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Abstract
This study examined the impact of investment climate on the performance of manufacturing firms in Nigeria. The theoretical and
empirical information gathered from the study points to the fact that Performance of manufacturing firms is largely influenced
by the investment climate of an economy. This study is motivated by the fact that manufacturing sector is the key to development
and growth of every economy. However, one of the vital determinants of this sector is the investment climate and environment
for doing business. The specific objectives of the study are: to ascertain the impact of infrastructure on the manufacturing firms’
performance in Nigeria, to analyze the extent to which governance and institutions affect manufacturing firms’ performance in
Nigeria, to examine the impact of taxation on manufacturing firms’ performance in Nigeria and to examine the extent to which
manufacturing firms’ access to credit and how it contributes to their performance in Nigeria. The objectives were examined
with the aid of principal component analysis, instrumental variable estimation and the propensity score. The data employed
were determined from the World Bank Investment Climate Survey in Nigeria in 2009. The results of this study suggest that
infrastructure; governance/institutions and tax are significant deterrents to firm performance. Also, the average treatment
effect of accessing credit on manufacturing output is significant. The study therefore recommends that more effort be made to
minimize the effects of infrastructural deficiency, governance and institutional constraints and government ensuring that tax
burden is not completely transferred to customers, as well as increasing access to credit in other to improve firm performance

Key words: Manufacturing Firms, Investment Climate, Principal Component Analysis. Instrumental Variable Estimation,
Propensity Score

1 INTRODUCTION

The Gross Domestic Product (GDP) of Nigeria
has increased steadily over the past decade.
However, Growth in poverty levels has been

equally strong, with absolute poverty up from 54.7
percent of the population in 2004 to 60.9 percent
in 2010 (National Bureau of Statistics, 2012). It is
alleged that part of the reason for the paradox of
high growth and poverty rates is due to the econ-
omy’s over-reliance on its crude oil proceeds, as it
relatively does not involve a good percentage of its

labour given that it is capital intensive (Akinlo 2012;
Onodugo, Ikpe and Anowor 2013; Akujuru 2015).
The World Bank estimates that 80 per cent of energy
revenue in Nigeria benefits only 1 per cent of the
population (Baghebo and Atima 2013; Ogbonna and
Ebimobowei, 2012). It has therefore been a major
reform by the government to diversify the economy
and improve the non-oil sector.
To stimulate the non-oil sector and the economy
at large, the investment climate must be suitable
enough to attract investments from abroad and moti-

1Department of Economics, Imo State University Owerri, Imo State, Nigeria.
2 , Faculty of Management & International Relations. University of Vistula, Warsaw, Poland2.
3Department of Economics, Federal University Ndufu Alike Ikwo.
Address correspondence to: Callistus Ogu, Department of Economics, Imo State University Owerri, Imo State, Nigeria,

Supplementary informationThe online version of this article (https://doi.org/10.15520/jassh.v7i4.596) contains supplementary material, which is available to authorized users.
Callistus Ogu et al., 2021; Published by Innovative Journal, Inc. This Open Access article is distributed under the terms of the Creative Commons License
(http://creativecommons.org/licenses/by/4.0), which permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited.

INNOVATIVE JOURNAL 1689

https://doi.org/10.15520/jassh.v7i4.596
https://doi.org/10.15520/jassh.v7i4.596
http://jassh.info/index.php/jassh/index


INVESTMENT CLIMATE AND MANUFACTURING FIRM'S PERFORMANCE IN
NIGERIA
vate new ones or motivate existing enterprises to
attain new heights. That is, the economic and finan-
cial situation of an economy reflects the degree in
which individuals and businesses units are willing to
lend money or/and invest in the businesses operat-
ing there. The prevailing outlook and general mood
of the investing public and institutions of a place
or economy is referred to as the investment climate
of that place or economy (Mutuku, 2015). It could
simply be referred to as the institutional, policy and
regulatory environment in which firms operate. The
investment climate is largely dependent on the cur-
rent and anticipated economic situation, yet shaped
by political and social factors. The better the invest-
ment climate, the healthier the economy is in doing
business.
There exist several factors that affect investment
climate and hence the interest of doing business,
some of them include: poverty, criminal activi-
ties, physical and economic infrastructure, available
workforce, national security, political instability,
regime instability, taxes, rule of law, property rights,
government regulations, government transparency
and government accountability (World Development
Report, 2015; Yang, Wang, Chen and Yuan 2011;
Fankhauser & Lavric 2003). These factors tend to
attract or discourage firms into the economy or to
affect the performance of existing enterprises in the
course of doing business.
The variations in the investment climate have sig-
nificantly contributed in explaining differences in
competitiveness levels, growth and prosperity across
economies (Investment Climate Assessment, 2004;
Bakare 2013). Enhancing the investment climate of
client countries is one of the two pillars of the World
BankGroup’s (WBG’s) methods of enhancing effec-
tive development and is central to the 2002 Private
Sector Development Strategy (Operations Evalua-
tion Department, 2004; Hallberg 2005). Due to the
factors that determine investment climate, it tends to
vary from one place to another. The figure below
shows the investment climate across some selected
countries; using the percentage of firms expected to
bribe to get an operating license and the cost of start-
ing a business.

Fig. 1: InvestmentClimate Across some selected countries

Source: Motta, Oviedo and Santini, (2010).

Figure 1.1 above shows that 40% of firms are

expected to bribe to get an operating license in Nige-

ria, while firms spend 25% of their income per capita

to start business. Nigeria is 32nd of the 38 developing

countries sampled above, in terms of the percentage

of firms that bribe to get an operating license.

Nigeria is Africa’s most populous country estimated

to be about 173.6 million in 2013(World Bank,

2014). This huge population makes it difficult for

the public sector to employ a good percentage and

improve welfare on its own. This therefore implies

that for the welfare of the nation to be desirable the

private sector must be vibrant which is in turn highly

dependent on the investment climate of the economy.

Nigeria, like several other developing countries have

faced stringent setbacks in boosting their investment

climate. Their performance in several indicators has

been a call for concern over the years. This is illus-

trated below;
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Table 1. Nigeria'sSelected Indices and Rankings -2013
Investment climate Statement

Source: U S Department of State Diplomacy in
Action
Note: where MCC is the U.S government’s Mil-
lennium Challenge Corporation fact sheet
Table 1.1 above suggests that Nigeria’s ranking of 
the first three indicators (transparency international, 
World Bank doing business index and Heritage eco-
nomic freedom index) is very poor considering its 
resource potential. The other indicators all show a 
performance that is less than 50%, apart from the 
quality of regulation (58%), Natural resource man-
agement (65%) and access to credit (88%). On the 
other hand, access to land still faces serious setbacks 
as it is only 10% performing. These indices there-
fore show an overall unattractive investment climate. 
All these indicators play various roles on investment 
decisions to invest in Nigeria and the performance 
of already existing firms. However, other chal-
lenges impacting on the Nigerian investment climate 
include; high rate of unemployment, dependence on 
oil revenue, overdependence on imports, huge 
infrastructure deficit, security concerns, low 
capacity in Public Private Partnership (PPP) 
management, lack of access to long-term fund, 
incidences of corruption. These challenges reduce 
investment attractiveness to foreign investors and 
therefore worsen her chances with her competitors.

 in the course of their day-to-day production.

“The state of a country’s business and investment
climate is a key factor in that country’s ability to
attract foreign investment and develop small and
medium enterprises. Transnational enterprises pre-
fer to invest in enterprises in countries with a healthy
business climate – where cost, delay, and risk are
minimized. In addition, SMEs are more likely to
flourish in a climate where they are not overbur-
dened by taxes and regulations…the investment cli-
mate is a critical factor and should not be underesti-
mated”( Organization for Security and Co-operation
in Europe, 2006).
Investors often search for a predictable and satis-
factory return on their investment in order to attain
a competitive return (OSCE, 2006). They further
posit that a poor investment climate as a result of
the nature of taxes, fees, fines, corruption and added
need for services (lawyers, accountants, consultants,
etc.) increases the cost of the investment trans-
action; an investor may seek investment opportu-
nity elsewhere, while existing firms might fold or
just manage small profit margins. Dollar, Hallward-
Driemeier andMengistae (2003) show that firm level
accumulation and growth is higher where investment
climate is good. While Okafor (2010) equally posits
that a good investment climate is key to poverty
reduction and growth. However, variances in the
investment climate of different countries/economies
could be highly attributed to the reforms and policies
put in place.
Nigeria has pursued several economic reforms over 
the years that directly or indirectly aimed at improv-
ing the business or investment climate of the nation. 
Some of them include the Structural Adjustment Pro-
gramme (SAP) aimed at liberalizing the economy 
to attract foreign investors, The National Economic 
Empowerment and Development Strategy 
(NEEDS), Millenium Development Goals (MDG), 7 
POINT Agenda, Vision 20-2020 amongst others. 
Nige-ria has also set up commissions and 
institutions to improve the investment climate of the 
nation. The Nigerian Investment Promotion 
Commission (NIPC) has been in the fore front on 
investment promotion in Nigeria. 
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The Nigerian Export–Import (NEXIM) Bank was 
established in 1991 as Nigeria’s export credit 
agency. Apart from promoting diversifica-tion of 
production in Nigeria for exports, the bank also 
attracts foreign investment capital for the devel-
opment and growth of specific targeted industries 
and key sectors of the economy (Nigerian Export 
Import Bank, 2015). Also, the Infrastructure Con-
cession and Regulatory Commission (ICRC) was 
established to smooth the progress of private sec-
tor infrastructural funding. Nevertheless, the invest-
ment climate remains relatively unattractive accord-
ing to the statistics shown above.
The importance of the manufacturing sector in every 
economy cannot be overemphasized as developed 
nations are said to have exploited their manufactur-
ing sector to gain local and foreign markets hence 
making gains in international trade. The manufactur-
ing sector projects the industrial strength of a nation 
and leads it to a stage of high mass production char-
acterized with developed economies. However, the 
general performance of manufacturing firms in Nige-
ria has been discouraging over the years. The fig-
ure below shows the contribution of the manufactur-
ing sector to National GDP between 1990 and 2012 
according to the central bank annual statistical Bul-
letin (CBN).

Fig. 2: Author'sComputaƟon of data fromCentral Bank of Nige-
ria (2012)

Figure 1.2 shows a persistent decrease in the contri-
bution of the manufacturing sector to national GDP
from about 23% in 1990, 3.67% in the year 2000

to about 1.88% in 2012. This shows a very serious
problemwith this sector. Amongst several factor that
might influence the performance of a manufacturing
sector, the most important and most encompassing is
the investment climate of that economy.
1.2 Statement of the Problem
To a great extent, the performance of firms in any
economy is determined by certain environmental
factors which include macroeconomic policy, infras-
tructure, finance, taxes, corruption, political stabil-
ity, economic stability amongst others; the behaviour
of these factors have recently gained center stage
in explaining variances in the investment climate
that have significantly contributed in explaining dif-
ferences in competitiveness, growth and prosperity
across economies/countries/regions (Bakare, 2013;
Okafor 2010). It is therefore imperative for develop-
ing countries such as Nigeria to use this instrument
to attract more firms and boost existing ones hence
enhancing prosperity and ensuring growth.
Despite the numerous policies instituted by the Fed-
eral government of Nigeria the statistics of invest-
ment climate are not favorable, especially when
compared to other developing countries. Nigeria is at
present considered as a risk-bound market for invest-
ment destination due to poor political governance
system, unsecured macroeconomic policy, corrup-
tion and inadequate infrastructures among others and
several investors have recently begun to relocate
their investments and portfolios away from Nigeria
apparently due to the unsustainable investment cli-
mate (Chea 2012; Bakare 2013). Nigeria was ranked
170th in 2015 and 169thin 2016 out of 189 economies
in terms of the World Bank’s ease of doing business
ranking (World Bank, 2016).
Furthermore, The World Bank in 2015 ranked Nige-
ria 187th out of 189 countries for ease of obtaining
electricity for business. Also, Nigeria scored 26% in
Transparency International’s 2015 Corruption Per-
ception Index (CPI), placing it in the 136th posi-
tion out of the 167 countries ranked (Transparency
International, 2015).All these paint a negative image
for intending investors, but more importantly, it lim-
its the current efforts by the government on diver-
sification and revamping of the private sector. The
problems with the investment climate of Nigeria are
numerous and can be regrouped into macroeconomic
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policy, infrastructure, finance, corruption, political
situation, economic stability. This is evident with
the statistics quoted above. It is therefore important
to ascertain to what extent these investment climate
indicators affect Manufacturing firms.
This therefore forms the economic problem which
this study aims to investigate. Several studies have
however shown interests in examining the general
behaviour of the investment climate and how it
affects firms in Nigeria. However, these studies used
time series analysis, and therefore did not exploit
the specific outcome of a cross sectional micro sur-
vey as is the case with this study. Adebisi and
Gbegi(2013) and Nwosu, Orji, Nnetu and Nwangwu
(2014) did micro-cross sectional studies, however,
while Adebisi and Gbegi (2013) examined the effect
of multiple taxation on SMEs survival, Nwosu et
al., (2014) examined female discrimination to credit
access. The scarcity of micro studies on the sub-
ject is undoubtedly due to the paucity of such data
in the country. This study therefore uses the World
Bank investment survey to analyse the impact of
the investment climate on the manufacturing firms
in Nigeria, with specific focus on the infrastruc-
tural indicator of investment climate, governance
and institutions as well as the access to finance of
enterprises in Nigeria.

1.3 Objectives of the study
The broad objective is to examine the impact of the
Nigerian investment climate onmanufacturing firms.
The study employs the following specific objectives
to address the broad objective:
i) To estimate the impact of infrastructure on the
manufacturing firms’ performance in Nigeria.
ii) To estimate the effects of governance and institu-
tions on manufacturing firms’ performance in Nige-
ria.
iii) To ascertain the impact of taxation on manufac-
turing firms’ performance in Nigeria
iv) To ascertain the effect of access to credit on the
performance of manufacturing firms in Nigeria
1.4 Justification of the study
A market friendly investment climate would attract
higher investment and develop faster than their peers
(Veeramani and Goldar 2004). It is on this premise

that this study seeks to ascertain to what extent its
investment climate has affected the performance of
its manufacturing sector and proffer recommenda-
tions from the findings to boost the sector and limit
the constraints. The findings of this study will
therefore go a long way to inform administrators
of the current status of the significant indicators of
the Nigerian investment climate and to what extent
they affect manufacturing firms. This study should
also be able to guide policy designers and imple-
menters on the extent to which manufacturing firms
access finance, and help them appreciate the exist-
ing policies in that regard with the intent of readjust-
ing where necessary. The research work will also
aid researchers as it contributes to existing knowl-
edge on the subject and then suggest areas for further
research.
1.5 Scope of the study
According to OSCE, (2006) the investment climate
could be described by three wide-ranging sets of
variables: Macroeconomic policies (for example;
fiscal, monetary and trade policies), Governance and
institutions; and Infrastructure. However, due to
the nature of this study and data, only two of these
broad definitions were taken into consideration. The
data used was the World Bank Investment Climate
Survey of Nigeria carried out in 2009. The gover-
nance and institutional aspects were proxied by pol-
icy uncertainty, political instability, corruption and
security (such as crime, theft and disorder). While
the Infrastructural aspects were determined with the
aid of: the telecommunication indicator, electric-
ity, transportation and availability of infrastructure.
The access to finance indicator will be examined as
one of the investment climate indicators as desig-
nated in other studies. Tax was also considered as
an independent indicator in the investment climate of
manufacturing firms. The World Bank Investment
Climate Survey to be used covers 26 states of the
Federal Republic of Nigeria, which constitutes the
study’s area of concentration. The study is a Nige-
rian based study, employing a cross sectional survey
of 26 states.

2 LITERATURE REVIEW

2.1.1 Conceptual Literature
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There exists no clear cut definition of investment cli-
mate as it encompasses several issues and is affected
by many macroeconomic and microeconomic risks.
However it could be referred to as the institutional,
policy and regulatory environment in which firms
operate. Key determinants of the investment cli-
mate include economic and political stability, rule
of law, infrastructure, approaches to regulations and
taxes, functioning of labor and finance markets, and
broader features of governance. A good investment
climate fosters productive private investment and
economic growth by creating opportunities for the
private sector to invest, create jobs, and lay the foun-
dations for long-term business success (World Bank,
2005). The investment climate depends largely on
the current and anticipated economic situation but is
also shaped by political and social factors. If the
outlook is positive, the investment climate is said
to be bullish; if it is negative the climate is bear-
ish. From another perspective, an investment cli-
mate is composed of location-specific factors (incen-
tives and opportunities) that determine if investors
will risk their capital in financing a particular project.
Investment climate is affected by many factors,
including: poverty, crime, infrastructure, workforce,
national security, political instability, regime uncer-
tainty, taxes, rule of law, property rights, government
regulations, government transparency and govern-
ment accountability. An unfavorable investment cli-
mate is one of the many hindrances faced by under-
developed nations. Regulatory reform is often a key
component of removing the barriers to investment. A
number of nonprofit organizations have been estab-
lished for the purpose of improving the investment
climate and spurring economic development in these
countries. Also, some investors are willing to take
on the high level of risk and volatility associated
with investing in an unfavorable climate because of
the potential that the high risk will be rewarded with
high returns. The South Africa Investment Climate
Assessment (2005) show that the investment climate
is made up of the many location-specific factors that
shape the opportunities and incentives for firms to
invest productively, create jobs, and expand. These
factors include macroeconomic and regulatory poli-
cies; the security of property rights and the rule of
law; and the quality of supporting institutions such
as physical and financial infrastructure.

In this study however, these indicators of investment
climate are grouped into three broad sets: Macroeco-
nomic policies, Governance/institutions; and Infras-
tructure. This is in line with OSCE, (2006) who
defines investment climate by these three broad sets
of variables. However, given the nature of the study
– cross sectional micro analysis, the study concen-
trates on Governance and institutions; and Infras-
tructure, while macroeconomic policies are left out.
Nevertheless, these two broad sets are composed of
most of the indicators that give a firm grasp of the
general investment climate. The indicators are fur-
ther discussed below;
2.1.2 Governance and institutions
This indicator is formed by a composite of variables
which include: taxes, policy uncertainty, political
instability, corruption and security.

. Policy Uncertainty:

Policy uncertainty is a class of economic risk where
the future path of government policy is uncertain,
raising risk premia and leading businesses and indi-
viduals to delay spending and investment until this
uncertainty has been resolved (Baker, Bloom and
Davis 2011). Policy uncertainty may refer to uncer-
tainty about monetary or fiscal policy, the tax or
regulatory regime, or uncertainty over electoral out-
comes that will influence political leadership. Policy
uncertainty is often also referred to as regime uncer-
tainty. Alao and Adebawojo (2012) Ricco, Calle-
gari and Cimadomo (2014) use empirical evidences
to show that there exist a relationship between policy
uncertainty and investment.

Political instability could be referred to a situation
where by a country or economy is currently going
through political turmoil. It may also involve the
death of people within that country and in many
cases the country detoriates in terms of its economic
progress. Examples of political instabilities include
political wars, coups, power tussles, amongst others.
Noteworthy is the fact that such political instabilities
usually affect the smooth functionalism of the
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There exist empirical evidence that political instabil-
ity affects economic growth, other macroeconomic
indicators and most especially investments (Alesina,
Roubini, Ozler and Swagel 1992; Berthelemy,
Kauffmann, Renald andWegner (2002). Berthelemy
J., Kauffmann C., Renald L. and Wegner L. (2002).
Political instability, political regimes and economic
performance in African countries. OECD Develop-
ment Centre.

Corruption could be defined as the misuse of public
power by elected politician or appointed civil servant
for private gain. Corruption affects firms in terms of
hindering its smooth operations. Most firms in cor-
rupt nations including Nigeria experience setbacks in
terms of processing documents at government insti-
tutions for one reason or another and so increase their
cost of production.

Taxation refers to the practice of a government col-
lecting money from its citizens to pay for public ser-
vices. Without taxation, there would be no public
libraries or parks. Taxation in itself is not bad, as sev-
eral governments have recorded success stories from
the proceeds of taxation. Nevertheless, the manner
and worth of taxation may be a major setback on
manufacturing firms. If the tax is higher than the
firm’s ability to pay, then the manufacturing firm
will experience a downturn in output.
2.1.3 Infrastructural Vector

Telecommunication is the exchange of information
over considerable distances by electronic means.
Today telecommunication is much advanced due to
the huge technological progress. Telephones for pri-
vate and corporate bodies have made business eas-
ier and operationalization of firms easier. However,
these also depend on several factors that are often not
stable such as the electricity amongst others.

. Electricity
Electricity is another significant infrastructural indi-
cator as it might not only discourage investors, but

will lead existing firms to possible bankruptcy due
to over dependence on the alternatives; in most cases
fuel-engineered generators. In Nigeria, generators
are almost in every household and most especially
firms which increases the cost of production andmay
affect output if the firm tends to ration consumption
of fuel on the generator.

.Transportation
Is a key infrastructural indicator in investment cli-
mate? Transportation connects raw materials to
industries and then the industries to markets and so
every investor. This therefore warrants that every
investor would investigate the accessibility of both
inputs and markets before establishing its firm.
2.2 Theoretical Literature
2.2.1 The Neoclassical Theory
The neoclassicaltheory of optimal capital accumu-
lation is often referred to as a theory of investment
behavior based on a great number of alternativev-
ersions of the theory. Reduced to its barest essen-
tials,the theory requires only that capital accumu-
lation be based on theobjective of maximizing the
utility of a stream of consumption.The neoclassical
theory states that a firm starts from an optimiza-
tion behavior. Its main objective is to maximize the
present value of its net cash flows subject to tech-
nological constraint summarized by the production
function. This theory can be divided into two stages,
the earlier version or approach developed by Jorgen-

son derives the optimal capital stock under constant
returns to scale and exogenously given output. To

investment. This neoclassical theory of investment
has a couple of draw backs.
Assumption of exogenously given output (which
makes optimal capital stock determinate) is inconsis-
tent with perfect competition. The theory itself can-
not determine the rate of investment since it relies on
an ad hoc stock adjustment mechanism. Some sort of
adjustment costs were introduced implicitly through
the distributed lag function for investment.
These points were discovered by Lucas (1971),
Gould (1968), Uzawa(1969) and Treadway (1969)
their solutions were to introduce the cost of installing
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new investment goods in the firm’s optimization
problems.
In their formulation, capital stock is given to the
firm at each movement of time because of the adjust-
ment costs in changing capital stock, what the firm
can control at each movement of time in the rate of
investment not the capital stock.
2.2.2 Jorgenson’s Model
Jorgenson (1963) consider the problem of a firm
that produces output using capital (k) as its only
input. The Jorgenson theory assumes that fixed
asset investment is described as a process of opti-
mal capital stock adjustment, showing that capital-
labour ratios adapt to relative factor price changes,
where the relative factor price of capital is measured
as the user or rental cost of capital. This model
is also seen as the user cost of capital model. It
concentrates on the average long term behaviour of
investment as determined by the requirement that the
expected returns over the life of a project exceeds its
cost (Zarnowitz 1985).The Jorgenson theory is estab-
lished with the relationship,
y = f(k)
Jorgensen opines that, in a case with no taxes and no
capital market frictions of any kind, an investor must
be indifferent between putting his money in the bank
and earning interest at rate, and buying a unit of capi-
tal, renting it out, and then reselling it the next period.
Jorgenson assumed capital stock adjustment to be
instantaneous, adjustment cost are zero and invest-
ment decisions are completely reversible. This
means that investors do not have to look to the
future because they can respond so quickly and effec-
tively when the time comes and so their expecta-
tions are essentially static. This approach was sub-
ject to wide spread criticisms from all camps and
also from orthodox theories. A lag range of empir-
ical testing was carried with this model but most
didn’t perform well for a wide range of reasons. One
of the most fundamental problems came in specify-
ing the lag structures: it is difficult to separate the
impacts on lag structure of expectations about the
future versus other factors such as delivery, adjust-
ment, installation lags. In addition, the rate of invest-
ment over time is undefined in jorgenson’s models

given instantaneous capital stock adjustment and no
adjustment cost (junanker 1972).
2.2.3 TobinsQTheory andAdjustment Cost The-
ories of Investment
The Q theory is a theory of investment behaviour
developed by the US economist James Tobin, com-
monly referred to as Tobin’s Q theory. According
to Brainard and Tobin (1968), the formula is pur-
ported to relate the market value of shares issued by
a company to the replacement cost associated with
the company’s assets. Tobin opines that the market
value and the replacement cost would be more or less
equal, creating a state of equilibrium. In Tobin’s Q
theory, the market value of the existing shares issued
by the company is divided by the replacement cost of
the share capital. Tobin was of the opinion that if a
firm can freely change its capital stock, then it will
continue to increase or decrease its capital stock until
Q is equal to infinity.
The Tobins “Q” measures the performance for firms
in the capital market. It is seen as the ratio of the
market value of a firm’s assets (as measured by the
market value of its outstanding stock and debt) to the
replacement cost of the firm’s assets. This measure
of performance is not used as often as either rates of
return or price cost-margins. Tobin reasoned that if
themarket value physical capital of a firm exceeds its
replacement cost, then capital has more value in the
firm than outside the firm. The Q theorist begins by
incorporating positive adjustment cost into the mod-
els. Abel (1983) defines internal adjustment cost as
the output losses that arise within a firm as a result
of adapting to flow of new investments.
If the market value reflected solely the recorded
assets of a company, Tobin’s q would be 1.0.
If Tobin’s q is greater than 1.0, then the market value
is greater than the value of the company’s recorded
assets. This suggests that the market value reflects
some unmeasured or unrecorded assets of the com-
pany. High Tobin’s q values encourage companies to
invest more in capital because they are ”worth” more
than the price they paid for. Tobin’s Q is defined as
the market value of the firm divided by the replace-
ment cost of capital represented as:
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If a company’s stock price (which is a measure of the
company’s capital market value) is $2 and the price
of the capital in the current market is $1; the com-
pany can issue shares and with the proceeds invest
in capital, in this case Q>1.
On the other hand, if Tobin’s q is less than 1, the mar-
ket value is less than the recorded value of the assets
of the company. This suggests that the market may
be undervaluing the company, so the theory proposes
the sales of some assets at this point, since they are
not used to the best advantage. The idea therefore
is that, selling of assets that are not directly related
to profit generation will help to move the company
closer to a state of equilibrium.
2.2.4 Keynesian Investment Theory
According to Fazzari (1989) John Maynard Keynes
emphasized the central role of investment in the the-
ory of aggregate output and employment. His ideas
differed from traditional views in two fundamental
ways;

[noitemsep,nolistsep,topsep=5pt]The impor-
tance of investment did not result only from
its long run effect on capital stock growth. It
resulted from investment as its driving force of
aggregate demand and short run fluctuations in
economic activity. Keynes rejected the micro
foundation of investment that was based exclu-
sively on technological conditions of capital
productivity by stressing uncertainty, finance
and monetary factors as fundamental determi-
nants of investment.

A major contribution to the investment theory by
Keynes was to develop conditions under which
money broadly conceived, mattered for the real per-
formance of the macro economy.
Keynes theory opines that, investments are not deter-
mined by some underlying optimal capital stock
rather, genuine or radicaluncertainty takes a central
position. Keynes believed that human beings were
dominated by their “animal spirit” combined with
irrational and volatile expectations thereby, mak-
ing the thought of investment as an adjustment pro-
cess toward equilibrium futile. One of Keynes’ fun-
damental contributions was to develop conditions

under which “money”, broadly conceived, mattered
for the real performance of the macro-economy.
These two major aspects of the theory that have
been emphasized in post-Keynesian research are the
Lender’s risk and borrower’s risk.
The Lender’s risk is that situation in which Keynes
states that, as investment rises, “lenders” become
more and more reluctant to finance marginal
projects. Minsky (1975) refers to this risk as an
increase of the marginal supply price of investment
facing firms. That is, the effective cost of capital
goods but it also incorporates the present value of the
debt service commitment set up to finance the invest-
ment project. As the cost of finance rises, the supply
rises (Fazzari and Mott, 1986). Minsky argues that
this kind of risks actually shows up in contracts as
higher interest rates when borrowing increase or as
collateral requirements or other restrictive covenants
in debt contracts.

These circumstances therefore explain a link
between a firm’s financial structure and its invest-
ment. Firms with good investment projects face a
higher cost of external capital than their opportunity
cost of using internal funds because the cost of exter-
nal funds include a premium to compensate lenders
for the risk of inadvertently funding bad projects.

The lender’s risk might be the most obvious mani-
festation of the intrusion of financial effects on real
decision making, but the borrower’s risk explain
the situation in which financial conditions have an
impact on real decisions. Minsky (1975) describes
this risk as “doubts in the mind of the entrepreneur”
and argues that this is the only relevant financial
factor if a man ventures his own money. Similarly
Kalecki (1937) explains an increase in the marginal
opportunity cost of investment, or, equivalently a
reduction in the marginal demand price for invest-
ment goods, because the more of one’s wealth tied
up in a particular fixed investment, the more dan-
ger one is exposed to in the event of failure. If bor-
rower’s risk arises from entrepreneurs’ risk aversion
then diversification seems to provide the obvious
solution. Systematic un-diversifiable risk may affect
economic performance, but this effect is untimely
rooted in exogenous preferences, and therefore does
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not change the taste and technology view of neoclas-
sical thought.
2.3 Empirical Literature
2.3.1 Global Evidence
Empirical literature on the assessment of investment
climate abound. Those that have been investigated
outside Nigeria include; Eifert Gelb and Ramachan-
dran (2005) examined the comparative advantage
of the business environment in Africa. This paper
ties together the macroeconomic andmicroeconomic
evidence on the competitiveness of African manu-
facturing sectors. The estimates confirm that Africa
is high-cost relative to its levels of income and pro-
ductivity. They compare this finding with firm-
level evidence from surveys undertaken for Invest-
ment Climate Assessments in 2000-2004. These
confirm a pattern of generally low productivity, and
also suggest the importance of high indirect costs
and business-environment-related losses in depress-
ing the productivity of African firms relative to those
in other countries. There are differences between
African countries, however, with some showing evi-
dence of a stronger business community and better
business climate. Also, the authors adopt a political-
economy perspective on the prospects for reform of
Africa’s business climate, considering African atti-
tudes to business and the fractured nature of African
business sectors as between indigenous, minority
and foreign investors. The latter have far higher pro-
ductivity and a greater propensity to export; how-
ever, Africa’s difficult business climate and the ten-
dency to overcome this by working in ethnic net-
works slows new entry and may decrease the incen-
tives of key parts of the business community form
constituting an aggressive pressure group for reform.
Even though reforms are moving forward in several
countries, this slows their impact and raises the pos-
sibility that countries settle into a low-productivity
equilibrium.
Moreover, Kinda, Plane and Veganzones-
Varoudakis (2009) investigates the relationship
between firm-level technical efficiency and the
investment climate for 22 developing economies and
eight manufacturing industries. They used descrip-
tive and econometric analysis to show that, on aver-
age, enterprises in the Middle East and North Africa
have performed poorly compared with other coun-
tries in the sample. The exception isMorocco, whose

various measures of firm-level productivity rank
close to the ones of the most productive economies.
The analysis also reveals that the competitiveness
of countries in the region has been handicapped by
high unit labor cost, compared with main competi-
tors like China and India. The analysis reveals that
some industries, more exposed to international com-
petition, are more sensitive to investment climate
deficiencies. For some industries, this is also true
for small and medium domestic enterprises that do
not have the possibility to influence their investment
climate or choose their location. These findings bear
clear policy implications by showing that increasing
firms’ size and improving the investment climate (in
particular of small and medium firms and industries
more exposed to international competition) could
constitute a powerful means of industrial develop-
ment and competitiveness, in the Middle East and
North Africa region in particular.
Also, Kinda, Plane and Veganzones-Varoudakis
(2011) examined the firm productive performances
in five Middle East and North African (MENA)
economies and eight manufacturing industries are
compared to those in 17 other developing countries.
Their findings suggests that, although the broad pic-
ture hides some heterogeneity, enterprises in MENA
often performed inadequately compared to MENA
status of middle-income economies, with the excep-
tion of Morocco and, to some extent, Saudi Arabia.
Firm competitiveness is a more constant constraint,
with a unit labor cost higher than in most competitor
countries, as well as investment climate (IC) defi-
ciencies. Their results also shows how IC matters
for firm productivity through the quality of infras-
tructure, the experience and education of the labor
force, the cost and access to financing, and different
dimensions of the government-business relationship.
These findings bear important policy implications by
showingwhich dimensions of the IC, in which indus-
try, could help manufacturing in MENA to be more
competitive in the globalization context.
And, Balchin and Edwards (2011) investigates
whether high business and trade costs associated
with Africa’s trade-related infrastructure, trade insti-
tutions and the regulatory environment have con-
tributed towards its mediocre trade performance.
They focus on eight African countries; Egypt,
Kenya, Madagascar, Mauritius, Morocco, South
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Africa, Tanzania and Zambia. The authors employed
the World Bank’s investment climate surveys. The
results of the study suggest that the business cli-
mate, as measured using principal components for
micro-level supply constraints, macroeconomic con-
ditions and the legal environment, is closely asso-
ciated with firm-level export propensity. Improve-
ments in domestic policy may therefore have a con-
siderable positive impact on manufacturing export
performance in Africa.
From a cross country perspective Aterido, Hallward-
Driemeier and Pages (2007) examined the impact
of the investment climate on employment growth.
Using firm level data on 70,000 enterprises in 107
countries, this paper finds important effects of access
to finance, business regulations, corruption, and to a
lesser extent, infrastructure bottlenecks in explaining
patterns of job creation at the firm level. The study
opines that, the differences across size categories
come from two sources. First, objective conditions
of the business environment do vary systematically
by firm types. Micro and small firms have less access
to formal finance, pay more in bribes than do larger
firms, and face greater interruptions in infrastructure
services. Larger firms spend significantly more time
dealing with officials and red tape. Second, even
controlling for these differences in objective condi-
tions, there is evidence of significant non-linearities
in their impact on employment growth. The results
suggest strong composition effects: A weak business
environment shifts downward the size distribution of
firms. In the case of finance and business regula-
tions this occurs by reducing the employment growth
of all firms, particularly micro and small firms. On
the other hand, corruption and poor access to infras-
tructure reduce employment growth by affecting the
growth of medium size and large firms. With sig-
nificant differences between firms with less than 10
employees and SMEs, these results indicate signifi-
cant reforms are needed to spur micro firms to grow
into the ranks of the SMEs.
In addition, Investment Climate Assessment (2004)
investigated the investment climate of India as it
relates to the manufacturing industry. They use firm-
level data from the joint World Bank CII Investment
Climate survey of Indian manufacturing companies
in addition to the Indian government’s Annual Sur-
vey of Industry. The results show amongst many

other findings that, the labor productivity and total
factor productivity are much higher in the better cli-
mate, higher FDI states. Labor productivity (defined
as value added per worker) is more than 20 percent
higher in the six states that have attracted practically
the whole of FDI to India; the so-called high-FDI
states. This is also true for the better climate states.
Better climate, high FDI states have attracted more
investment in plant and equipment than other parts
of India. The rate of net fixed-capital formation in
better climate states is5.2 percent, against less than
0.4 percent in other states; it is 6.3 percent in high-
FDI states, compared with 1.6 percent in low-FDI
states. The cumulative outcome of these differences
in capital formation? The average employee is better
equipped with machines and tools in high-FDI states
or in low-cost cities than in other states and cities.
Yes, workers in better climate or high-FDI states are
more skilled or better equipped. Those advantages
aside, labor productivity is still higher in these states
than elsewhere in India because total factor produc-
tivity (TFP) is also higher for the better climate states
and high-FDI states - higher by 50 percent.
And, Ahiawodzi and Adade (2012) examined the
effect of access to credit on the growth of Small and
Medium Scale Enterprises (SMEs) in the Ho Munic-
ipality of Volta Region of Ghana by using both sur-
vey and econometric methods. The survey involved
a sample of 78 SMEs in the manufacturing sector
from the Ho Municipality. The specified economet-
ric model has firm growth as the dependent vari-
able, and the independent variables include access to
credit, total current investment, age of the firm, start-
up capital, education level and annual turnover of the
firm. Both survey and econometric results show that
access to credit exerts a significant positive effect on
growth of SMEs in the Ho-Municipality of Ghana-
the main policy implication of the study therefore is
that the government should try hard tomeet the credit
needs of the SMEs in the country for a speedy eco-
nomic growth
2.3.2 Nigerian Evidence
The significance of this study has motivated sev-
eral other researchers to examine different aspects
in Nigeria. Some of the studies that address firm
performance include: Ocheni and Gemade (2015)
examined the effects of multiple taxation on the
performance of small and medium scale enterprises
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(SMEs). The study involves a survey research
design with a population of 91. The researchers
derived their sample size to arrive at 74 and a self-
administered questionnaire was used to collect data.
This data was quantitatively analyzed with simple
percentages and the research hypotheses were tested
with ANOVA. Findings revealed that multiple tax-
ation has negative effect on SMEs’ survival and the
relationship between SMEs’size and its ability to pay
taxes is significant. The research recommends that
government should come up with uniform tax poli-
cies that will favour the development of SMEs in
Nigeria and government should put into considera-
tion the size of SMEs when formulating tax policies.
Furthermore, Ohaka and Dagogo (2015) examined
the influences of tax incentives on cash flow of man-
ufacturing corporations in Nigeria. Sixty quoted
manufacturing companies in Nigeria constituted the
sample of this study and secondary data fromNigeria
Stock Exchange fact book were complemented with
ordinal data collected via questionnaire. The stated
hypotheses were statistically tested with paired t-test
of two means from the same sample. T-test was
eventually used because of the ordinal data, which
might not satisfy the condition of normal distribu-
tion. The findings revealed that tax incentives signif-
icantly increased the mean cash flows from financ-
ing, investing and operating activities of Nigerian
manufacturing corporations. It was therefore rec-
ommended that Nigerian government should provide
adequate tax incentives for manufacturers in Nigeria,
if vision of becoming one of the top twenty nations
by the year 2020 must be realized.
In addition, Olowu and Hamza (2013) examined
the impact of investment climate reforms on busi-
ness operations in Nigeria. The study is qualitative
and descriptive in nature and used secondary data to
test the efficacy of some of these reforms in some
small, medium and large manufacturing sector to see
whether or not reforms in Nigerian investment cli-
mate have or otherwise improved the level of For-
eign Direct Investment (FDI) which will translate to
economic growth and development, and reduces the
cost of doing business in Nigeria.
Moreover, Gado (2015) investigated the impact of
the Nigerian business environment on company per-
formance of 20 most capitalised companies in Nige-
ria. This research uses the Ordinary Least Square

and simple multiple correlation methods to show
the impact of the Nigerian business environment on
the performance of these companies. Collectively,
the variables of the environment have significant
and positive impact on the companies’ performance.
Government expenditure and inflation have positive
impact while exchange rate and interest rate have
negative impact but on the whole there was a posi-
tive and significant impact. Amongst the recommen-
dations are that Government should pay more atten-
tion to capital expenditure on vital sectors like infras-
tructures and education while maintaining fiscal sta-
bility. The private sector should partner with Gov-
ernment in infrastructural investment instead of each
company providing its own infrastructures.
Abiodun (2014) examined the problems and
prospects of Small and medium scale enterprises in
Nigeria. The researcher examined small andmedium
scale enterprises in Nigeria in relation to those chal-
lenges which affects SMEs from developing capac-
ity to realizing its full potentials as well the prospect
for improvement and development for employment
generation, economic growth and national develop-
ment. The study used qualitative tools to show that
invigorating SMEs with strengthened commitment
to economic reform would offer a turning point in
facilitating the recovery of Nigeria economy and
national development.
Meseko (2015) examined the investment climate of
Nigeria and the effect it could have on economic
development. Primary data were gathered randomly
form investors and quantitatively analyzed using
Likert scale and T-test to determine the authentic-
ity of the hypothesis proposed in the questionnaire.
The result shows that the Nigeria culture and value
system have positive impact on Nigeria investment
climate, the financial institutions in Nigeria are effi-
cient and able to drive a positive investment climate,
the Nigeria stock exchange is efficient, it is not dif-
ficult to acquire real estate for business purpose in
Nigeria at affordable prices, communication chan-
nels like email, telecommunication etc. are efficient,
the possibility of natural disaster is very low, and
it’s not difficult to get credit facilities. On the neg-
ative front, security threats is an impediment to free
movement, infrastructures like roads, railways, air-
ports, sea-ports and electricity are inadequate, cor-
ruption is prevalent and a lot is still expected as
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regards rule of law. Recommendations includes,
transparency and reduction of bureaucratic process
in governance as well as more involvement of the
private sector through project financing to provide
necessary infrastructures that are needed to drive the
economy.
Ajagbe and Ajetomobi (2015) examined the influ-
ence of investment climate on the total factor pro-
ductivity (TFP) of food industries in Nigeria rela-
tive to other ones. The study was conducted in two
phases namely (i) an estimation of the firm-level pro-
ductivity is carried out and, (ii) differences in TFP
across firms are statistically related to indicators of
investment climate, taking into consideration firms
characteristics. The data used the most recent World
Bank Enterprise survey data on Nigeria. In the first
phase, three measures of firm-level productivity are
explored, namely, labour productivity, total factor
productivity and technical efficiency. The results
show that productivity of food industries differ sig-
nificantly from others in most cities in Nigeria. In
terms of firm level efficiency, food industries are
less efficient than others in all cities. The empirical
results also indicate that investment climate matters
to productive performance of all industries in Nigeria
apart from food.
Most of the reviewed studies examined the chal-
lenges of the Nigerian investment climate while
some others used time series analysis to examine the
relationship between particular investment climate
indicators and manufacturing output as well as eco-
nomic growth, apart from Adebisi and Gbegi (2013)
that did a survey analysis. These macroeconomic
studies do not permit the exploitation of the specific
outcome of enterprises of the cross sectional micro
survey. This study therefore uses the World Bank
investment survey to analyse the three main factions
of an investment climate on the manufacturing firms
in Nigeria. It employs principal component analysis,
propensity score matching (PSM) model and multi-
ple regression analysis to ascertain its objectives.

3 METHODOLOGY

3.1 Theoretical Framework
This study adopts the Cobb Douglass model for its
theoretical framework. The Cobb Douglass pro-

duction function is the most popularly applied in
research. The Cobb Douglass production function
establishes the relationship between the input of the
production factors and the outputs or income. The
Cobb Douglass model emphasizes the significance
of investment (i.e. capital) and labour effectiveness
in promoting production. The functional form of the
Cobb Douglass production function is given as:
Q = AKβ1Lβ2…………………………… (3.1) 3.1)
where Q is the output, K represents capital resources
employed and L is labour. A is a constant term while
β1 and β2 are the coefficients of capital and labour
respectively. For the purpose of this study, the capi-
tal component of the model is proxied with the value
of fixed assets while labour will be proxied by num-
ber of workers or employees. The theoretical frame-
work is therefore specified mathematically when lin-
earized as;
logQ = A+ β1logK + β2logL………….………(3.2) 3.2)
Equation (3.2) could further be specified economet-
rically as;
Q = A+ β1K + β2L + µ………………..……(3.3) 3.3)
where µ is the error term.
The Cobb Douglass production function as used by
many studies to examine the behavior of firms, is
suitable for this study as it relates the most important
inputs to outputs in the production process of a firm
and is a fundamental theory of the firm. This theo-
retical relationship is therefore the framework upon
which this study is been built.
3.2 Model Specification
To investigate the impact of the various dimensions
of investment climate, the study develops two vec-
tors to measure investment climate- a vector of gov-
ernance and institutional indicator (giiv) and a vec-
tor of infrastructural indicator (iiv). The governance
and institutional indicator will be made up of; pro-
curement process, access to land, policy uncertainty,
political instability, corruption and security (crime,
theft and disorder). While the Infrastructural indica-
tor will be determined with the aid of: the telecom-
munication indicator, electricity, transportation and
availability of adequate buildings. The individual
variables are first of all ordered in increasing order
of it as a constraint before the principal component
is done.
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The two vectors shall be formulated with the aid
of the principal component analysis. The principal
component analysis as specified by Ifelunini et al.,
(2013) is presented thus,
Given variables (Xs represent the various factors
used to develop each of the three composite indices)
X1,…, Xp measured in n firms, while Z1,…,Zp are
the principal components which are uncorrelated lin-
ear combinations of the original variable, X1,…, Xp,
given as;
Z1 = α11X1 + α12X2 +…+ α1pXp
Z2 = α21X1 + α22X2 +…+ α2pXp
. . . .
. . . .
. . . .
Zp = αp1X1 + αp2X2 +…+ αppXpz
This matrix of equations can be expressed as z =Ax,
where z=(Z1,…,Zp), x= (X1,…, Xp) and A is the
matrix of coefficients. The coefficients of the first
principal component, α11,…, α1p, are chosen in
such a way that the variance of Z1 is maximized sub-
ject to the constraint α211,…, α21p = 1.
The variance of this component is equal to the largest
eigen value of A. The second principal component
is completely uncorrelated with the first component.
This component explains additional but less varia-
tion in the original variable than the first component
subject to the same constraint. Each principal com-
ponent is uncorrelated with all the others and the
squares of its coefficients sum to one. The principal
component analysis involves finding the eigen val-
ues and eigen vectors of the correlation matrix
The study equally includes a variable to capture the
impact of taxation on firms’ performance in Nigeria
that constitutes the third objective. Equation (3.3)
could therefore be developedwith the investment cli-
mate indicators as:
Q = A+ β1K + β2L + β3giiv + β4iiv +β4Tax+
µ…………………………...………..……...(3.4)
Whereβ3, and β4 are the coefficients of the gov-
ernance and institutional indicator vector and the
infrastructural indicator vector respectively, and
β4 is the coefficient of the tax variable. And Q is
the output of the firm that is used to proxy manufac-
turing firm performance given that it represents the

general sales and productivity of the firm.
Due to the endogenous nature of capital as an
explanatory variable the researcher stated the instru-
ment of capital to be capacity utilization as found in
the data. This is in order to proffer the instrumen-
tal variable approach which according to McFadden
(1999) is required where explanatory variables hap-
pen to be correlated with the dependent variable and
the error term. In such a case the Ordinary Least
square (OLS) approach is no longer suitable as its
basic assumptions are violated. The study there-
fore employed the instrumental variable approach
that permits the suitable substitution of variables that
does not necessarily correlate with the error term.
Equation four will therefore be estimated with the
instrumental variable estimation technique to ascer-
tain objectives; 1, 2 and 3 of the study.
3.3 Model Specification for Propensity Score
Matching
To determine the extent to which manufacturing
firms access finance and how it affects the perfor-
mance of manufacturing firms, the study employs
the propensity score matching model(PSM). The
propensity score matching is a statistical matching
technique that attempts to estimate the effect of a
treatment, policy, or other intervention by account-
ing for the covariates that predict receiving the treat-
ment, which was first published by Paul Rosen-
baum and Donald Rubin in 1983. PSM attempts
to reduce the bias due to confounding variables that
could be found in an estimate of the treatment effect
obtained from simply comparing outcomes among
units that received the treatment versus those that
did not (Rosenbaum, P. R., Rubin, R., and Don-
ald B., 1983).The treatment effect is estimated by
comparing a particular outcome between two sub
groups, as it attempts to control for these differ-
ences to make the groups receiving treatment and
not-treatment more comparable.
The Propensity score matching model however, has
two basic assumptions as stated by Heinrichet al.,
(2010). The first is the Conditional Independence
Assumption (CIA). The CIA states that there is a set
X of covariates, observable to the researcher, such
that after controlling for these covariates, the poten-
tial outcomes are independent of the treatment sta-
tus: That is, (Y1,Y0) ⊥ D | X . This is simply the
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mathematical notation that implies that the poten-
tial outcomes are independent of the treatment sta-
tus, given X. Or, in other words: after controlling
for X, the treatment assignment is “as good as ran-
dom”. Nevertheless, Heinrichet al., (2010) opine
that this condition may be relaxed when the parame-
ter of interest is the Average treatment effect on the
treated (ATT), and this is the case with this study.
The second assumption is the Common Support Con-
dition. The assumption states that for each value of
X, there is a positive probability of being both treated
and untreated, such that 0 <P(D = 1| X ) <1. This
implies that the probability of receiving treatment for
each value of X lies between 0 and 1. By the rules
of probability, this means that the probability of not
receiving treatment lies between the same values. In
order words, there must be observations for both the
treated group and the non-treated group such that any
enterprise chosen at random falls into any of the two
categories. This is the case with the data proposed
for this study as there exist enterprises that accessed
credit and those that did not.
The propensity matching model is a two stage model
with the first stage being the logit or probit model,
wherein the first stage is often a probit or logit.
However this study is interested in the second stage
that assesses the average treatment on the treated.
The second stage ascertains the treatment effect of
access to finance on the performance of manufactur-
ing firms. The entrepreneurs that accessed finance
are taken to be the treatment group (D=1) while the
entrepreneurs that do not access finance are the con-
trol group (D=0). And the outcome variable will be
the performance of manufacturing firms- the output
of the manufacturing firms. This would aid the study
in determining to what extent access to finance has
affected the performance of manufacturing firms.
Given that the outcome is dichotomous, the effect of
treatment can be estimated as the difference between
the proportion of subjects experiencing the event in
each of the two groups (treated vs. untreated) in the
matched sample. Following Chen and Zeiser (2008),
in order to calculate the average treatment effect on
some outcome (Y) experienced by units in the pop-
ulation of interest, let
Y1ibe the outcome of unit i, if i were exposed to the
treatment.

Y0ibe the outcome of unit i, if i were not exposed
to the treatment.
Diε{0,1} be an indicator of the treatment actually
received by unit i
Yi = Y0i + D(Y1i – Y0i) be the actually observed
outcome of unit i
X be the set of pre-treatment characteristics
The average treatment effect is given by:
E(Y1 – Y0 | D=1) = E(Y1| D=1) - E(Y0| D=1)
………………………………………(3.6)
The average treatment effect on the treated (ATT) is
given by:
E(Y(=(Y1 – Y0)= E(Y1) - E(Y0) ………….. (3.7) 3.7)
where the counterfactual E(Y0| D=1) is the outcome
participants would have experienced, on average,
had they not participated.
While the ATT for the untreated is given by:
E(Y1 – Y0 | D=0) = E(Y1| D=0) - E(Y0| D=0)
………………………………………(3.8)
3.4 Hosmer and Lemeshow’s Goodness of Fit Test
The goodness of fit post estimation test for binary
outcome models will be used to ascertain if the logit
model; the first stage estimation of the model, has
an appropriate goodness of fit. This is in order
to avoid wrong specification issues and spurious
regressions. The study therefore employs the Hos-
mer and Lemeshow’s goodness of fit test. By default
the command works with covariate patterns. The
test compares observed and fitted frequencies in
each group using Pearson’s formula and, therefore,
yields the same value as the Pearson chi-squared
(Rodriguez, 2013).
3.5 Link Post Estimation Test
This study performs the link test to test the specifica-
tion capacity of the model used. The link test verifies
if the predictors chosen are meaningful and shows
if there exist specification errors. The idea behind
linktest is that if the model is properly specified, one
should not be able to find any additional predictors
that are statistically significant except by chance.
3.6 Data Source
The study is principally a micro analysis and will
therefore employ the World Bank Investment Cli-
mate Survey in Nigeria in 2009. The data consisted
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of a series of structured, face to face interviews with
key senior managers/owners of a sample of 3,157
establishments across 26 states (Adamawa, AkwaI-
bom, Bayelsa, Benue, Borno, Delta, Ebonyi, Edo,
Ekiti, Gombe, Imo, Jigawa, Katsina, Kebbi, Kogi,
Kwara, Nasarawa, Niger, Ondo, Osun, Oyo, Plateau,
Rivers, Taraba, Yobe, Zamfara) representing most
sectors of activity and firm sizes. The data cov-
ers medium and small scale enterprises with about
1,718 firms in the manufacturing sector. The survey
instrument has information explaining several insti-
tutional/governmental and infrastructural indicators
of investment climate such as taxes, telecommu-
nications, electricity, transportation, availability of
infrastructure, customs and trade regulations, labour
regulations, inadequate education workforce, policy
uncertainty, access to finance, political instability,
corruption, security (crime, theft and disorder) and
electricity. Also the data gives provision for exam-
ining manufacturing firms separately from services
and other firms.

4 PRESENTATION OF RESULT, ANALYSIS
AND INTERPRETATION

4.1 Characteristics of the Sample Data
The data used for this study is collected from the
World Bank Investment Climate Survey in Nigeria.
The survey consists of a series of structured, face to
face interviews with key senior managers/owners of
a sample of 3,157 establishments across 26 states.
The study examined the distribution of the sample
by firm size, exporting status, education, and owner-
ship status, sex of firm head, legal status and access
to credit.
The illustration below shows that only 3% are large
enough - employing more than 100 persons, 29%
employing between 20 and 99. Meanwhile majority
of the firms (about 68%) employ less than 20. This
implies that most of the firms in Nigeria remain low
scale and in dire need for expansion. On the other
hand, the ratio of exporting to non-exporting firms
is about 1:99. Only 1% of the firms sampled are
exporters which further buttresses the fact that export
the capacity of most of the firms are still very low.

Fig. 4: DistribuƟonof Sample by Firm Size and ExporƟng Status

Source: Author’s Computation 2020
Furthermore, the ownership status suggests that less
than 1% of the firms are owned by foreign person-
s/bodies while about 99.27% of the firms are owned
by domestic bodies or individuals. There is need to
improve the investment climate so as to invite for-
eign investments for the sake of exchanging ideas
and technology as well as increasing competition in
the sector. On the other hand female owned firms are
relatively very low. Only about 14.06%of the female
headed firms and about 85.94% are male owned or
have the highest shares.

Fig. 5: DistribuƟonof Sample by Ownership Status and Sex of
firm Owner/highest shareholder

Source: Author’s Computation 2020

Figure 4.3 shows that 84.86% of the firms are sole 
proprietors. Again, this further justifies why very 
few of the firms are exporters and a majority of the 
firms employing less than 20 persons. Meanwhile, 
12.86% of the firms are private held limited com-
panies, 2.1% are partnerships and about 0.17% are 
public listed companies. This implies that the capac-
ity of most of the firms are limited to the sole pro-
prietors and therefore prevents warranted expansion 
and growth.
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Fig. 6: DistribuƟonof Sample by Firm's Current Legal Status

Source: Author’s Computation 2020

The chart below suggests that, though there exists
only 3.7% of the sample with absolutely no educa-
tion, 7.88% did not complete primary school and
8.35% only completed primary school. Meanwhile,
a stunning 22.76% did not complete secondary edu-
cation and 16.03% completed secondary education.
This means more than 50% of the owners or high-
est shareholders did not attain any form of tertiary
education, and hence could determine their level of
exposure. Only 3.94% of the sample completed uni-
versity education as against 18.97%who didn’t get to
finish. Then only 2.27% of the sample has an MBA
that should actually certify them.

Fig. 7: Highestlevel of EducaƟon of Owner/Highest Share-
holder

Source: Author’s Computation 2020
In terms of access to credit, the study shows that,
while 63% have had access to credit from all sources,
about 37% of the sample has never had access to
credit. Furthermore, only 19% has had access to
credit during the year of this survey (2009) as against
81%who did not access credit that year. This implies
that only a small proportion of the firms that apply for
credit from different sources actually access credit
annually. This is below expectation as every firm

needs credit as much as possible to be able to attain
maximum capacity of production and hence perfor-
mance.

Fig. 8: Accessto Credit from all Sources

Source: Author’s Computation 2020
Some of the descriptive statistics are presented on
Table 4.1 below as follows;

Table 2. Table of Summary staƟsƟcs

Source: Results from Author’s Analysis 2020
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Table 4.1 above suggests that the average 
experience of the firm head/ highest shareholder is 
about 12 years, with a maximum of 58 years. 



However, the study notes that the standard deviation 
is high and shows the variation in years of 
experience. The Table further shows that it takes 
averagely about 26 days to clear customs for those 
that imported, with the maximum being 301 
days.This scenario greatly impacts on the 
investment climate of a soci-ety as it slows the 
business. The average annual volume of sales is 
about �70,700,000, and ranges between �10,800 
and �23 billion as least and largest annual sales 
respectively. On the other hand, the mean capital is 
�155 million with least capital of about �143,200 
and largest capital about �87 bil-lion. However, the 
standard deviation of capital is much more than that 
of annual sales. This implies that though there exist 
huge variations in the capi-tal base of the firms, the 
sales tend to have a rela-tively lower standard 
deviation. The average labour employed by the firm 
is given as 20 and the most employed firm sampled, 
employs about 3,500 per-sons.

4.2 Impact of Tax, Infrastructure and Gover-
nance/Institutional Indicators on the output of
Manufacturing Firms

To ascertain objectives 1, 2 and 3, the study employs
an instrumental variable estimation technique as
explained in Chapter three above. However, prin-
cipal components were made for two of the key vari-
ables: governance and institutions as well as infras-
tructure indicator. The components with eigen val-
ues above 1 was retained according to the rule of
thumb; both components showed that only one com-
ponent had an eigen value above one as shown in the
appendix. Nevertheless, the components explained
more than 40% of the variation in both cases, more-
over there exist a significant break between the first
component that is greater than one and the second
component. The nature and description of the vari-
ables used for the components are shown on the table
below:

INVESTMENT CLIMATE AND MANUFACTURING FIRM'S PERFORMANCE IN 
NIGERIA          

Source: Results from Author’s Analysis 2020
The variables are all ordinal in nature representing
a 5-point scale, connoted as 0 for very severe con-
straint and 4 for no constraint. According to Cornish
(2007), “Principal components analysis, like factor
analysis is designed for interval data, although it can
also be used for ordinal data (e.g. scores assigned
to Likert Scales)”. It is based on this that the study
employed the PCA analysis which is meant to reduce
a set of components into principal components.
The
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further

 

estimated

 

the

 

variables

 

with

 

the

 

aid

 

of
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with

 

alternating

 

set

 

of

 

variables,

 

as

 

well

 

as
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compare

 

with

 

the

 

results
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regression. The key regression to be considered
is however the third instrumental regression
(Instrumental Regression III). The results are shown 
below:
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Table 4. Impactof Tax, Infrastructure and Governance on
Manufacturing Output

Source: Results from Author’s Analysis 2020
** Significant at 5% significant level, * Significant
at 10% significant level (t-values in parentheses)
Table 4.3 shows three instrumental variable regres-
sions and two multiple regression (using OLS 
technique) for varying set of variables. All models 
show statistical significant F statistics at 5% 
significant level implying that the overall model is 
significant for all the alternating set of variables, 
given the F statistical probability value of 0.000. 
The models equally show that the explanatory 
variables signifi-cantly explain the dependent 
variable given the high R square of above 80% in 
all cases.The multi-ple regressions were run with 
the aid of the auto-matic heteroscedastic check – 
robust to ensure its validity.Meanwhile, the mean 
Variance Inflation Factor (VIF) employed to tests 
for multicollinearity shows  that they are less than 2 

for both models,which equally applies with the 
variables. Therefore both multiple regression 
models were free from the estimation problems of 
heteroscedasticity and multicollinearity.

Capital and labour are significant for all the instru-
mental variable regressions as well as the multiple 
regressions. This is evident as its t-values are higher 
than 1.96 in all cases hence significant at 5% sig-
nificant level. This is expected according to sev-
eral theoretical and empirical evidence; the Cobb 
Douglass theory particularly states capital and labour 
as the key determinants to output of a firm. Nev-
ertheless, it is worth noting that capital which is 
instrumented in the instrumental variable regression 
appear to have a very high t-values in the multiple 
regressions, which buttresses the need for the instru-
mental variable regression.

The first objective investigates the impact of infras-
tructure on the manufacturing firms’ performance in
Nigeria. However the infrastructural variable con-
stitutes a matrix of indicators as stated earlier to
be the telecommunication indicator, electricity and
transportation perception of constraints. The results
suggest that infrastructure significantly affects total
sales for all the instrumental variable regressions as
well as the multiple regressions as the t-values are
higher than 1.96 in all cases hence significant at 5%
significant level. This implies that as the infrastruc-
tural constraint become less severe, the sales increase
positively and significantly. This is expected apri-
ori as increasing constraints on infrastructure should
translate to poor productivity and hence poor sales
and vice versa.

The second objective analyses the extent to which 
governance and institutions affect manufacturing 
firms’ performance in Nigeria. Again, the gover-
nance and institutions was considered as a vector of 
variables that include; access to land, policy uncer-
tainty, political instability, corruption and security 
(crime, theft and disorder). The result shows that the 
governance and institutional indicator is posi-tive 
and a significant determinant of firm perfor-mance. 
The t-values are greater than 1.96 for all the 
instrumental regressions hence significant at 5%
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significance level. However, both multiple regres-
sion results suggest that it is not significant at 5%
significant level, though significant at 10%. It is 
therefore a significant determinant of firm perfor-
mance and equally shows that as the governance/in-
stitutional constraints diminish, firm performance 
increases significantly.

Bakare (2013) in a similar study found that empirical
constraint to the performances of industrial sector in
Nigeria is corruption and political instability while
poor infrastructure and macroeconomic instability
have played positive and significant roles. This study
therefore agrees with Bakare (2013) as the findings
suggest that infrastructure and governance and insti-
tutions indicator constraints both hinder performance
of the industrial sector.
The third objective examines the impact of taxa-
tion on manufacturing firms’ performance in Nige-
ria. The tax variable was considered as a single
variable and the result suggests that tax is positively
related and has a significant impact on firm perfor-
mance. The absolute t-value which is greater than
1.96 in all cases suggests that the tax constraint sig-
nificantly affects performance positively. This is
contrary to Adebisi and Gbegi (2013) who exam-
ined the effect of multiple taxation on SMEs survival
and show that multiple taxation has negative effect
on SMEs’ survival rate, though not significant. this
result is inconsistent with the a priori expectation and
is equally surprising as high taxes should translate
to poor performance and output. Nevertheless, this
could be possible if the burden of tax is transferred
to the customers thereby transferring the supposed
‘negative effect’.
4.3 Impact of Credit Access on Manufacturing
Output in Nigeria
The fourth and last objective aims at examining the 
extent to which manufacturing firms’ access to credit 
and how it contributes to their performance in 
Nigeria. To ascertain this, the study employed a 
propensity score analysis that has an advantage over 
other impact analysis in that it matches individuals 
of identical or similar characteristics from both the 
treated and untreated groups while calculating the 
impact analysis. The analysis was made for the total 
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Table 5. Propensity Score Resultsof the impact of Credit 
Access on Firm performance using the Average 
TreatmentEffect on the Treated (ATT)

population, the manufacturing sector and then other 
subsets of different sizes and different products 
being manufactured were considered. The study 
employed two matching strategies which are the 
nearest neighbor and equal weight as well as 
nearest neighbor and random draw strategies. Then 
two performance indicators were equally 
employed; total sales and profit. The results are 
presented on Table 4.4 below; 
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Source: Results from Author’s Analysis 2020
** Significant at 5% significant level, * Significant
at 10% significant level (t-values in parentheses)
The results on table 4.4 shows that for almost all the 
subsections analysed the results are similar for both 
matching strategies. The results on the overall sam-
ple and for manufacturing firms only, show that the 
effect of credit access on total sales and profit is not 
significant at 5% significant level. The results show t 
values which are less than 1.96 implying that they are 
not significant. This is however not the case when 
the firms when examined in different sizes; the anal-
ysis for the sample of small firms show that the 
effect of access to credit on total sales is significant 
at 5%significance level for both matching strategies, 
given their t-values which are greater than 1.96. 
However, the effect of access to credit on profit of 
small firms is not significant at 5% significance 
level, though sig-nificant at 10% significance level.

In the same trend, further analyses were made on 
subsets of different manufactured products that had 
sufficient sample sizes. Subsets for those manufac-
turing food related products, non-metallic, wood and 
metallic were analysed. The results show that, credit 
access had no significant effect on total sales and 
profit at 5% significant level for the sample man-
ufacturing food related products for both matching 
strategies. This is however not the case with the other 
s the subset manufacturing non metallic products 
and wood related products. But it is significant for 
those manufacturing metallic products at 5% and  

It is worth noting however that the effect of 
access to credit on manufacturing firms is not 
significant on profit and total sales as a whole, 
though significant for some subsets of the sample. 
This might be due to the fact that most finance 
institutions give out loans after studying the turn-
over rates and other indica-tors which might 
favour some firms and not favour others. 
However, microfinance firms are known to give 
out more loans to trade related enterprises due to 
their short turnover periods and shy away from 
man-ufacturing firms of agricultural firms for their 
long gestation periods.
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Meanwhile the sample of the medium and large firm
sizes reflect that of the overall sample in showing that
the effect of access to credit is not significant on both
performance indicators, though that for total sales
is significant when considering the nearest neighbor
and equal weight strategy, it is not with the near-
est neighbor and random draw strategy. This result
could be explained by the fact that the access to credit
may be insufficient to have a significant impact on
the firms or may have short gestation periods espe-
cially with the case of large and medium firm sizes.
However, small firms may not need too much credit
assistance to record significant impact on their sales
as well as profit, hence the significant effect for small
firm sizes.

10% for the nearest neighbor equal weight and 
nearest neigh-bor and random draw strategies 
respectively.

5 SUMMARY, CONCLUSION AND
RECOMMENDATIONS

Summary of Findings
This study is motivated by the fact that manufactur-
ing sector is key to the development and growth of
every economy. However, one of the vital deter-
minants of this sector is the investment climate and
environment for doing business. It is on this premise
that this study examines the effect of investment cli-
mate on manufacturing firm’s performance in Nige-
ria. The following specific objectives were; (i) To
ascertain the impact of infrastructure on the man-
ufacturing firms’ performance in Nigeria. (ii) To
analyse the extent to which governance and insti-
tutions affect manufacturing firms’ performance in
Nigeria. (iii) To examine the impact of taxation on
manufacturing firms’ performance in Nigeria. (iv)
To examine the extent to whichmanufacturing firms’
access to finance and how it contributes to their per-
formance in Nigeria. These specific objectives were
examined with the aid of principal component analy-
sis, instrumental variable estimation and the propen-
sity score matching.

The socioeconomic characteristics suggests that 
majority of the firms (about 68%) employ less than 
20 persons, only 1% of the firms sampled are 
exporters, less than 1% of the firms are owned by 
foreign persons/bodies, 14.06% of the firms female 
headed and about 85.94% are male owned or have 
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 the highest shares, 84.86% of the firms are sole 
propri-etors, more than 50% of the owners or highest 
share-holders did not attain any form of tertiary 
education, 63% have had access to credit at one time 
or another, but only 19% of the firms had received 
credit that year.

Furthermore, the descriptive statistics show that, the
average experience of the head of the enterprise is
12 years, the mean of the longest number of days to
clear customers is about 26 days, the mean of annual

However the results of the specific objectives are that
infrastructure significantly and positively impacts on
firm performance in Nigeria, given the absolute t-
values for both IV regressions and OLS regressions
are all greater than 1.96. Governance and insti-
tutional indicator is equally a significant determi-
nant of firm performance as the absolute t-value are
higher than 1.96 for the iv regressions hence signifi-
cant at 5% significant level and higher than 1.65 for
themultiple regression s therefore significant at 10%.
Taxation is significantly but positively impacts on
firm’s performance. Capital and labour are equally
significant, while experience and sex of the firm head
were not significant.
Lastly, the average treatment effect of accessing
credit on manufacturing output and profit is not sig-
nificant at 5% significant level. However when anal-
ysed by sub samples, the results infer that firms with
smaller sizes turn to experience significant impact on
sales and profit while those with medium and large
sizes do not.

5.2 Policy Recommendations
The main purpose of this study is to proffer policy
options as regards investment climate and its impact
on manufacturing output in Nigeria. The results
of the study therefore inferred several recommenda-
tions which are discussed below;
i)  The study shows that majority of the firms (about 
68%) employ less than 20 persons. This means that 
the manufacturing sector employs much less than 
expected. Meanwhile in most developed nations, a 
greater proportion of the employees are employed 
by the private sector and more importantly the 
manufacturing sector. There is need for expansion 
of manufacturing firms to increase absorption 
capacity of employers, essentially to reduce the 
huge current unemployment in Nigeria. 
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sales is �70.7 million, the mean capital is �155 
mil-lion, average number of labour is 20, average 
number of hours of weekly labour supply is about 
62 hours, average proportion of exports is 0.32%, 
average total losses incurred is about �1,402,482, 
average number of applications for credit submitted 
is 1.795, aver-age number of applications rejected is 
1.76, average total cost of raw materials is 
�30,010,000, average total annual cost on labour is 
�6,163,489, average total cost of rental land 
buildings and equipment is �1,297, 193, average 
annual electricity expenditure is about �362,197, 
average annual fuel expenditure is �2,703,742 and 
average annual expenditure on water is 
�411,596.3 .

ii)  The fact that the study equally finds that only 
1% of the firms sampled are exporters is worrisome, 
and calls for immediate attention of policy makers 
and government administrators at all tiers of 
government. Besides providing finances or easing 
the process; there is need to expose firm owners to 
exporting processes and opportunities as well as 
easing the channel for this.
 
iii) The study also shows that about 14.06% of the 
firms female headed and about 85.94% are male 
owned or have the highest shares. This implies that 
more sensitization campaigns on how to start 
manufacturing firms have to be done to encourage 
more women into the industry as well as 
formulating policies that actually pulls women into 
this adventure.
 iv) The results suggest that 84.86% of the firms 
are sole proprietors which imply that a huge 
proportion of the firms are limited to their private 
funds or what they can borrow as an individual. 
However, the study recommends that manufacturing 
firms be encouraged to use legal means and open up 
to partners so as to increase the scope of their 
businesses, increase ideas, improve efficiency and 
most importantly improve finance.

v) The fact that more than 50% of the owners or 
highest shareholders did not attain any form of 
tertiary education is a limitation to the sustainable 
growth of the firm.
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There is need for short courses, workshops and 
other training programs that improves the expertise 
of firm owners or highest shareholders so as to 
improve efficiency and to boost their visions of 
growth.

vi) The result finds that, while 63% of the 
firms have had access to credit from all sources, 
only 19% has had access to credit in 2009. This 
implies that the number of firms that actually 
access credit after application is very low. There is 
need for the government to re-examine the process 
and find out from the firm owners themselves, 
what issues and challenges they face in accessing 
credit and make conscious effort to address the 
situation. 

vii) The result shows that the average of the 
longest number of days to clear customs is about 
17 days which is relatively very long for continuity 
of business. Meanwhile some of the firms spent up 
to 301 days to clear goods from the customs. This 
period is so long and does not speak well of the 
investment climate of the manufacturing sector of 
Nigeria. The government therefore needs to 
redress this situation and shorten the process at the 
customs and for processing other documents to 
enhance the smooth functionality of the firms.

viii) The study also shows that infrastructure 
significantly impacts on firm performance. This is 
not surprising following the nature of 
telecommunication, electricity and roads in the 
nation, there is need to improve considerably, not 
only in terms of availability but in terms of its 
cost-effectiveness so as to enable Nigerian firms 
compete in the international markets. There is need 
for a more radical response to the infrastructural 
facilities so as to minimize its deterrents on 
manufacturing firm’s performance.

ix)     Also, the result suggests that governance 
and institutions are all significantly and positively 
impacting on firm performance. This directly 
relates to the policies put in place that drives the 
manufacturing process. There is need to sustain 
and uphold governance and institutions in order to 
enhance its effectiveness on firm performance. 

x) Access to credit significantly treats or impacts 
on manufacturing firms output for small firms. 
This could mean that for matched samples of 
similar characteristics, those who finally receive 
credit significantly contribute to firm output. This 
is however worrisome considering that only 19% 
finally access credit. Moreover, access to credit has 
no significant effect on larger firms and the total 
firms implying that monetary authorities need to 
sort ways to encourage large firms to develop 
further and export, especially because only 1% of 
the firms in Nigeria export. Therefore more efforts 
need to be done to improve the quantity of credit 
assistance assessed as well as the frequency such 
that manufacturing firm’s get credit on request.
 
xi) The positive relationship between tax and 
firm performance suggests that the brunt of tax is 
largely transferred to the customers and thereby 
neutralizing the negative effect that it is expected 
to have. Therefore there is need for the government 
to regulate firms and ensure that tax burden is not 
completely transferred to customers. 
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5.3 Conclusion
There exists a general consensus that a market
friendly investment climate would attract greater
investment and grow faster while others lag behind.
It is however more important that this investment
climate do not act as a deterrent to the manufactur-
ing sector as it stands as the industry of growth for
every economy. The manufacturing sector if well
managed should boost employment, welfare, out-
put, sales, exports and reduce overdependence on
imports. The results of this study suggest that infras-
tructure and governance/institutions are significant
deterrent to firm’s performance. Also, the average
treatment effect of accessing credit on manufactur-
ing output is not significant for all the firms but sig-
nificant for small firms and firms producing wood
product and furniture. The study therefore recom-
mends that infrastructure and governance institutions
be strengthened to enhance their positive effect on
firm performance while access to credit be improved
for large firms as well to enable them export more.
There is also need to regulate firms to ensure that
the taxes are not completely transferred to the cus-
tomers.
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5.4 Suggestions for further Research
The relevance of the manufacturing sector in the 
Nigerian economy cannot be neglected as it stands 
as a principal pillar to Nigeria’s long term vision 
20-2020. Most studies geared towards examining 
the effect of credit access or investment climate on 
manufacturing firm performance employed macroe-
conomic – time series data. Meanwhile cross sec-
tional data has the edge of meeting the stakehold-
ers via interviews or questionnaires to ask them the 
peculiar questions they might face. Therefore, fur-
ther studies in this light could concentrate on the use 
of cross sectional data. This study with its parame-
ters could therefore be replicated in other economies 
and nations to investigate the effect of the 
investment climate on manufacturing firm 
performance.

Furthermore, the effect of the investment climate
can also be examined in other sectors such as the
commercial sector, service and agricultural sector
in order to get the specific issues arising from each
sector. Also, further studies could focus on other
investment climate indicators that this study might
not have address, in other to improve the holistic
view of empirical evidence on the subject of invest-
ment climate in Nigeria, as well as other economies.
In addition, other methodologies could be employed
in other to compare with the existing stock of knowl-
edge and improve the knowledge base.

5.5 Limitations of the Study

This study like every other empirical study was not 
void of limitations. However, it is important to note 
that the limitations did not affect the credibility and 
robustness of the study. The researcher originally 
intended to analyse the effect of ‘firm clusters’ as an 
aspect of investment climate as it affects manufactur-
ing firms’ performance. This was not incorporated 
into the nation-wide data set that was employed. 
Furthermore, a comparison of these investment cli-
mate indicators and their relationship with the perfor-
mance of manufacturing firms would have been bet-
ter appreciated if comparisons are made with other 
countries, however the researcher could not access a 
panel of country data that used the set of instruments 
in the same year. 
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