leads to capital inflows to the dlt}gg ectors and examined the
pull and push factors that determine capital inflow acr &% s in Nigeria. The methodology

adopted was based on the conceptual frameworlw@.\pon identified variables in existing

§

5.1 Summary of Findings Q

literature that affects capital inflows.

For answers to the objective&?\%%esearch, the efforts for the study were fruitful. The first
objective was achieved @dyms for the pattern of capital inflows across sectors in Nigeria
suggests that C&plt&x"s are sensitive to sectoral performance. An increase in the sectoral
performance “A” may attract more capital inflows while a reversal may be the case for
sector ‘%%r things being equal. Therefore, the null hypothesis piloting the study is rejected,

as there is a relationship between sectoral performance and capital inflows.

As regards the second objective, sectoral performance is an under-researched variable that is a
key determinant of capital inflows as the analysis of this study proves. Explanations for the
second objective of the study based on the analysis of the result suggest that as the sectoral

performance increases or decreases, the capital inflows follows suit. This is only natural as
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ventures that are observed to gain more profits for investors usually attract investments.

However, some sectors’ results showed a reversed result, for as the sectoral performance
increased, the sector began to repel capital inflows. This result could be a result of many factors
such as government policy, and other critical economic variables such as inflation. The third

objective was presented in a bulk part of chapter four, where pull and push factors identified in

the existing literature, as well as the sectoral performance introduced by t@mr, were

analyzed. \é)(,

Capital inflows do not just move into an economy, specifically %/ target a sector of that
\
show

economy to yield returns for the investors. In the stud (%&M
S

that the sectoral
performance is a true catalyst for capital inflows to the wever, the results vary among

NN

the sectors especially when putting the other indepe conomic variables into consideration.
For some of the sectors such as the financia @Qares sector, results conformed to the author’s
assumption that the sectoral performa ig@.maj or catalyst for the sectoral capital inflows. For
these sectors, it could be as a resu@hr activities being entirely dependent on the inflows and
outflows of money. While gnjthe €maining three sectors, agricultural, industrial, and services
sectors, the sectoral @ance affects them negatively, as an increase in these sectors’
performances rec@ectoral capital inflows, this could be owing to the fact that the remaining
sectors de%ﬁe overwhelming presence of human capital whose activities can be sometimes
unexpec uch as strike actions, change in taste and migration that could significantly affect

the sectoral capital inflows.

For the results of push and pull factors that affect capital inflows, all the identified variables used
in the study are sectoral performance, GDP, exchange rate, inflation rate, financial openness,

United States lending rate, and global financial cycle. All the variables results are critical for
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capital inflows but inflation negatively affects all sectors as it reduced the capital inflows.
Nevertheless, all the variables hold to their reputation as the determinant of capital inflows, thus
for the sector-specific variables, all the determinant of capital inflows affects each of the sectors

differently.

The results of the analysis carried out for the agricultural sector revealed that the different

variables affected capital inflows with varying impacts. The agricultural sec @mance

had a positive impact on capital inflows into the sector. The GDP had ‘\% ect on capital
in

inflows to the sector. Interestingly, inflation had a high impact on ¢ i%ﬂows to the sector;

a

\
this could be as a result of investors’ confidence in the persiste@\SQ e in food prices. More so,
financial openness had a significant impact on capital in y for economic openness allows
investors to critically evaluate an economy and thi s investors’ confidence and attracts
capital inflows. The exchange rate also had&gs\itive impact on capital inflows, but the level

lending rate has been identified i erature as affecting capital inflows, it holds for the

was low compared to financial opennes; &g)\ﬂation rate. As an increase in the United States
t

agricultural sector as the inc igthe United States lending rates significantly increases capital

inflows into the sector@ o, the global financial cycle affects significantly capital inflows

into the agricultu@gsgor.

Analysis fi nancial sector revealed that the different variables affected capital inflows with
varying impacts. Surprisingly, the financial sector’s performance hurt capital inflows into the
sector- the negative impact cannot be explained as improvement in the sectoral performance is
supposed to attract capital inflows but results suggest differently, however, the author has an
assumption that if the financial sector's performance of an emerging economy such as Nigeria

increases, it may deter foreign investors from directing capital inflows into such economy as a
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result of fear of the possibility of low marginal output owing to exponential growth experienced

previously. The GDP has a positive effect on capital inflows to the sector. Interestingly, inflation

had a highly negative impact on capital inflows to the sector. More so, financial openness had a
significant positive impact on capital inflows, for economic openness allows investors to
critically evaluate an economy and this boosts investors’ confidence and attracts capital inflows.
The exchange rate also had a positive impact on capital inflows. As an increa \i United
States lending rate has been identified in the literature as affecting capital inflows, it"holds for the
financial sector as the increase in the United States lending rates h%&r, reduces capital

inflows into the sector. More so, the global financial cycle af@li}lcantly capital inflows

N

The results of the analysis carried out for the industr or revealed that the different variables

into the financial sector.

affected capital inflows with varying impac .gq)risingly, the industrial sector’s performance
N\
had a very significant negative impact tggaepital inflows into the sector- the negative impact
could be a result of investors’ se@ as they may evaluate that the current increase in the
sectors’ performance may @i e to handle more capital inflows. The GDP has a negative
effect on capital inﬂo@he sector. Interestingly, inflation had a high impact on capital
inflows to the se@ﬁs could be as a result of investors’ confidence in the persistent change in
the price @ ore so, financial openness had a significant impact on capital inflows, for
econom%enness allows investors to critically evaluate an economy and this boosts investors’
confidence and attracts capital inflows. The exchange rate also had a positive impact on capital
inflows, but the level was low compared to industrial openness, and inflation rate. As an increase
in United States lending rate has been identified in the literature as affecting capital inflows, it

holds for the industrial sector as the increase in the United States lending rates significantly

increases capital inflows into the sector- capital inflows as a result of an increase in the United
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States lending rates seems to prefer industrial sectors. More so, the global financial cycle affects

negatively capital inflows into the industrial sector.

The results of the analysis carried out for the services sector revealed that the different variables
affected capital inflows with varying impacts. Surprisingly, the services sector’s performance
had a very high significant impact on capital inflows into the sector- the positive impact as

sectoral performance attracts capital inflows: a current trend in the country j X crease of

delivery, and transport service providers, operated by domestic and internati rms. The GDP
had a positive effect on capital inflows to the sector. Interestingly, i tioé%d a highly negative
impact on capital inflows to the sector; this could be as a res %1 xpected changes in prices
of spare parts used for machines, among other conditi% e so, financial openness had a
negative impact on capital inflows. The exchange % so had a positive impact on capital
inflows; this was anticipated as foreign invé@\are able to buy more machines that in turn
increases capital inflows into the eco QA) an increase in the United States lending ratehas
been identified in literature as af% apital inflows, it holds for the services sector as the

increase in the United Stat@@ rates significantly increases capital inflows into the sector.

More so, the global ﬁn@ycle affects significantly capital inflows into the services sector.

The results of t lysis carried out for the shares sector revealed that the different variables
affected inflows with varying impacts. Surprisingly, the shares sectoral performance hurt
capital inflows into the sector- the negative impact cannot be explained as improvement in the
sectoral performance is supposed to attract capital inflows but results suggest differently. The
GDP had little effect on capital inflows to the sector. Interestingly, inflation had a high impact on
capital inflows to the sector; this could be as a result of investors’ confidence in the persistent

change in food prices. More so, financial openness had a high significant impact on capital
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inflows, for economic openness allows investors to critically evaluate an economy and this
boosts investors’ confidence and attracts capital inflows. The exchange rate also had a negative
impact on capital inflows. As an increase in the United States lending rate has been identified in
literature as affecting capital inflows, it holds for the shares sector as the increase in the United

States lending rates significantly increases capital inflows into the sector. More so, the global

gg
5.2 Conclusion @

The existing body of literature considers only a few endogenou& éxogenous variables as

affecting capital inflows. There was limited literature in df@%on to this study as many of

financial cycle has a negative impact on capital inflows into the shares sector.

the sectors investigated by existing literature as fixat type of capital inflow, while this
study used net capital inflows. During analysis, @ iables identified in existing literature as
», Nonetheless, the credibility of GDP as a

affecting capital inflows turned out po(%\

determinant of capital inflows may, @e valid as the variable has no unit root, therefore
depending on this variable as k@r\minant may have resulted in a spurious regression. The
gap filled by this study %;ﬂy to test the viability of the identified variables that affect
capital inflows, thisstu so shed light that capital inflows do not just flow into an economy as
existing literatu % it, but go into the different sectors that make up the economy. More so, it
added a ariable, that is the sectoral performance, which analysis has shown is a key
determi& of capital inflows. With the empirical results, it is now a fact that a sector’s
performance affects the sectoral capital inflows, however, the sectors have various responses to

capital inflows as a result of the sectoral performance.
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5.3 Recommendations

The push factors are uncontrollable, however, policymakers, industrialists, and businesses have
to increase efforts in the pull factors with the use of cutting edge technology, reduce waste to
increase the sectoral performance of any sector they wish to attract more capital inflows. More so,
inflation has to be regulated within a benchmark that keeps capital inflows steady. Stabilization

of the exchange rates needs to be facilitated to encourage capital inflows wher{% iable is a

critical factor. %\%

A replication of the model is highly recommended as it allows poﬁ@{kﬁrs to critically analyze
the different sectors to know which variable can be correc @\rease the chances of capital
inflows into a choice sector. In the long run, the gove {Sﬁn develop an economic plan that
aims to sectorize the economy to help improve c?p@ inflows to the sectors: sectorize in this
sense means the application of the peckin ®

certain sectors of the economy one a%he other until the first sector and its sub-sectors are

eory,in this case by government; to focus on

fully sufficient and sustainable, GK&/(@ ve to the next to the last for total development.

R

In addition, as capital i @?\towards the financial sector are highly impacted by the sectoral

performance, the rnifent can engage directly into the sector and improve it even more, as
capital inflow o flow into the economy, thus with monetary policies, the government can
borrow e financial sector to invest into the other sectors. More so, the government should

consider commercialization of all her enterprises, by doing so, there will be a significant increase
in performance of the individual sectors these commercialized enterprises operates in and

empirical findings suggests that sectoral performance increases sectoral capital inflows.
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5.4 Contribution to Knowledge

The trend of research has focused on pull and push factors that affect capital inflows, these
determinants of capital inflows are notably the GDP, financial and trade openness, exchange rate,
inflation, global financial cycle, and the United States lending rates. Policymakers have always

faced the problem of how capital inflows can be attracted and are more likely concerned about

endogenous factors (the variable they can control) and a little bit less co \e&aabout the
exogenous variables (variables they have no control over). This study § at endogenous

factors are critical when it comes to the determinants of capital i@, and reveals the pattern

\
of capital inflows to be sectoral. @

This study lends support to the pull factors as major d %vnts of capital inflows. Empirical
results shows that the endogenous variables are sign in attracting sectoral capital inflows
as they determine the level of investment in@evertheless, the efficacy and opportunity that
the push factors create in directing@1 inflows into the domestic economy is highly
significant. More so, the domesti my tends to attract more capital inflows when the two
determinants - push and p \Ac‘mrs are in synergy but benefits and opportunities they bring

depends on govemmen< p@es that will either attract or repel capital inflows to the sectors..

In this study, ern suggests that any sector with relatively high performance gets more
capital | compared with sectors with lower performance. This study is novel as it brings to
light that sectoral performance is a critical factor that affects capital inflows in the Nigerian
economy. Nevertheless, there is a need for more analysis to be done to truly establish the sectoral

performance as a key determinant for capital inflows.
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5.5 Area of Further Research

The results show that sectoral performance is a major determinant of capital inflows in Nigeria.
Nevertheless, more research needs to be done for different types of economies that are advanced,
developing, and emerging countries to get comparative results on how the sectoral performance
affects sectoral capital inflows. More so, a panel study should be carried out on countries within
the same economic bloc as results may be insightful and will generate a new str'%\&?earch.ln
addition, this study’s conceptual framework, regional factor, that is spi accounted to
affect capital inflows but was not included in the analysis as there wa$§ no ftamework (during the
period of study) to put into data accurately spillover effect for Qc})%ﬂic ?)locs, thus, researchers
should look into the possibility of generating a framework %lculating spill over and with the
same model (or a modified one) re-analyze to ha@obust results. In addition, this study
used net capital inflows, thus, newer studies s}& use a particular type of capital inflow such as

FPI, FDI, etc, and analyze the impact o h@oral performance on the different sectors- results

may be very controversial. V\
Q@&
S
O
QQ
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Appendices

Table 1: Average capital inflow from 1978-2017 for some selected African countries

Period Capital Inflows
Ghana Benin Rep. Cameroon Egypt South Africa  Nigeria

$000,000  $000,000 $000,000 $000,000 $000,000 $000,000
1978-1987 316149238 15176330 70373530 38172500 351865425 474950570
1988-1997 311474357 16039352 64837348 47308750 424869142 537275898
1998-2007 313811798 15607841 67605439 42740625 388367283 506113234
2008-2017 313811798 15607841 67605439 42740625 388367283 5%&34

Source: Author’s computation from data of WDI, 2021 and CBN, 2020 ®
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Simultaneous Equations

Two-stage last-squares - regression

Equation Obs Parms RMSE ~ "R-sq" F-Stat

AglP 4 § 1847048 0.0493 0.39 08514

AgCl 4 1 4197200 05171 551 00000
Coef. St . t P (9% Cont. Inferv

A

AgCl - 0005746 0006227 092 0.359 - 0018154 0006662
Gdp 0000104 0000191 0.55 0.586 - 0000276 \\ N\ 000045
Inf 1228706 2908612 042 0.674 -4.5668&} 10441
Fop - 025486 2647162 010 0.924 J 019735

Exr 0023208 0029214 0.79 0429 %}0 081418
_cons -3404958 4560145 475 0458 \ 125 68133
AN
\N)
Ag(l
AgP -36.25598 36.5699 -0.99\& 0.325 -109.1231 36114

Gdp 0117128 0047649 46 0.016 0022185 nuon
Inf 2927238 662.0166 44 0.660 -1026.373 1611821

Fop 130.6828 60.37 7% 16 0.034 103795 2309862
Exr 0066262 : 4&(, 0.01 0.994 -1.75603 1769283
USDr 2123378 @y 171 0.001 347978 59474
GEC 338 Ql. 309 297 0.004 1113483 569371
_cons Q)m 1342333 -193 0.057 -527.1604 1771064

4
Endogenous vriables:

Exogenous varibles: AP Agr $Dr GFC

; .
Source.%r or’s computation (Stata output), 2022
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Two-stage last-squares regression

Equation Obs Parms RMSE  "R-sq" F-Stat P
FinP 4 § 170373 0.084 0.68 06384
FinCl 4 1 1530517 0.6015 1.76 00000

Coef. Std. B t Pl (9% Conf Infervl] (&/l;
N
FinP %
FinCl 0000295 0000312 0.95 0.347 - 0000326 %

000916

Gdp - 0000104 0000159 .66 0.514 -0000421 \ i
Inf 2005168 2683611 0.75 0.457 3342044 (% 13538
Fop 1562898 2853493 0.5 0.586 -4128 % T48608
Exr - 00185 0026036 071 0.480 Dﬁ%&/ 033378

_cons 209573 3818009 0.5 0.585 9103279

\

FinCl
FinP SIS T09.0526 115 Q}( 59757 e
Gp 157009 0854377 184 &\/ 00 -3 9
Inf B4 1968 - 04 196099 08092
Fop $1537 107154 000 34 mi
Exr 3847466 15.8043% 0808 35389 168%
USDr HU3 2 .9?7\, .
2T
986

37 0.709 -359.2992 MR
GFC 78.99207 387 0.000 38.2695 19,7147
_cons 411545 -7 0.090 -§895.302 6643851

P
o~
Endogenous variables:
Exogenous variables:  FinP FinCl Gd I[@p‘h\ GFC
%“

Sour &thor 's computation (Stata output), 2022
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Two-stage least-squares regression

Equation Obs Parms RMSE  "R-sq" F-Stat P
IndP U § 0055037 02228 218 0.0655
IndCI H 1 315722 0239 162 0.1444

1%\3
Coef.  Std.Fr f Py [95% Conf %9
IndP \ %

IndCl 0039 0001173 119 038 0007 N0
Gdp 000167 9.07e-06 184 00 o0 1 37ed
Inf 2065868 1513021 14 0 % 5260628
Fop A9 I3 25 0034 s S804
By 05130014939 034 073 \ 7 02434
cons 21904 2146971 103 0 8108 9157
\
NI
IndCl o\
IndP 1196 265979 9 \ 0355 4634687 29545
7

Gdp 0290488 0164292 1 0.081 -0036871 Do1784¢
Inf 133063 2111561 0273 -1876.748 638,008
Fop 75239 1921025 <<, 32 0.023 03.51584 813318
Ext 4011731 2.8 45\, 141 0.162 -Lo4391 9,663033
USDr 319348 N 0480 0428 117102 47.84004
GFC 1146 0.60 0550 4909149 9261531
_cons 7143 -1.61 0111 1596499 1678192

L
W\
1 USDr GFC

Endogenous variables:
Exogenous variables: [ndP IndCl w
V)

¥

Source: ;uthor 's computation (Stata output), 2022

146



Tho-stage laskquares regression

Equation Qbs Parms RMSE  "R-sq" F-Stat f
SevP 4 § 068923 0.1191 1.03 04076
SevCl 4 1 857915 03538 282 00117 ‘
&
Gl Wk t B[ G %\ el
\
SevP \&\\
SevCl -0000127 0000479 227 0.791 -0 0000827
Gdp 0000103 6.97¢-06 150 0.137 % 0000243
Inf -1.5342839 1081188 18 \%ﬁ 614757
Fop - 0425103 0992898 08 2403493 155326
Exr -0002927 0010524 028 . -0023897 0018043
_cons -0873387 1538212 -Ok\ ) -3038341 2191567
(‘ N
SevCl \
SevP -146.338 5574571 Q-O.Zé 0.794 -1257.097 9644206
Gdp 0780743 0 IV\ 283 0.006 0031358 1330129
Inf 3208919 3803.21 -0.08 0933 7898 964 75718
Fop §56.5756 94 25 0.014 180302 1532921
Bxr .111% 4940234 0.02 0982 9732497 9954763
USDr <EO.94 69.80122 044 0.659 -170.0269 108.137
GFC % 6.400453 1.06 0.294 -5.993048 1931331
oons 15493 756.0461 15 0.131 -2661.378 3515318
= [\

\
Endogenous varibls \
Evogenous vrighlésn,, Gy Inf Fop Exr USDr GFC

v

Source: Author’s computation (Stata output), 2022
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Two-stage least-squares regression

Equation Obs Parms RMSE  "R-sq" F-Stat I
ShrP H § 1169.766  0.1170 101 04195
ShrCl H 1 70168 07581 16.11 0.0000

ShiCl -0375373 1977048 019 0.850 -4314707

3563982

Coef. §i. b t P 135% Conf. %(/
ShiP * %

Gdp 0833565 1059899 0.79 0434 -1278309 (% 2045459
Inf 091251 18521.46 -L13 (.263 S 7% 15992.29
Fop -1863.28 2408.507 -L19 0238 -T2 1935.775
Exr 3944869 17.86498 0.2 0.826 -3 39.54162
_oons 4170819 2555.856 .16 \0&@799.735 467557
ShCl \\)
ShrP 036542 174121 \ 0.757 -1974067 2704906
Gdp - 1107463 0951813 (K) 0248 - 3003993 0789064
Inf 052727 13416.64 Q 0435 3706031 1620597
Fop 8938.645 1263. y\ 109 0000 6440.64 11476.65
By 1976104 g(, (L T35 359078
USDr 6011294 % 0981 463081 1983508
GEC $5.26 2 0000 1309348 3058916
cons (H 2664 835 0204 189232 §727.28
Endogenous variables:

Exogenous variables: SheP SheCl & 1 GFC
\‘

Source: or’s computation (Stata output), 2022
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Three-stage least-squares regression

Equation Obs Parms RMSE "R-sq" chi2 P
AgrP 44 5 1726232 0.0385 4.22 0.5181
AgrCI 44 7 38.25953 0.5096 49.06 0.0000
Coef. Std. Err. z P>z [95% Conf. Interval]
AgrP
AgrCI -.000984 .0005753 -1.71 0.087 -.0021116 .0001437
Gdp .0000167 .0000177 0.94 0.347 -.0000181 .0000514
Inf 1.396169 2.702911 0.52 0.605 -3.90144 6.693777
Fop .0376795 .2458165 0.15 0.878 -.4441121 519471
Exr .0028267 .0027138 1.04 0.298 -.0024923 .0081456
_cons -.4846679 42321 -1.15 0.252 -1.314144 .3448084
AgrCl
AgrP -63.36191 32.81574 -1.93 0.054 -127.6796 9557666
Gdp 0118572 .0042973 2.76 0.006 .0034346 0202798
Inf 323.8721 598.767 0.54 0.589 -849.6896 149
Fop 128.1275 54.55321 2.35 0.019 21.20517 049
Exr .0858966 7973411 0.11 0914 -1.476863 1.
USDr 20.64649 11.13328 1.85 0.064 -1.174345 46933
GFC 3.290021 1.023651 3.21 0.001 1.283702 29634
_cons -266.1354 120.8953 -2.20 0.028 -503.0859 \ 9.18484
\\\
Endogenous variables:
Exogenous variables: AgrP AgrCI Gdp Inf Fop Exr USDr GFC \
NI

Source: Author’s computation (Stata output), 202
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Three-stage least-squares regression

Equation Obs Parms RMSE "R-sq" chi2 P
FinP 44 5 1591794 0.0725 5.85 0.3207
FinCI 44 7 686.6115 0.5953 68.32 0.0000
Coef. Std. Err. z P>|z| [95% Conf. Interval]
FinP
FinCI .0000494 .0000288 1.71 0.086 -7.06e-06 .0001058
Gdp -.0000132 .0000148 -0.90 0.371 -.0000422 .0000157
Inf 1.850092 2.493822 0.74 0.458 -3.037709 6.737893
Fop .0462469 2646471 0.17 0.861 -.4724519 5649457
Exr -.0019429 0024196 -0.80 0.422 -.0066852 .0027993
_cons 2727141 3546842 0.77 0.442 -422454 9678823 %\
FinCI %
FinP 1338.991 636.3132 2.10 0.035 91.83985 2586.142
Gdp 1601055 0770491 2.08 0.038 10090921 3111189 \
Inf 3111.739 10822.82 0.29 0.774 -18100.59 24324.07
Fop 5341.47 1000.052 5.34 0.000 3381.404 7301.537
Exr -2.6835 14.24192 -0.19 0.851 -30.59716 25.23016 \
USDr 80.80361 199.1878 0.41 0.685 -309.5972 471.204, \
GFC 76.8635 18.37912 4.18 0.000 40.8411 112,
_cons -4153.385 2160.499 -1.92 0.055 -8387.885 8(1
K\ Vs N

Endogenous variables:
Exogenous variables:

FinP FinCI Gdp Inf Fop Exr USDr GFC

Source: Author’s computation (Stata output), 202(&\
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Three-stage least-squares regression

Equation Obs Parms RMSE "R-sq" chi2 P
IndP 44 5 109011 0.1989 17.15 0.0042
IndCI 44 7 120.8794 0.2149 18.36 0.0105
Coef. Std. Err. z P>|z| [95% Conf. Interval]
IndP
IndCI -.0002665 .0001072 -2.49 0.013 -.0004766 -.0000564
Gdp -.0000135 8.41e-06 -1.60 0.109 -.00003 2.99e-06
Inf 2.474779 1.405627 1.76 0.078 -.2801997 5.229758
Fop 329283 1237366 2.66 0.008 .0867638 5718022
Exr -.0001574 .0013872 -0.11 0.910 -.0028762 0025614
_cons 1592322 1992823 0.80 0.424 -231354 5498184 %\
IndCI %
IndP -448.7613 201.4241 -2.23 0.026 -843.5454 -53.9773
Gdp 10237191 .0147348 1.61 0.107 -.0051605 0525986 \
Inf 2795.861 1908.54 1.46 0.143 -944.8075 6536.53
Fop 500.2345 173.836 2.88 0.004 159.5222 840.9468
Exr 3.70392 2.545367 1.46 0.146 -1.284907 8.692747 \
USDr -29.79894 35.58521 -0.84 0.402 -99.54468 39.9 \
GFC 2.00265 3.17352 0.63 0.528 -4.217336
_cons -626.6002 396.3759 -1.58 0.114 -1403.483

Endogenous variables:
Exogenous variables:

IndP IndCI Gdp Inf Fop Exr USDr GFC

S

Source: Author’s computation (Stata output), 202(&\
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Three-stage least-squares regression

Equation Obs Parms RMSE "R-sq" chi2 P
SevP 44 5 064106 0.1176 6.18 0.2887
SevCl 44 7 213.471 0.3527 2433 0.0010
Coef. Std. Err. z P>z [95% Conf. Interval]
SevP
SevCI -.0000249 .0000444 -0.56 0.575 -.000112 .0000622
Gdp .0000113 6.47¢-06 1.74 0.081 -1.41e-06 .000024
Inf -1.544252 1.00477 -1.54 0.124 -3.513565 4250623
Fop -.0329917 .0922609 -0.36 0.721 -.2138197 1478362
Exr -.0003032 .000978 -0.31 0.757 -.0022201 .0016137
_cons -.0969132 1429419 -0.68 0.498 -.3770741 1832477
SevCl
SevP -286.6207 503.7894 -0.57 0.569 -1274.03 700.7883
Gdp .0793887 .0249308 3.18 0.001 .0305252 1282522
Inf -537.1902 3439.971 -0.16 0.876 -7279.41 6205.03
Fop 848.9238 306.9955 2.77 0.006 247.2237 1450.624
Exr .068054 4.466737 0.02 0.988 -8.68659
USDr -30.83633 63.08141 -0.49 0.625 -154.4736
GFC 6.736404 5.784404 1.16 0.244 -4.60082 18
_cons -1164.514 683.5406 -1.70 0.088 -2504.229 {Q\
K\ Vs

Endogenous variables:
Exogenous variables:

SevP SevClI Gdp Inf Fop Exr USDr GFC

Source: Author’s computation (Stata output), 2022
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Three-stage least-squares regression

Equation Obs Parms RMSE "R-sq" chi2 P
ShrP 44 5 1087.354 0.1166 591 0.3146
ShrCI 44 7 757.3684 0.7579 137.95 0.0000
Coef. Std. Err. z P>z [95% Conf. Interval]
ShrP
ShrCI -.0645679 1836859 -0.35 0.725 -.4245856 2954498
Gdp .0813708 0984981 0.83 0.409 -.1116819 2744234
Inf -21256.34 17212.29 -1.23 0.217 -54991.81 12479.12
Fop -2612.642 2237.955 -1.17 0.243 -6998.954 1773.67
Exr 3.839374 16.60228 0.23 0.817 -28.7005 36.37925 \
_cons -369.5438 2375.198 -0.16 0.876 -5024.846 4285.758 %
ShrCI @
ShrP 0182914 106167 0.17 0.863 -.189792 2263749 \
Gdp -.1091347 .0860837 -1.27 0.205 -.2778556 0595862
Inf -10901.92 12135.64 -0.90 0.369 -34687.33 12883.49
Fop 8900.543 1142.988 7.79 0.000 6660.328 11140.76 \ \
Exr 2.043686 15.85503 0.13 0.897 -29.03161 33.11898 \
USDr 6.004227 223.4258 0.03 0.979 -431.9023 44391 8\
GFC -85.16173 20.72848 -4.11 0.000 -125.7888 -44¢ 5
_cons 3406.734 2409.998 1.41 0.157 -1316.774 @

Endogenous variables:
Exogenous variables:

ShrP ShrCI Gdp Inf Fop Exr USDr GFC \g\

N\

Source: Author’s computation (Stata output), 2022 4\
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Unit Root Test

Null Hypothesis: AGRCI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.101269 0.0339
Test critical values: 1% level -3.592462
5% level -2.931404
10% level -2.603944

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022

Null Hypothesis: AGRP has a unit root Exogenous:
Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=9)

t-Statistic

Augmented Dickey-Fuller test statistic -15.53399 \M
Test critical values: 1% level -3.600987 \\)‘
5% level -2.9350
10% level

-2.6?&{

\ )

Source: Author’s computation Eviews Ou% D

2022 \/
Null Hypothesis: D(FINCI) has a unit root \ N
Exogenous: Constant

Lag Length: 4 (Automatic - based on SI( axlag=9)

*MacKinnon (1996) one-sided p-values.

f\\‘v t-Statistic Prob.*

Augmented Dickey-Fuller t N\sﬂ) -3.280773 0.0229
Test critical values: %&evel -3.615588
Q 5% level -2.941145
Q 10% level -2.609066

A4
*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: D(FINP) has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -14.26472 0.0000
Test critical values: 1% level -3.605593
5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022 ®E

Null Hypothesis: INDCT has a unit root %l\\
Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=9) R \
t-Statistic \ @*
Augmented Dickey-Fuller test statistic -6.904&\ 0.0000
Test critical values: 1% level -3.502462 N
5% level 9
10% level LA 3944

N
*MacKinnon (1996) one-sided p-values. Y\
Source: Author’s computation Eviews /

2022 Q
Null Hypothesis: D(INDP) has a uni o& :
Exogenous: Constant &

Lag Length: 3 (Automatic - ba@l , maxlag=9)
~—

N\ t-Statistic Prob.*

Augmented Dickey@M statistic -10.99864 0.0000
Test critical values: \) 1% level -3.610453
5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: SEVCI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -5.365992 0.0001
Test critical values: 1% level -3.592462
5% level -2.931404
10% level -2.603944

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022

Null Hypothesis: D(SEVP) has a unit root
Exogenous: Constant
Lag Length: 2 (Automatic - based on SIC, maxlag=9)

t-Statistic

Augmented Dickey-Fuller test statistic -34.25458
Test critical values: 1% level -3.605593 \‘
5% level -2.93694*
10% level -2.606
o leve \&

*MacKinnon (1996) one-sided p-values.

2022

Null Hypothesis: D(SHRCI) has a unit root

e
Exogenous: Constant Q%

Lag Length: 1 (Automatic - based on SI(‘,]@

o
Source: Author’s computation Eviews Outg{@

X )
ANS

t-Statistic Prob.*

Augmented Dickey-Fuller testﬁt@\ -5.481490 0.0000
Test critical values: \ Jevel -3.600987
% level -2.935001
(\ 10% level -2.605836

*MacKinnon (1996) Mided p-values.

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: SEVP has a unit root
Exogenous: Constant
Lag Length: 4 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.156213 0.6834
Test critical values: 1% level -3.610453
5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output,
2022

Null Hypothesis: D(GDP) has a unit root <</
Exogenous: Constant
Lag Length: 3 (Automatic - based on SIC, maxlag=9) %\
t-Statistic Prob.*
\

Augmented Dickey-Fuller test statistic -1.809016 0.3708 \
Test critical values: 1% level -3.610453

5% level -2.938987

10% level -2.607932 . \\

\‘

*MacKinnon (1996) one-sided p-values. %

Source: Author’s computation Eviews Output, 2022 \&\
Null Hypothesis: D(EXR) has a unit root @Z

Exogenous: None
Lag Length: 2 (Automatic - based on SIC, ma)@i .

( Q\ t-Statistic Prob.*
NV

Augmented Dickey-Fuller test stati& -2.491670 0.0140
Test critical values: -2.624057

-1.949319

-1.611711

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: D(INF) has a unit root
Exogenous: None
Lag Length: 6 (Automatic - based on AIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.370509 0.0191
Test critical values: 1% level -2.630762
5% level -1.950394
10% level -1.611202

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022

Null Hypothesis: D(FOP) has a unit root
Exogenous: Constant, Linear Trend
Lag Length: 2 (Automatic - based on AIC, maxlag=9)

t-Statistic

Augmented Dickey-Fuller test statistic -5.332105

Test critical values: 1% level -4.205004
5% level -3.526609
10% level

-3.194611
.

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Ouz@
e
Null Hypothesis: D(USDR) has a unit rogt Q{

Exogenous: Constant

Lag Length: 4 (Fixed) &

\Q\ t-Statistic Prob.*

Augmented Dickey-FulNNtl tic -4.198441 0.0021
Test critical values: \) 1% level -3.615588
Q 5% level 2.941145
10% level -2.609066

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: D(GFC) has a unit root
Exogenous: Constant
Lag Length: 1 (Automatic - based on AIC, maxlag=9)

t-Statistic Prob.*
Augmented Dickey-Fuller test statistic -6.735002 0.0000
Test critical values: 1% level -3.600987
5% level -2.935001
10% level -2.605836
*MacKinnon (1996) one-sided p-values.
Source: Author’s computation Eviews Output,
2022 V\
Null Hypothesis:D(AGRCI) has a unit root \
Exogenous: Constant <</
Lag Length: 2 (Automatic - based on SIC, maxlag=9) \%
t-Statistic Prob.* %
Augmented Dickey-Fuller test statistic -15.53399 0.0000 \\ \

Test critical values: 1% level -3.600987 \
5% level -2.935001
10% level -2.605836 \<</
*MacKinnon (1996) one-sided p-values. ®

Source: Author’s computation Eviews Output,

2022 &\
Null Hypothesis: EXR has a unit root ( \

Exogenous: Constant
Lag Length: 3 (Automatic - based on SIC, maxlag=9) \

é -
. \ ‘t-Statistic Prob.*
Augmented Dickey-Fuller test statistic (\\ y -2.428260 0.1407
Test critical values: 1% level \{ N -3.605593
5% level( -2.936942
10% level -2.606857

*MacKinnon (1996) one-side
Source: Author f %u ation Eviews Output, 2022
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Null Hypothesis: FINCI has a unit root
Exogenous: Constant
Lag Length: 8 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -2.501877 0.1237
Test critical values: 1% level -3.632900
5% level -2.948404
10% level -2.612874

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output 2022

Null Hypothesis: FINP has a unit root @’
Exogenous: Constant %\

Lag Length: 3 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.978803 0.2946 @

Test critical values: 1% level -3.605593
5% level -2.936942 *
10% level -2.606857

*MacKinnon (1996) one-sided p-values. @
Source: Author’s computation Eviews Output, (\&

N

Exogenous: Constant x
Lag Length: 0 (Automatic - based on SIC, ma% .

C Q\« t-Statistic Prob.*
ey

Augmented Dickey-Fuller test stati%: \J -2.933358 0.0498
-3.592462

1%Te e\\
% -2.931404
evel -2.603944
AN
*MacKinnon (1996%@ p-values.

Null Hypothesis: FOP has a unit root

Test critical values:

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: GDP has a unit root
Exogenous: Constant
Lag Length: 4 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.957974 0.3035
Test critical values: 1% level -3.610453
5% level -2.938987
10% level -2.607932

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output,
2022

Null Hypothesis: GFC has a unit root ®

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=9) %\%

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -3.212701 0.0260
Test critical values: 1% level -3.592462 %\
5% level -2.931404 %
10% level -2.603944 \
O

*MacKinnon (1996) one-sided p-values. §

Source: Author’s computation Eviews Output, 2022 &

Null Hypothesis: D(INDCI) has a unit root Q
Exogenous: Constant V\
Lag Length: 1 (Automatic - based on SIC, maxlag=9
4
A\

Augmented Dickey-Fuller test statistic ( ‘\ -8.938751 0.0000

Test critical values: 1% le el\ D -3.600987
5%&& -2.935001

IWe -2.605836
\

] ] N>/
*MacKinnon (1996) one-sided\p=values.

Source: Author’s computation Eviews Output, 2022

t-Statistic Prob.*
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Null Hypothesis: INDP has a unit root
Exogenous: Constant
Lag Length: 3 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic -1.893537 0.3319
Test critical values: 1% level -3.605593
5% level -2.936942
10% level -2.606857

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output,

2022 %\V\

Null Hypothesis: INFR has a unit root

Exogenous: Constant é(/
Lag Length: 4 (Automatic - based on SIC, maxlag=9) %\
t-Statistic Prob.*
\ \

Augmented Dickey-Fuller test statistic -1.985445 0.2918 \
Test critical values: 1% level -3.610453
5% level -2.938987 <</
10% 1 2.
o level 2.607932 \\\\
\‘
*MacKinnon (1996) one-sided p-values. %

Source: Author’s computation Eviews Output, \&

2022

Exogenous: Constant
Lag Length: 1 (Automatic - based on SIC, maxlag=0)

e
Q t-Statistic Prob.*

Null Hypothesis: D(SEVCI) has a unit root ((?%

Y
Augmented Dickey-Fuller test statistic ( \.) -8.038454 0.0000
Test critical values: 1% el N9 -3.600987
g € -2.935001

"9
A el -2.605836
RS
T~y

*MacKinnon (1996) on hvalues

Source: Author’s computation Eviews Output, 2022
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Null Hypothesis: D(SHRP) has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

Augmented Dickey-Fuller test statistic

Test critical values: 1% level
5% level
10% level

t-Statistic Prob.*
-10.78018 0.0000
-3.596616
-2.933158
-2.604867

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022

Null Hypothesis: SHRCI has a unit root
Exogenous: Constant
Lag Length: 0 (Automatic - based on SIC, maxlag=9)

Augmented Dickey-Fuller test statistic

Test critical values: 1% level
5% level
10% level

t-Statistic Prob.* < \
-2.002937 0.2846‘(%
-3.592462

2.931404 ®
-2.603944
O\

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output,

2022

Null Hypothesis: SHRP has a unit root

S

Q‘Q

Exogenous: Constant x
Lag Length: 0 (Automatic - based on SIC, maxlfa&

— e
N t-Statistic Prob.*
y &

Augmented Dickey-Fuller test statistic \ 2

-6.291232 0.0000

Test critical values:

-3.592462
-2.931404
-2.603944

N\
*MacKinnon (1996) T p-values.

Source: Author’s‘eomputation Eviews Output, 2022
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Null Hypothesis: USDR has a unit root
Exogenous: Constant
Lag Length: 6 (Automatic - based on SIC, maxlag=9)

t-Statistic Prob.*

Augmented Dickey-Fuller test statistic 0.286545 0.9744
Test critical values: 1% level -3.621023
5% level -2.943427
10% level -2.610263

*MacKinnon (1996) one-sided p-values.

Source: Author’s computation Eviews Output, 2022
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Cointegration Test and ECM Results

Dependent Variable: AGRCI
Method: Least Squares

Date: 01/12/22 Time: 23:21
Sample: 2010Q1 2020Q4
Included observations: 44

Variable Coefficient Std. Error t-Statistic Prob.
AGRP -36.25598 36.56990 -0.991416 0.3281
GDP 0.011713 0.004765 2.458142 0.0189
INF 292.7238 662.0166 0.442170 0.6610
FOP 130.6828 60.37677 2.164456 0.0371
EXR 0.006626 0.884626 0.007490 0.9941 Q\
USDR 21.23378 12.40302 1.711984 0.0955 %
GFC 3.383605 1.139309 2.969875 0.0053 <</

C -259.6947 134.2333 -1.934651 0.0609 @b
Null Hypothesis: ECM1 has a unit root \
Exogenous: None %

Lag Length: 0 (Automatic - based on SIC, maxlag=9) \
atistic &1’&
Augmented Dickey-Fuller test statistic -6.424569 \WO
Test critical values: 1% level -2.61985 NI
5% level -1.94
10% level -1.612
*MacKinnon (1996) one-sided p-values. Q

Augmented Dickey-Fuller Test Equation
Dependent Variable: D(ECM1)

Method: Least Squares

Date: 01/12/22 Time: 23:23
Sample (adjusted): 2010Q2 2020
Included observations: 43 aftéra

O S
Variable (\K > Coefficient Std. Error t-Statistic Prob.

ECMI1(-1) \) -1.047474 0.163042 -6.424569 0.0000

Source: Author’s computation Eviews Output, 2022

The ECM results show it is stationary at the 5% significance level using augmented Dickey-Fuller Test.
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Dependent Variable: FINCI
Method: Least Squares
Date: 01/13/22 Time: 18:16
Sample: 2010Q1 2020Q4
Included observations: 44

Variable Coefficient Std. Error t-Statistic Prob.
FINP 815.2458 709.0526 1.149768 0.2578
GDP 0.157120 0.085438 1.838997 0.0742
INF 4235.490 11967.33 0.353921 0.7255
FOP 5515.327 1107.154 4.981535 0.0000
EXR -3.847466 15.80433 -0.243444 0.8090
USDR 83.04130 221.9979 0.374063 0.7106 \V\
GFC 78.99207 20.43748 3.865058 0.0004 %
C -4115.459 2398.865 -1.715585 0.0948 <</

Null Hypothesis: ECM2 has a unit root
Exogenous: Constant
Bandwidth: 0 (Newey-West automatic) using Bartlett kernel

Phillips-Perron test statistic

Test critical values: 1% level
5% level
10% level

*MacKinnon (1996) one-sided p-values.

Residual variance (no correction) ~ 424943.9
HAC corrected variance (Bartlett kernel) \« 424943.9

Dependent Variable: D(ECM2)
Method: Least Squares

Date: 01/13/22 Time: 18:17
Sample (adjusted): 2010Q2

Phillips-Perron Test Equation < Q

Included observations: 43 aft tments
Variable N\ Y Coefficient Std. Error t-Statistic Prob.
ECMZQ\\) -0.676402 0.148715 -4.548311 0.0000
C 0.881031 101.8219 0.008653 0.9931

Source: Author’s \c'omputation Eviews Output, 2022

The ECM results show it is stationary at the 5% significance level using Phillips-Perron Test.
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Dependent Variable: INDCI
Method: Least Squares
Date: 01/28/22 Time: 23:58
Sample: 2010Q1 2020Q4
Included observations: 44

Variable Coefficient Std. Error t-Statistic
INDP -211.9626 226.5979 -0.935413
GDP 0.029049 0.016429 1.768122
INF 2330.630 2111.561 1.103747
FOP 447.5239 192.7225 2.32211¢
EXR 4.011731 2.838745 1.41320¢
USDR -31.93480 40.03699 -0.797632 V\
GFC 2.146191 3.570984 0.601008& %\
C -714.3400 442.7302 -1.61348¢& ((/

Null Hypothesis: ECM3 has a unit root & \

Exogenous: Constant \

Lag Length: 0 (Automatic - based on SIC, maxlag=9) < \
t-Statistic Prob.*\®

Augmented Dickey-Fuller test statistic -8.513275 0. \
Test critical values: 1% level -3.592462
5% level -2.931404

10% level -2.6039

\ N
*MacKinnon (1996) one-sided p-values. < \

Augmented Dickey-Fuller Test Equation \\</<,
‘ ‘

Dependent Variable: D(ECM3)

Method: Least Squares

Date: 01/13/22 Time: 18:22

Sample (adjusted): 2010Q2 2020Q4
Included observations: 43 after adjustrhents

Variable \ﬁ&ient Std. Error t-Statistic Prob.

ECM3(-1) Q \-1.217316 0.142990 -8.513275 0.0000
C Q -6.629377 16.57851 -0.399878 0.6913
N

Source: Author’s computation Eviews Output, 2022

The ECM results show it is stationary at the 5% significance level using augmented Dickey-Fuller Test.
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Dependent Variable: SEVCI
Method: Least Squares
Date: 01/13/22 Time: 18:25
Sample: 2010Q1 2020Q4
Included observations: 44

Variable Coefficient Std. Error t-Statistic Prob.
SEVP -146.3382 557.4577 -0.262510 0.7944
GDP 0.078074 0.027572 2.831645 0.0075
INF -320.8919 3803.215 -0.084374 0.9332
FOP 856.5756 339.4382 2.523510 0.0162
EXR 0.111133 4.940234 0.022496 0.9822 V\
USDR -30.94495 69.80122 -0.443330 0.6602 \
GFC 6.760133 6.400453 1.056196 0.2979 ((/

C -1154.923 756.0461 -1.527583 0.1354 %\b

Null Hypothesis: ECM4 has a unit root
Exogenous: Constant \
Lag Length: 0 (Automatic - based on SIC, maxlag=9) (%

t-Statistic Pr *Y(/
R

 J
Augmented Dickey-Fuller test statistic -7.257859 A \
Test critical values: 1% level -3.592462 Q\
5% level -2.9314
10% level -2.60

'\I\\
N

Source: Author’s computation Eviews Quip@it\2022
Q\‘
Augmented Dickey-Fuller on

Dependent Variable: D 4

Method: Least Squa @

Date: 01/13/22 Tiv%

Sample (adjusted): 2010@2 2020Q4
Included observations: 43 after adjustments

*MacKinnon (1996) one-sided p-values.

Variable Coefficient Std. Error t-Statistic Prob.
ECM4(-1) -1.128331 0.155463 -7.257859 0.0000
C 1.476532 33.40188 0.044205 0.9650

Source: Author’s computation Eviews Output, 2022

The ECM results show it is stationary at the 5% significance level using augmented Dickey-Fuller Test.
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Dependent Variable: SHRCI
Method: Least Squares
Date: 01/13/22 Time: 18:27
Sample: 2010Q1 2020Q4
Included observations: 44

Variable Coefficient Std. Error t-Statistic Prob.
SHRP 0.036542 0.117412 0.311228 0.7574
GDP -0.110746 0.095181 -1.163532 0.2523

INF -10527.27 13416.64 -0.784643 0.4378
FOP 8958.645 1263.714 7.089140 0.0000
EXR 1.976104 17.53120 0.112719 0.9109
USDR 6.011294 247.0910 0.024328 0.9807
GFC -85.26196 22.92186 -3.719679 0.0007

C 3417.480 2664.835 1.282436 0.2079 %Q\
Null Hypothesis: ECMS5 has a unit root $\

Exogenous: Constant

Lag Length: 0 (Automatic - based on SIC, maxlag=9) \\ \
t-Statistic Prob.* %%
V3
Augmented Dickey-Fuller test statistic -4.370110 0.00 1\‘(/

Test critical values: 1% level -3.592462 \\

5% level -2.931404

10% level -2.603944 \
o leve . \

4
*MacKinnon (1996) one-sided p-values. &\

Source: Author’s computation Eviews Output, 20

Augmented Dickey-Fuller Test Equation

Dependent Variable: D(ECMS5) N
Method: Least Squares

Date: 01/13/22 Time: 18:27
Sample (adjusted): 2010Q2 2020Q4

Included observations: 43 after adjustihents

Variable \ﬁ?cient Std. Error t-Statistic Prob.

ECMS5(-1) Q \—0.637568 0.145893 -4.370110 0.0001
C Q 1.541508 111.5093 0.013824 0.9890
A4

Source: Author’s computation Eviews Output, 2022

The ECM results show it is stationary at the 5% significance level using augmented Dickey-Fuller Test.
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Dependent Variable: AGRCI
Method: ARDL
Date: 12/18/21 Time: 11:01

Sample (adjusted): 2011Q1 2020Q4

Included observations: 40 after adjustments

ARDL and Bounds Tests

Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): GDP INFR FOP EXR USDR

Fixed regressors: AGRP GFC C
Number of models evalulated: 1

2500

Selected Model: ARDL(4, 2, 3,4, 4, 4)
White-Hinkley (HC1) heteroskedasticity consistent standard errors and

Covariance

Variable Coefficient Std. Error t-Statistic Prob.*
AGRCI(-1) -0.098935 0.386826 -0.255760 0.8029
AGRCI(-2) -0.907235 0.268887 -3.374035 0.0062
AGRCI(-3) -2.060500 0.507888 -4.056992 0.0019

AGRCI(-4) -0.613002 0.500690 -1.224316 0.24

GDP 0.040333 0.013597 2.966406 0,01

GDP(-1) 0.006018 0.006930 0.868426
GDP(-2) 0.027315 0.015923 1.715388

INFR 2471.023 1170.149 2.111716“0 84
INFR(-1) 1880.540 1445.557 1.300 2199
INFR(-2) 2224.041 1145.969 L. & 0.0783
INFR(-3) 2411.811 1189.306 .027 0.0675
FOP 99.51620 105.5493 . 1 0.3660
FOP(-1) 85.53139 87.48303 0.977691 0.3492
FOP(-2) -178.5826 146.458 .219340 0.2482
FOP(-3) 284.3050 111. IV\ 2.558742 0.0266
FOP(-4) 132.5137 1'A94 1.123530 0.2851
EXR -4.835524 % -2.045793 0.0654
EXR(-1) -1.887476 1961018 -0.992877 0.3421
EXR(-2) 1.911392 754604 1.089358 0.2993
EXR(-3) 5.723753 2.477637 2.310166 0.0413
EXR(-4) 3.6013 2.417292 1.489816 0.1644
USDR 8 63.47042 -1.801592 0.0991
USDR(-1) 99846 62.17575 -1.302734 0.2193
USDR(-2) 5668 48.70260 2.721966 0.0199
USDR(-3) 40.50538 82.22716 -0.492603 0.6320
USDR(-4) Q 180.1362 63.92402 2.817973 0.0167
AGRP Q 458.0666 532.1671 0.860757 0.4077
GFC -9.383061 3.756675 -2.497704 0.0296
C -1663.119 779.3208 -2.134062 0.0562

*Note: p-values and any subsequent tests do not account for model

selection.

Source: Author’s computation Eviews Output, 2022
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The R-squared is 89% and Adjusted-squared is 62% which indicates that the model is best fit. The F-statistics is
below 5% which indicates that the model is significant. The Akaike info criterion at 10.07362 was used to select
the model. White-Hinkley is used to correct heteroskedasticity. The probability value of the GDP 0.0128% <
5% indicates that the variable is significant. The probability value of INFR is 0.0584% < 5% indicates that the
variable is significant. The probability value of FOP is 0.3660% > 5% indicates that the ‘N’%ﬁis insignificant.
The probability value of EXR is 0.0654% > 5% indicates that the variable is insignifi %SDR 0.0991 > 5%
indicates that the variable is insignificant. The probability value of ARGP O% > 5% indicates that the

variable is insignificant. The probability value of GFC 0.0296% < 5%1\'@&;%@@ that the variable is significant.

For short run effects on the variables the coefficient of GDP Kg&%{y hat if the GDP is increased by 1% the
dependent variable AGRCI increases by 0.04%. The coef% INFR suggests that if the INFR is increased
by 1% the dependent variable AGRCI increases b@ %. The coefficient of FOP suggeststhat if the FOP
is increased by 1% the dependent variable AG g&deases by 99.5. The coefficient of EXR suggests that if the
EXR is increased by 1% the dependen@b e AGRCI is reduced by 4.83%. The coefficient of USDR
suggests that if the USDR is increa \}% the dependent variable AGRCI reduces by 11.4%. The coefficient
of AGRP suggests that if the @s increased by 1% the dependent variable AGRCI increases by 458%. The
coefficient of GFC su at if the GFC is increased by 1% the dependent variable AGRCI reduces by
=

9.3%.This is to be% hat these are for short run effects.

Q
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ARDL Long Run Form and Bounds Test

Dependent Variable: D(AGRCI)

Selected Model: ARDL(4, 2, 3,4, 4, 4)
Case 2: Restricted Constant and No Trend

Date: 12/18/21 Time: 11:13

Sample: 2010Q1 2020Q4
Included observations: 40

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -1663.119 662.9363 -2.508716 0.0291
AGRCI(-1)* -4.679671 1.085503 -4.311064 0.0012
GDP(-1) 0.073666 0.027626 2.666603 0.0219
INFR(-1) 8987.414 3129.658 2.871692 0.0152
FOP(-1) 423.2837 180.9410 2.339346 0.0392
EXR(-1) 4.513465 2.640486 1.709331 0.1154
USDR(-1) 76.85136 46.14110 1.665573 0.1240
D(AGRCI(-1)) 3.580737 0.977862 3.661801 0.0037
D(AGRCI(-2)) 2.673502 0.782342 3.417306 0.0058
D(AGRCI(-3)) 0.613002 0.425926 1.439222 0.1779
D(GDP) 0.040333 0.011983 3.365787 0.0063
D(GDP(-1)) -0.027315 0.014992 -1.821933 0.0957
D(INFR) 2471.023 1038.810 2.378706 0.0
D(INFR(-1)) -4635.852 1847.298 -2.509531
D(INFR(-2)) -2411.811 1048.736 -2.299732
D(FOP) 99.51620 88.19508 1.128365 \&ﬁ 2
D(FOP(-1)) -238.2361 172.6359 -1.3799 950
D(FOP(-2)) -416.8187 136.4181 -3.05 4%% 0.0109
D(FOP(-3)) -132.5137 121.2027 - 24 0.2976
D(EXR) -4.835524 2.402925 . 0.0693
D(EXR(-1)) -11.23647 3.728443 ‘ -3 0.0118
D(EXR(-2)) -9.325074 2.97683 32544 0.0095
D(EXR(-3)) -3.601321 2.44 TQ -1.473672 0.1686
D(USDR) -114.3478 6645 -1.707860 0.1157
D(USDR(-1)) -272.1976 2.6698 -3.292588 0.0072
D(USDR(-2)) -139.6308 6980205 -2.000382 0.0708
D(USDR(-3)) -180.1362 %.& 042 -2.645155 0.0228
AGRP 458.0 Q 395.2360 1.158970 0.2710
GFC —9.3?30 3.816968 -2.458250 0.0318
* p-value incompatible with t-Bo@st tion.
QO
N
% Levels Equation
¢ 2*Restricted Constant and No Trend
NG
Variable Coefficient Std. Error t-Statistic Prob.
GDP 0.015742 0.003681 4.276984 0.0013
INFR 1920.522 710.5362 2.702920 0.0205
FOP 90.45159 45.21383 2.000529 0.0707
EXR 0.964483 0.546310 1.765450 0.1052
USDR 16.42238 12.05472 1.362320 0.2003
C -355.3922 118.1973 -3.006771 0.0119

EC=AGRCI - (0.0157*GDP + 1920.5225*INFR + 90.4516*FOP + 0.9645*EXR

+16.4224*USDR -355.3922)

F-Bounds Test

Null Hypothesis: No levels relationship
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Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 3.049437 10% 2.08 3
K 5 5% 2.39 3.38
2.5% 2.7 3.73
1% 3.06 4.15
Finite Sample:

Actual Sample Size 40 n=40
10% 2.306 3.353
5% 2.734 3.92
1% 3.657 5.256

Source: Author’s computation Eviews Output, 2022
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F-statistics is about the upper bound test therefore there is a long run relationship. The probability value of GDP
15 0.0013% < 5% thus there is long run relationship between GDP and ARGCI.

The probability value of INFR is 0.0205% < 5% thus there is long run relationship between INFR and ARGCI.
The probability value of FOP is 0.07% > 5% thus there is no long run relationship between FOP and ARGCI.
The probability value of EXR is 0.052% > 5% thus there is no long run relationship between EXR and ARGCI.
The probability value of GDP is 0.2003% > 5% thus there no is long run relationship between USDR and
ARGCL Q\&\

The probability value of GDP is significant of which the coefficient of GDP is 0.0 @h indicates that if
GDP is increased by 1% then the ARGCI increases by 0.0157%. The probability of INFR is significant of

which the coefficient of INFR is 1920 which indicates that if INFR is 1@&@ y 1% then the ARGCI increases

by 19.2%. &/
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Dependent Variable: FINCI

Method: ARDL

Date: 12/18/21 Time: 11:20

Sample (adjusted): 2011Q1 2020Q4

Included observations: 40 after adjustments

Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): GDP INFR FOP EXR USDR

Fixed regressors: FINP GFC C

Number of models evalulated: 12500
Selected Model: ARDL(1, 4,0, 3,1, 2)
White-Hinkley (HC1) heteroskedasticity consistent standard errors and

Covariance
Variable Coefficient Std. Error t-Statistic Prob.*
FINCI(-1) 0.150469 0.121792 1.235464 0.2303
GDP 0.247031 0.211638 1.167229 0.2562
GDP(-1) 0.352574 0.104104 3.386754 0.0028
GDP(-2) -0.193086 0.093389 -2.067554 0.0512
GDP(-3) 0.209654 0.104482 2.006600 0.0578
GDP(-4) -0.462047 0.223837 -2.064211 0.0516
INFR -8652.980 8482.832 -1.020058 0.3193
FOP 3819.452 763.1347 5.004951 0.0001
FOP(-1) -2037.345 1254.274 -1.624322 0.119
FOP(-2) 1051.909 728.5746 1.443790 0.1
FOP(-3) -1708.587 691.9524 -2.469226 ’O%
EXR 25.16185 9.858694 2.552249
EXR(-1) -22.59619 13.24497 -1.706021 1028
USDR -723.5187 332.8953 -2.1734 .0413
USDR(-1) -692.2802 380.9908 -1.8 0.0835
USDR(-2) 1668.816 269.1172 : 4 0.0000
FINP -4340.118 2465.128 < %GQO 0.0929
GFC 68.36303 20.41029 849439 0.0030
C -3261.440 2772.82& 176215 0.2527

*Note: p-values and any subsequent tests do not acc

selection.

Source: Author’s computation E

Q

N
O
N
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Output, 2022
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The R-squared is 95% and Adjusted-squared is 92% which indicates that the model is best fit. The F-statistics is
below 5% which indicates that the model is significant. The Akaike info criterion at 14.64374 was used to select
the model. White-Hinkley is used to correct heteroskedasticity. The probability value of the GDP 0.2562 > 5%
indicates that the variable is insignificant. The probability value of INFR is 0.3193 > 5% indicates that the
variable is insignificant. The probability value of FOP is 0.0001 < 5% indicates that the variable is significant.
The probability value of EXR is 0.0186 > 5% indicates that the variable is significant. USDR 0.0413 < 5%
indicates that the variable is significant. The probability value of FINP 0.0929 > 5% indi ?’t’nat the variable

is insignificant. The probability value of GFC 0.0030 < 5%indicates that the Varial@ggmﬁcant.

For short run effects on the variables the coefficient of GDP suggests thati th&DP is increased by 1% the
dependent variable FINCI increases by 0.247. The coefficient of IN@S’[S that if the INFR is increased by
1% the dependent variable FINCI reduces by 86.52%. The 1eient of FOP suggests that if the FOP is
increased by 1% the dependent variable FINCI increases N 9%. The coefficient of EXR suggests that if the
EXR is increased by 1% the dependent variable Fl'h@ncreased by 25%. The coefficient of USDR suggests
that if the USDR is increased by 1% the de Sm-f(rariable FINCI is reduced by 72.3%. The coefficient of
FINP suggests that if the FINP is increa@\l% the dependent variable FINCI is reduced by 43.40%. The
coefficient of GFC suggests that i EF(C is increased by 1% the dependent variable FINCI increases by

68.4%.This is to be noted that @e for short run effects.

O
QQ
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(FINCI)

Selected Model: ARDL(1, 4,0, 3,1, 2)
Case 2: Restricted Constant and No Trend
Date: 12/18/21 Time: 11:21

Sample: 2010Q1 2020Q4

Included observations: 40

Conditional Error Correction Regression

@

Variable Coefficient Std. Error t-Statistic Prob.
C -3261.440 2440.224 -1.336533 0.1957
FINCI(-1)* -0.849531 0.121429 -6.996137 0.0000

GDP(-1) 0.154126 0.098091 1.571255 0.1311

INFR** -8652.980 8195.199 -1.055860 0.3030

FOP(-1) 1125.429 1063.888 1.057846 0.3021

EXR(-1) 2.565656 11.61112 0.220966 0.8273

USDR(-1) 253.0171 175.6062 1.440821 0.1644
D(GDP) 0.247031 0.216887 1.138980 0.2675
D(GDP(-1)) 0.445479 0.195569 2.277866 0.0333
D(GDP(-2)) 0.252393 0.197012 1.281105 0.2141
D(GDP(-3)) 0.462047 0.225607 2.048015 0.0533
D(FOP) 3819.452 692.5444 5.515101 0.0000
D(FOP(-1)) 656.6781 842.4739 0.779464 0.4
D(FOP(-2)) 1708.587 700.9500 2.437530
D(EXR) 25.16185 12.19226 2.063757 1
D(USDR) -723.5187 368.7461 -1.962105 \\? 1
D(USDR(-1)) -1668.816 331.9308 -5.02760 001
FINP -4340.118 2533.944 -1.71 7}% 0.1015
GFC 68.36303 17.61139 @2 0.0009
* p-value incompatible with t-Bounds distribution. \\
** Variable interpreted as Z = Z(-1) + D(Z). Q; )
Levels Equatiqn
Case 2: Restricted Constant a rend
D L]

Variable Coefﬁciff& . Error t-Statistic Prob.
GDP 0.1 14N 0.119669 1.516047 0.1444
INFR 0185 10140.53 -1.004444 0.3266
FOP Q 766 1230.236 1.076838 0.2938
EXR 20086 14.23981 0.212087 0.8341

USDR % 97.8316 249.2810 1.194763 0.2455
C -3839.107 3169.638 -1.211213 0.2393

\Y
EC =FINCI - (0.18@1’ -10185.5983*INFR + 1324.7657*FOP + 3.0201
*EXR +297.8316*USDR -3839.1070)

F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) 1(1)
Asymptotic:
n=1000
F-statistic 10.23015 10% 2.08 3
K 5 5% 2.39 3.38
2.5% 2.7 3.73
1% 3.06 4.15
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Finite Sample:

Actual Sample Size 40 n=40
10% 2.306 3.353
5% 2.734 3.92
1% 3.657 5.256

Source: Author’s computation Eviews Output,
2022

F-statistics is about the upper bound test therefore there is a long run relationship. The probability value of GDP
is 0.144% > 5% thus there is no long run relationship between GDP and FINCI. Q\
The probability value of INFR is 0.3266% > 5% thus there is no long run relations% een INFR and FINCIL.
The probability value of FOP is 0.29% > 5% thus there is no long run relationship‘between FOP and FINCI.
The probability value of EXR is 0.83% > 5% thus there is no long run Q}'S%Shi; between EXR and FINCI.

i

The probability value of GDP is 0.24% > 5% thus there no is lon%r/ ationship between USDR and FINCI.

N\
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Dependent Variable: INDCI
Method: ARDL
Date: 12/18/21 Time: 11:28

Sample (adjusted): 2011Q1 2020Q4

Included observations: 40 after adjustments

Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): GDP INFR FOP EXR USDR

Fixed regressors: INDP GFC C

Number of models evalulated: 12500

Selected Model: ARDL(4, 2, 4,

3,3,4)

White-Hinkley (HC1) heteroskedasticity consistent standard errors and

Covariance
Variable Coefficient Std. Error t-Statistic Prob.*
INDCI(-1) -0.870395 0.301917 -2.882893 0.0138
INDCI(-2) -0.977352 0.330979 -2.952915 0.0121 \
INDCI(-3) -0.682544 0.194304 -3.512770 0.0043 %
INDCI(-4) -0.364296 0.162583 -2.240676 0.0447
GDP -0.009211 0.028665 -0.321331 0.7535
GDP(-1) 0.125123 0.033324 3.754776 0.0027
GDP(-2) 0.032515 0.036975 0.879391 0.3965
INFR 1589.220 4649.331 0.341817 0.7384 \
INFR(-1) 6764.248 2029.105 3.333612 0.0060 & \
INFR(-2) 3481.985 1729.739 2.013012 0.0671 \
INFR(-3) -871.7066 2689.827 -0.324075 0.7515
INFR(-4) 10095.17 3214.969 3.140051 0.00 %
FOP 603.5998 175.7475 3.434471 0.004
FOP(-1) 775.2591 275.0268 2.818849 x
FOP(-2) 30.07102 368.6128 0.081579
FOP(-3) 671.2424 318.0057 2.110787
EXR 8.827887 6.572498 2041
EXR(-1) 4.872322 5.225060 .3695
EXR(-2) 5.803720 5.942116 0.3480
EXR(-3) -10.64410 3.940644 - 0.0193
USDR 38.53046 117.1650 0. 7 0.7479
USDR(-1) -80.68216 134.9964 .597662 0.5612
USDR(-2) -8.256344 94.79894 087093 0.9320
USDR(-3) -361.7291 127.3 -2.839626 0.0149
USDR(-4) 339.5556 1 5\5" 2.709615 0.0190
INDP -10025.51 s&;&.l -4.632549 0.0006
GFC -2.049900 208744 -0.330163 0.7470
C -2974.67’9 39.563 -2.220635 0.0464

*Note: p-values and any subsequent stwf'account for modelselection.

Source: Author’s com@ views Qutput, 2022

N
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The R-squared is 86% and Adjusted-squared is 54% which indicates that the model is best fit. The F-statistics is
below 5% which indicates that the model is significant. The Akaike info criterion at 11.99565 was used to select
the model. White-Hinkley is used to correct heteroskedasticity. The probability value of the GDP 0.75% > 5%
indicates that the variable is insignificant. The probability value of INFR is 0.7384% > 5% indicates that the
variable is insignificant. The probability value of FOP is 0.0049% < 5% indicates that the variable is significant.
The probability value of EXR is 0.2041% > 5% indicates that the variable is insignificant. USDR 0.7479 > 5%
indicates that the variable is insignificant. The probability value of INDP 0.0006% < 5% % that the

variable is significant. The probability value of GFC 0.747% > 5% indicates that tk\@gble is insignificant.

For short run effects on the variables the coefficient of GDP suggests t@&DP is increased by 1% the
dependent variable INDCI increases by 0.0092%. The coefficient of IN Nl gests that if the INFR is increased
by 1% the dependent variable INDCI reduces by 15.9%. The co€fficieiit of FOP suggests thatif the FOP is
increased by 1% the dependent variable FINCI increases by e coefficient of EXR suggests that if the
EXR is increased by 1% the dependent variable INDCI % by 8.8%. The coefficient of USDR suggests
that if the USDR is increased by 1% the depende iable INDCI increases by 38.5%. The coefficient of
INDP suggests that if the INDP is increased by 1% dependent variable INDCI reduces by 10.25%. The
coefficient of GFC suggests that if the G ncreased by 1% the dependent variable FINCI reduces by
2%.This is to be noted that these are for lﬁ{/ n effects.
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(INDCI)

Selected Model: ARDL(4, 2,4, 3, 3,4)
Case 2: Restricted Constant and No Trend
Date: 12/18/21 Time: 11:30

Sample: 2010Q1 2020Q4

Included observations: 40

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -2974.679 1518.811 -1.958558 0.0738
INDCI(-1)* -3.894588 0.984271 -3.956824 0.0019
GDP(-1) 0.148427 0.060396 2.457568 0.0302
INFR(-1) 21058.91 6854.619 3.072222 0.0097
FOP(-1) 2080.172 695.4993 2.990905 0.0113
EXR(-1) 8.859829 8.016241 1.105235 0.2907
USDR(-1) -72.58156 102.6047 -0.707390 0.4928
D(INDCI(-1)) 2.024192 0.771845 2.622539 0.0223
D(NDCI(-2)) 1.046840 0.418843 2.499361 0.0279
D(INDCI(-3)) 0.364296 0.184580 1.973649 0.0719
D(GDP) -0.009211 0.034540 -0.266672 0.7942
D(GDP(-1)) -0.032515 0.038284 -0.849325 0.4123
D(INFR) 1589.220 3216.594 0.494069
D(INFR(-1)) -12705.44 4839.283 -2.625481
D(INFR(-2)) -9223.460 4201.705 -2.195171
D(INFR(-3)) -10095.17 3885.500 -2.598164 \
D(FOP) 603.5998 227.1966 2.656730
D(FOP(-1)) -701.3134 525.5324 -1.33448 \
D(FOP(-2)) -671.2424 418.9767 -1.6020 1351
D(EXR) 8.827887 6.645393 1.32% 0.2087
D(EXR(-1)) 4.840380 4.674656 45 0.3209
D(EXR(-2)) 10.64410 4.417790 409372 0.0330
D(USDR) 38.53046 146.7533 0.262553 0.7973
D(USDR(-1)) 30.42985 95.76303 817762 0.7561
D(USDR(-2)) 22.17351 123.6 179376 0.8606
D(USDR(-3)) -339.5556 184 -1.840021 0.0906
INDP -10025.51 75! -2.804267 0.0159
GFC -2.049900 \6 5 -0.295225 0.7729
4
* p-value incompatible with t-Bounds distribﬁ\ y
M\
Iieve\f)uation
Case 2: wric onstant and No Trend
Variable Qﬁ%cient Std. Error t-Statistic Prob.
GDP 0.038111 0.008944 4.261213 0.0011
INFR 5407.225 1362.460 3.968722 0.0019
FOP 534.1187 90.31117 5.914205 0.0001
EXR Q 2.274908 1.721447 1.321509 0.2110
USDR -18.63652 20.57181 -0.905925 0.3828
C -763.7982 245.2864 -3.113903 0.0090

-18.6365*USDR -763.7982)

EC=1INDCI - (0.0381*GDP + 5407.2249*INFR + 534.1187*FOP + 2.2749*EXR

F-Bounds Test

Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 4.006964 10% 2.08 3
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5%
2.5%
1%

2.39
2.7
3.06

Finite Sample:

Actual Sample Size 40

10%
5%
1%

n=40

2.306
2.734
3.657

3.38
3.73
4.15

3.353
3.92
5.256

Source: Author’s computation Eviews Output, 2022
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F-statistics is about the upper bound test therefore there is a long run relationship. The probability value of GDP
15 0.0011% < 5% thus there is long run relationship between GDP and INDCI.

The probability value of INFR is 0.0019% > 5% thus there is long run relationship between INFR and INDCI.
The probability value of FOP is 0.0001% < 5% thus there is long run relationship between FOP and INDCI.
The probability value of EXR is 0.211% > 5% thus there is no long run relationship between EXR and INDCI.

The probability value of USDR is 0.3828% > 5% thus there no is long run relationship between USDR and

INDCL %\v
&
The probability value of GDP is significant of which the coefficient of GDR is \8% which indicates that if
GDP is increased by 1% then the INDCI increases by 0.0157%. The p{ol\%ﬂity\value of GDP is significant of
which the coefficient of INFR is 5407% which indicates that @‘15 increased by 1% then the ARGCI
increases by 5407%. The probability value of FOP is sigr@ which the coefficient of FOPis 5407 which
cr

indicates that if FOP is increased by 1% then the IND& es by 53%.

S
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Dependent Variable: SEVCI

Method: ARDL

Date: 12/18/21 Time: 11:36

Sample (adjusted): 2011Q1 2020Q4
Included observations: 40 after adjustments
Maximum dependent lags: 4 (Automatic selection)
Model selection method: Akaike info criterion (AIC)
Dynamic regressors (4 lags, automatic): GDP INFR FOP EXR USDR
Fixed regressors: SEVP GFC C
Number of models evalulated: 12500
Selected Model: ARDL(4, 4, 4, 3,3, 4)
White-Hinkley (HC1) heteroskedasticity consistent standard errors and

Covariance
Variable Coefficient Std. Error t-Statistic Prob.*
SEVCI(-1) -0.586272 0.226955 -2.583206 0.0273
SEVCI(-2) -0.505960 0.172193 -2.938336 0.0148
SEVCI(-3) 0.164254 0.197471 0.831791 0.4249
SEVCI(-4) -0.242837 0.142144 -1.708380 0.1184 \
GDP 0.058202 0.135452 0.429686 0.6765
GDP(-1) 0.048716 0.036983 1.317259 0.2171 \
GDP(-2) 0.294482 0.086667 3.397878 0.0068 \
GDP(-3) -0.065116 0.044770 -1.454449 0.1765 %
GDP(-4) -0.150785 0.136709 -1.102964 0.295 %
INFR -7458.238 4289.297 -1.738802 0.1 {(/
INFR(-1) 4700.075 4113.987 1.142462
INFR(-2) 1718.363 3480.528 0.493708
INFR(-3) -6601.516 4928.674 -1.339410 .
INFR(-4) 8122.464 2418.706 3.358186 .0073
FOP -56.37060 317.8712 -0.1 0.8628
FOP(-1) 500.5928 359.2579 ; 8 0.1937
FOP(-2) 2142.319 681.5693 é?&l 0.0105
FOP(-3) -833.2227 533.0744 -10 51 0.1491
EXR 16.05013 8.24338 Q\.947033 0.0801
EXR(-1) 8.552535 6.09 1&\ 1.402145 0.1911
EXR(-2) -6.591528 5.764 -1.143564 0.2794
EXR(-3) -15.15198 -2.173400 0.0549
USDR 191.9756 0.944933 0.3670
USDR(-1) -569.1690 -2.675232 0.0233
USDR(-2) 249.7 Q 1.115714 0.2906
USDR(-3) . ﬁ/ 199.7910 -1.230860 0.2465
USDR(-4) X194 177.9020 1.819650 0.0988
SEVP 9.55 28517.93 2.174756 0.0547
GFC 279 10.38173 1.456674 0.1759
C -3316.530 1646.268 -2.014575 0.0716

*Note: p-values an

selection.

Bsequent tests do not account for model

Source: Author’s computation Eviews Output, 2022
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The R-squared is 95% and Adjusted-squared is 83% which indicates that the model is best fit. The F-statistics is
below 5% which indicates that the model is significant. The Akaike info criterion at 12.35524 was used to select
the model. White-Hinkley is used to correct heteroskedasticity. The probability value of the GDP 0.6765% >
5% indicates that the variable is insignificant. The probability value of INFR is 0.1127% > 5% indicates that the
variable is insignificant. The probability value of FOP is 0.8628% > 5% indicates that the variable is
insignificant. The probability value of EXR is 0.080% > 5% indicates that the variable is insignificant. USDR
0.367% > 5% indicates that the variable is insignificant. The probability value of, %.0547% < 5%

indicates that the variable is significant. The probability value of GFC 0.1759% >@ates that the variable
is insignificant. ®

\
For short run effects on the variables the coefficient of GDP sugge ® the GDP is increased by 1% the
dependent variable SEVCI increases by 0.058%. The coefﬁciel\%&suggests that if the INFR is increased
by 1% the dependent variable SEVCI reduces by 74.%% coefficient of FOP suggests thatif the FOP is
increased by 1% the dependent variable SEVCI re@hy 56%. The coefficient of EXR suggests that if the
EXR is increased by 1% the dependent varia I increases by 16%. The coefficient of USDR suggests
that if the USDR is increased by 1% &gae}dent variable SEVCI increases by 19.1%. The coefficient of
SEVP suggests that if the SEVP i@geased by 1% the dependent variable SEVCI increase s by 62%. The

coefficient of GFC suggests t@w GFC is increased by 1% the dependent variable SEVCI increases by

15%.This is to be not@se are for short run effects.
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ARDL Long Run Form and Bounds Test

Dependent Variable: D(SEVCI)

Selected Model: ARDL(4, 4, 4, 3,3, 4)
Case 2: Restricted Constant and No Trend

Date: 12/18/21 Time: 11:39

Sample: 2010Q1 2020Q4
Included observations: 40

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C -3316.530 1633.911 -2.029811 0.0698
SEVCI(-1)* -2.170815 0.483670 -4.488210 0.0012
GDP(-1) 0.185499 0.080928 2.292143 0.0448
INFR(-1) 481.1484 12528.90 0.038403 0.9701
FOP(-1) 1753.319 540.7827 3.242187 0.0088
EXR(-1) 2.859163 9.038017 0.316348 0.7582
USDR(-1) -49.65605 128.8835 -0.385279 0.7081
D(SEVCI(-1)) 0.584543 0.359178 1.627446 0.1347
D(SEVCI(-2)) 0.078583 0.245051 0.320679 0.7551
D(SEVCI(-3)) 0.242837 0.144937 1.675459 0.1248
D(GDP) 0.058202 0.125949 0.462107 0.6539
D(GDP(-1)) -0.078581 0.143447 -0.547806 0.5958
D(GDP(-2)) 0.215901 0.125218 1.724206 0.1
D(GDP(-3)) 0.150785 0.130153 1.158523
D(INFR) -7458.238 3814.911 -1.955023
D(INFR(-1)) -3239.312 7968.738 -0.406502 9
D(INFR(-2)) -1520.949 6105.974 -0.2490 083
D(INFR(-3)) -8122.464 3152.095 -2.57 8%% 0.0276
D(FOP) -56.37060 286.9479 49 0.8482
D(FOP(-1)) -1309.097 478.5774 . 0.0210
D(FOP(-2)) 833.2227 475.5857 ‘ I3 93 0.1103
D(EXR) 16.05013 7.78175 62535 0.0661
D(EXR(-1)) 21.74350 6.70 AQ 3.245230 0.0088
D(EXR(-2)) 15.15198 7. %\ 2.128408 0.0592
D(USDR) 191.9756 30:744 0.831985 0.4248
D(USDR(-1)) -327.5373 13§.1344 -2.423789 0.0358
D(USDR(-2)) -77.80461 \63.463 1 -0.475977 0.6443
D(USDR(-3)) -323.7 Q 226.0349 -1.432165 0.1826
SEVP 62 IQ 23967.18 2.587687 0.0271
GFC 15% 9.472347 1.596519 0.1415
* p-value incompatible with t—E@'ﬁtribuﬁon.
NN
N\ Levels Equation
Q 2: Restricted Constant and No Trend
Variable Coefficient Std. Error t-Statistic Prob.
GDP 0.085451 0.023481 3.639129 0.0045
INFR 221.6442 5742.328 0.038598 0.9700
FOP 807.6779 226.2391 3.570019 0.0051
EXR 1.317092 3.753521 0.350895 0.7329
USDR -22.87439 54.51976 -0.419561 0.6837
C -1527.781 522.1483 -2.925953 0.0151

EC=SEVCI - (0.0855*GDP + 221.6442*INFR + 807.6779*FOP + 1.3171*EXR

-22.8744*USDR -1527.7814)
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F-Bounds Test Null Hypothesis: No levels relationship

Test Statistic Value Signif. 1(0) I(1)
Asymptotic:
n=1000
F-statistic 8.418593 10% 2.08 3
K 5 5% 2.39 3.38
2.5% 2.7 3.73
1% 3.06 4.15
Finite Sample:

Actual Sample Size 40 n=40
10% 2.306 3.353
5% 2.734 3.92

1% 3.657 5.256 \V\

Source: Author’s computation Eviews Output, 2022 %\
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F-statistics is about the upper bound test therefore there is a long run relationship. The probability value of GDP
15 0.0045% < 5% thus there is long run relationship between GDP and SEVCI.

The probability value of INFR is 0.97% > 5% thus there is no long run relationship between INFR and SEVCI.
The probability value of FOP is 0.0051% < 5% thus there is long run relationship between FOP and SEVCIL.
The probability value of EXR is 0.7329% > 5% thus there is no long run relationship between EXR and SEVCI.

The probability value of USDR is 0.6837% > 5% thus there no is long run relationship between USDR and

SEVCL Q\
&

The probability value of GDP is significant of which the coefficient of GDP i 0%; which indicates that if
\
GDP is increased by 1% then the SEVCI increases by 0.085%.The pro %Value of FOP is significantof

which the coefficient of FOP is 807 which indicates that if FOP is&{&d by 1% then the SEVCI increases by

81%. %\
/\\Q
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Dependent Variable: SHRCI

Method: ARDL

Date: 12/18/21 Time: 11:43

Sample (adjusted): 2010Q4 2020Q4

Included observations: 41 after adjustments

Maximum dependent lags: 4 (Automatic selection)

Model selection method: Akaike info criterion (AIC)

Dynamic regressors (4 lags, automatic): GDP INFR FOP EXR USDR
Fixed regressors: SHRP GFC C

Number of models evalulated: 12500

Selected Model: ARDL(1, 1,0, 3,2, 2)

Note: final equation sample is larger than selection sample
White-Hinkley (HC1) heteroskedasticity consistent standard errors and

Covariance
Variable Coefficient Std. Error t-Statistic Prob.* %Q\
SHRCI(-1) 0.143543 0.106578 1.346832 0.1906 <</
GDP 0.111590 0.071835 1.553424 0.1334 %
GDP(-1) -0.229484 0.061816 -3.712382 0.0011 \
INFR 7338.138 8550.886 0.858173 0.3993
FOP 10278.93 1069.213 9.613547 0.0000 \
FOP(-1) -372.5934 867.9976 -0.429256 0.6716 & \
FOP(-2) -1317.293 705.3257 -1.867638 0.0741 (_§
FOP(-3) 2719.189 848.6612 3.204092 0.003
EXR -16.69684 13.94140 -1.197644 0.2 {(/
EXR(-1) 8.343317 16.54409 0.504308
EXR(-2) 17.17960 13.94926 1.231578
USDR 556.7038 468.4492 1.188397 2463
USDR(-1) 1396.439 552.3143 2.528341 .0184
USDR(-2) -2288.667 208.3913 -10. 0.0000
SHRP -0.067512 0.045424 -1 6 0.1502
GFC -36.33427 24.70996 <‘ :%(3 0.1544
C 1006.756 2230.525 . 54 0.6558

selection.

Source: Author’s computation Evie@dt, 2022

*Note: p-values and any subsequent tests do not accouan
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The R-squared is 96% and Adjusted-squared is 93% which indicates that the model is best fit. The F-statistics is
below 5% which indicates that the model is significant. The Akaike info criterion at 15.10883 was used to select
the model. White-Hinkley is used to correct heteroskedasticity. The probability value of the GDP 0.1334% >
5% indicates that the variable is insignificant. The probability value of INFR is 0.3993% > 5% indicates that the
variable is insignificant. The probability value of FOP is 0.000 < 5% indicates that the variable is significant.
The probability value of EXR is 0.2428% > 5% indicates that the variable is insignificant. USDR 0.2463% >
5% indicates that the variable is insignificant. The probability value of SHRP 0.1502% >\%'mdicates that the

variable is insignificant. The probability value of GFC 0.1544% > 5%indicates that the yariable is insignificant.

N\
For short run effects on the variables the coefficient of GDP suggests th %&DP is increased by 1% the
dependent variable SHRCI increases by 0.111590%. The coefficie FR suggests that if the INFR is
increased by 1% the dependent variable SHRCI increases by 7&@oefﬁcient of FOP suggests thatif the
FOP is increased by 1% the dependent variable SHRCI @ by 102%. The coefficient of EXR suggests
that if the EXR 1is reduced by 16% the dependen &@Qle SHRCI is increased by 16%. The coefficient of
USDR suggests that if the USDR is increase QL% the dependent variable SHRCI increases by 55%. The
coefficient of SHRP suggests that if the @ﬁs increased by 1% the dependent variable SHRCI reduces by
0.067%. The coefficient of GFC Mat if the GFC is increased by 1% the dependent variable SHRCI

reduces by 36%.This is to be n@t these are for short run effects.

\
S
QQ
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ARDL Long Run Form and Bounds Test
Dependent Variable: D(SHRCI)

Selected Model: ARDL(1, 1,0, 3,2, 2)
Case 2: Restricted Constant and No Trend
Date: 12/18/21 Time: 11:44

Sample: 2010Q1 2020Q4

Included observations: 41

Conditional Error Correction Regression

Variable Coefficient Std. Error t-Statistic Prob.
C 1006.756 1962.475 0.513003 0.6126
SHRCI(-1)* -0.856457 0.118106 -7.251606 0.0000
GDP(-1) -0.117894 0.072759 -1.620346 0.1182
INFR** 7338.138 8265.018 0.887855 0.3834 Q\
FOP(-1) 11308.23 1654.440 6.835084 0.0000 %
EXR(-1) 8.826081 11.77056 0.749844 0.4606 <</
USDR(-1) -335.5246 168.1331 -1.995589 0.0574 %
D(GDP) 0.111590 0.063340 1.761741 0.0908 \
D(FOP) 10278.93 841.1954 12.21944 0.0000
D(FOP(-1)) -1401.896 933.8672 -1.501172 0.1464 \
D(FOP(-2)) -2719.189 879.9476 -3.090171 0.0050 \ \
D(EXR) -16.69684 14.97303 -1.115128 0.2758 \
D(EXR(-1)) -17.17960 14.80535 -1.160364 0.2
D(USDR) 556.7038 389.0555 1.430911 %/
D(USDR(-1)) 2288.667 345.6608 6.621135 \%
SHRP -0.067512 0.061384 -1.099833 2823
GFC -36.33427 16.38850 —2.217059\ 363
N\,
* p-value incompatible with t-Bounds distribution. &\)
** Variable interpreted as Z = Z(-1) + D(Z). (\&

. 4
Levels Equation
Case 2: Restricted Constant al? W

N
Variable Coefficient \Wr t-Statistic Prob.

GDP -0.1376 \0‘93751 -1.468290 0.1550
INFR 856 10105.92 0.847821 0.4049
FOP 13203. 1030.689 12.81036 0.0000
EXR 0.3 15.21403 0.677358 0.5047
USDR 7586 232.6748 -1.683718 0.1052
C \ 75.489 2556.210 0.459856 0.6498
\S
EC =SHRCI - (-0.1377FfGBP +8568.0134*INFR + 13203.4996*FOP + 10.3053
*EXR -391.7586 &@ +1175.4886)
F-Bounds Test Null Hypothesis: No levels relationship
Test Statistic Value Signif. 1(0) 1(1)
Asymptotic:
n=1000
F-statistic 11.36775 10% 2.08 3
K 5 5% 2.39 3.38
2.5% 2.7 3.73
1% 3.06 4.15
Finite Sample:
Actual Sample Size 41 n=45
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10% 2.276 3.297

5% 2.694 3.829
1% 3.674 5.019
Finite Sample:
n=40
10% 2.306 3.353
5% 2.734 3.92
1% 3.657 5.256

Source: Author’s computation Eviews Output,
2022

F-statistics is about the upper bound test therefore there is a long%&lationship. The

probability value of GDPis 0.155% < 5% thus there is no long ru ati\o ship between GDP
and SHRCI.

The probability value of INFR is 0.4049% > 5% thus no long run relationship
between INFR and SHRCI. The probability value of FOR is\0:000% < 5% thus there is long
run relationship between FOP and SHRCI. The prob N&W ue of EXR is 0.5047% > 5%
thus there is no long run relationship between E HRCI. The probability value of
USDR is 0.1052% > 5% thus there no is long run réldtionship between USDRand SHRCI.
The probability value of FOP is significant o i e coefficient of FOP is 13203% which
indicates that if FOP is increased by 1% th: ¢ SHRCI increases by 13%.
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