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economic recovery resulted in a negative real growth of 0.4 per cent in the first quarter of 2016 

leading to an economic recession. 

 
Similarly, in October 2020, due to the economy’s overdependence on crude oil and the negative 

impact of the worldwide coronavirus pandemic, another episode of recession emerged, making it 

the second one experienced in five years (Driscoll, 2021). The adverse consequence of the covid-

19 pandemic resulted to a decline in domestic investment. According to World Bank (2020), the 

decline in Nigerian domestic investments piloted the hikes in premium motor spirits and the 

decline in the country’s external reserves. Further, with the slump in crude oil prices at the 

international market, the economy contracted in 2019 and slid into recession in 2020(Nasir, 2020). 

 

Source: Central Bank of Nigeria 

 
In response to the need to lay a solid foundation for the economy to emerge out of recession and 

with the hope of promoting and encouraging domestic investment in Nigeria, the federal 

government has introduced various reforms and policies, notable reform introduced is the 

Economic Recovery and Growth Plan (ERGP), a Medium Term Plan for 2017 – 2020. According 

to OCE Policy Report (2017), the aim of the ERGP plan was to build a globally competitive 

economy through investment in infrastructure, investing in the Nigerian people through 

programmes on social inclusion, job creation, youth empowerment and restoring economic growth 

(Williams & Francis, 2019). 

 
Therefore, the Nigerian government at any given opportunity works a lot to attract investments 

into various sectors of the economy. It is however glaring that from the journey so far, there is 
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Fig 2: Trends in Nigeria Real GDP (1986 -2020) 
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little evidence of the Nigerian economic recovering from recession. Despite policy frameworks 

and strategies to restore economic growth, issues of insecurity, unemployment, raising inflation 

and high interest rates and exchange rates are still persistent with attendant consequence on 

domestic investment. Hence, there is a need to carry out the study. Furthermore, available 

literatures that investigated the interactions between economic recovery, price of funds and 

domestic investments in Nigeria are scanty. 

 
In the light of the above, the paper sought to achieve  the following main objectives: i) to determine 

the impact of real gross domestic product on domestic investment in Nigeria; ii) to determine how 

real interest rate impact on domestic investment rate in Nigeria; and iii) to determine the impact of 

inflation rate on domestic investment in Nigeria. 

 
2.0 Literature Review and Theoretical Framework 

2.1 Theoretical Framework 

2.1.1 Tobin’s Q-Ratio Theory of Investment 

This theory was propounded by Tobin in 1969. In the Tobin’s Q-ratio theory of Investment 

behaviour where Q represents, the ratio of the market value of a firms existing shares (share 

capital) to the replacement cost of the firm’s physical assets (the replacement cost of the share 

capital). The firm needs money for investment. The money can be raised either by borrowing or 

by selling shares, equity etc. When the firm sells the share, the buyer buys the share to earn a 

capital gain from the increase in the market value of shares. The purchaser of share purchases 

shares when he expects a high capital gain. When stock markets are high, firms are willing to sell 

equity to finance investment than when the stock market is low. James Tobin was the first to 

explain this relation between the stock market and investment which is why ti is also referred to 

as “Tobin’s q” theory. 

 
2.1.2 Neoclassical theory of investment behaviour 

The Neoclassical theory of investment behaviour developed by Jorgensen (1963) as advanced by 

Hall and Jorgensen (1967) posits that the desired capita stock to the value of output depends on 

the marginal product of capital and user cost of capital. According to the Neoclassical Theory, 

addition to the stock of capital in an economy is deflated by the price of capital services. The user 
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cost of capital is determined by nominal interest rate, expected rate of inflation, rate of 

depreciation, corporate income taxes and investment tax credit. The flexible accelerator theory is 

one of the most popular among the theories of investment. Empirical test of this theory in 

developing countries, Nigeria inclusive, is rather difficult because of institutional and data 

constraints. The restrictive assumption of this theory such as perfect capital markets and little or 

no public investment is hardly satisfied by the developing countries, including Nigeria. At the core 

of this theory is the importance of the value of output in influencing investment decisions; thus, it 

is regarded as a version of the flexible accelerator model (Salahuddin and Rabiun, 2008).   

 
The Classical Theory of Interest Rate 

This theory of the Classical economists such as (Smith, 1776; Mill, 1848) argued that demand for 

and supply of capital determines the rate of interest. They are of the opinion that investment 

schedule slope downwards which means that the lower the interest rate, business men will invest 

more while the savings schedule was described as rising with higher interest rate. According to the 

Classical Economists, the rate of interest assuming that the level of income is known is the major

factor in the determination of level of savings /investment and equilibrium is attainable at that rate 

of interest where both of them are equal. 

 
The classical theory postulated that interest rate is an equilibrium factor between the demand for 

and the supply of investible funds. The equality between savings and investment is brought about 

by the mechanism of interest rate. When saving exceeds investment, rate of interest will fall 

discouraging savings on one hand and encouraging investment on the other hand. This tendency 

continues operating till equality between savings and investment get established. Similarly, if 

investment exceeds savings, rate of interest rises to discourage investment and encourage savings 

till equality is established between savings and investment.  

 
Empirical Reviews 

In order to examine the relationship existing among economic recovery, price of funds and 

domestic investment in Nigeria. Kinyanjui, Muturi and Njeru (2021), investigated the relationship 

between short term interest rate, long term interest rate, and private domestic investment in Kenya 

using time series quarterly data spanning 1997 to 2018. Vector autoregressive model was used to 
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estimate the relationship. The findings show that the central bank rate and lending rate significantly 

impact private domestic investment. The results emphasize the role of interest rate policy and 

monetary policy in driving domestic private investment in Kenya. The findings of this study will 

be of benefit to policy makers through provision of data-based evidence that will be used as a guide 

while making appropriate policies to encourage growth of private domestic investment in the 

country leading to economic growth.\ 

 
George-Anokwuru (2017), investigated the relationship between Interest rate and Domestic 

Private Investment in Nigeria. Secondary time series data were collected from CBN statistical 

bulletin for period 1980 to 2015. The study adopted the Ordinary Least Square Regression to 

determine the relationship among the variables employed in the study. Gross Domestic Product 

served as the independent variable while the Real Interest Rates and Prime Lending Rates were 

the independent variables. The findings showed that the Real and Prime Lending Rates are 

negatively related to Private Domestic Investment and statistically significant at 5%. This study 

concluded that the success of promoting the Private Domestic Investment does not depend only on 

interest rates though it should not be neglected. Based on these findings, the study recommended 

amongst others that monetary authorities should promote policies to improve deposits and also 

make available loanable funds as this plays a vital role in promoting Private Domestic Investment 

in Nigeria. 

 
Emeka, Idenyi and Nweze (2017), examined the links existing among domestic investment, capital 

formation and economic growth in Nigeria. The research uses trend analysis and advanced 

econometrics test to ascertain the significant long-run and causal relationship existing among 

domestic investment, capital formation and economic growth in Nigeria. The empirical results 

shows that there is a long run significant relationship that exists among domestic investment, 

capital formation and both domestic investment and gross fixed capital formation granger cause 

economic growth in Nigeria within the period under study. It is found that gross fixed capital 

formation has not moved with the growth rate of domestic investment in Nigeria. The study 

recommends that there is need for government to create enabling environment for domestic 
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investment to thrive through adoption of macroeconomic policies which will create investment

opportunities in the economy and contribute to the growth of the economy. 

 
Egbetunde and Fadeyibi (2015), investigated the impact of investment on economic growth in 

Nigeria, for the period 1981 -2012. Using the Vector Error Correction Model (VECM), the study 

finds that investment is cointegrated with economic growth in the country; that is, there is a long 

run relationship between investment and economic growth in Nigeria. The results further show 

that investment Granger causes economic growth in Nigeria. The paper argues that there is need 

for the government to invest heavily through appropriate mechanism, strong institutions and 

macroeconomic policies in order to result to economic progress and sustainable development in

the country. 

 
Adela and Frumusanu, (2010), investigated the impact of investments and economic recovery. The 

paper approaches the notion of investment and the importance of investments in an economy of 

transition in Romania. The paper revealed demonstrated that a high level of investments leads to 

economic prosperity and foreign investments have a positive impact on Romania economic 

recovery. The performed research concluded that stimulations of foreign investments inflow would 

lead to the reduction of unemployment and inflation, and in turn boost the products and services 

qualityof the Romania economy. 

 
From the review of empirics, studies carried out in Nigeria that utilizes both measures of economic 

recovery and price of funds on domestic investment are none existent, thus the paper adds to 

empirical literatures on the topic hence contributing to knowledge. Further, the paper also provided 

fresh evidence because the study spans from the introduction of Structural Adjustment Programme 

(SAP) in 1986 to 2020 in the wake of the global corona virus pandemic pandemic and economic 

recession in Nigeria. 

 
3.0 Research Methodology 

The research method that is adopted for the study is the descriptive research method and the ex 

post facto research design. The dependent variable used for the analysis is gross domestic 

investment (GDI), while the independent variables are real gross domestic product (GDP) proxy 
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for economic recovery, real interest rate (RIR) and inflation rate (INFR). The variable used in the 

analysis was subject to unit root test to determine whether the variables are stationary or not. The 

model was further subjected to co-integration test to determine the long run relationship between 

economic recovery, price of funds and domestic investment in Nigeria for the period 1986 to 2020. 

The research utilized secondary data collated from Central Bank of Nigeria (CBN) and World 

Development Indicator (WDI). 

 
3.1 Model Specification 

In order to examine the effect of economic recovery, price of funds on domestic investment, a 

model is specified which states that Gross Domestic Investment (GDI) depends on  real gross 

domestic products (GDP), Real Interest Rate (RIR) and Inflation Rate (INFR). 

The functional relationship is expressed thus: 

GDI = f(RGDP, RIR, INFR) ---------------------------------------------- Eqn. 1 

This is transformed into a mathematical relationship as follows; 

GDI = b0 + b1RGDP+ b2RIR + b3INFR + µ ---------------------------------- Eqn. 2 

Where 

GDI = Gross Domestic Investment 

RGDP = Real Gross Domestic Product 

RIR = Real Interest rates 

INFR = Inflation rates 

µ = stochastic or error term 

b1, b3 = parameters to be estimated 

A priori theoretical expectation; b1 > 0, b2 < 0; b1 < 0 

 
3.1.1 Description of Variables 

GDI: Gross domestic investment consists of outlays on additions to the fixed assets of the economy 

plus net changes in the level of inventories. Fixed assets include land improvements (fences, 

ditches, drains, and so on); plant, machinery, and equipment purchases; and the construction of 

roads, railways, and the like, including schools, offices, hospitals, private residential dwellings, 

and commercial and industrial buildings. Inventories are stocks of goods held by firms to meet 
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temporary or unexpected fluctuations in production or sales, and "work in progress." RGDP: Real 

GDP is an inflation-adjusted measure that reflects the value of all goods and services produced by 

an economy in a given year based on constant local currency. It is a macroeconomic measure of 

the value of economic output adjusted for prices changes. RIR: Real interest rate is the lending 

interest rate adjusted for inflation as measured by the GDP deflator. The terms and conditions 

attached to lending rates differ by country, however, limiting their comparability. INFR: Inflation 

as measured by the consumer price index reflects the annual percentage change in the cost to the 

average consumer of acquiring a basket of goods and services that may be fixed or changed at 

specified intervals, such as yearly. 

 
4.0 Analysis and Discussion of results 

The dataset for the study were sourced from the Central Bank of Nigeria Statistical Bulletin and 

World Bank Development Indicator which spans over the period1986- 2020.   

4.1 Unit Root Test 

In order to avoid spurious results, we tested the variables for a unit root using an Augmented 

Dickey-Fuller test, ADF (Dickey-Fuller, 1981) as shown in table 1 below.  

 
Table 1: Augmented Dickey-Fuller Test  

Variables        ADF at Level ADF at First Difference Order of 
integration 

 Test Stat Prob Test Stat Prob  
GDI -1.977489 0.2949 -4.81103 0.0005* I(1) 
RGDP -1.969671 0.2981 -10.18854 0.0000* I(1) 
RIR -2.534826 0.0629 -7.353280 0.0000* I(1) 

INFR -2.091094 0.2493 -7.141638 0.0001* I(1) 
Source: E-views 11.0 statistical software 

 
The results in Table 1 (above) show that none of the variables is stationary at level. However, all 

the variables become stationary after first difference, due to the low p-value of the test statistics, 

which led to the rejection of the hypothesis of presence of unit root in the variables. This means 

that all the variables are co-integrated of the same order one that is I (1). 
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4.2 VAR lag order selection 

Before the co-integration test, there is a need to select the optimum lag for modelling. Hence, the 

VAR lag order selection criteria test was conducted and reported in Table 2 (below).  

Table 2: VAR lag order selection criteria 
Lag formation AIC SC HQ 

0 51.22110 51.36814 51.23572 
1 50.66166 50.85771 50.68115 
2 50.39994* 50.64500* 50.42439* 

* indicates lag order selected by the criterion (tested at 5% level each) 
Source: E-views 11.0 statistical software 
 

In the table, since the all the criteria (Akaike information criterion (AIC), Schwarz information 

criterion (SC) and Hannan-Quinn information criterion (HQ)) unanimously suggest lag length 2. 

Therefore, this study adopts the AIC of lag length 2 in its models estimation.  

 
4.3 Co-integration Test 

The results of stationarity analysis presented in the Table 1 shows that all the modeled variables 

are integrated of same order. Therefore, the study then applies the Johansen cointegration tests to 

explore the long-run relationships among the variables. The results for Trace statistic tests are 

reported in Table 4.3.  

 
Table 3: Johansen Co-integration Test 
Unrestricted Co-integration Rank Test (Trace) 
Series: GDI RGDP RIR INFR 
Hypothesized No. 
of CE(s) 

Eigenvalue 0.05 Critical 
Value 

t-statistics Prob** 

None* 0.544145 53.08476 47.85613 0.0149 

At most 1 0.443325 27.16058 29.79707 0.0978 
At most 2 0.141207 7.830027 15.49471 0.4837 
At most 3 0.081530 2.806509 3.841465 0.0939 

Source: E-views 11.0 statistical software 

 
The results for trace rank tests suggests that at least one cointegration vector exists among the 

dependent variables (GDI) and all the independent variables (RGDP, RIR and INFR). This implies 
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that long run movements of the variables are determined by one equilibrium relationship. Hence, 

the trace statistics reject the null hypothesis of no cointegration at 5 percent level.  

 
4.4 Error Correction Model 

The result of the Johansen co-integration tests signifies that there exists a long run equilibrium 

relationship in the model. The results led to the application of the error correction model (ECM)

taking into cognizance the different form of the various time series variables plus lag values of the 

error term from the static level equation (Engle and Granger, 1987).  

 
Table 4: Error Correction Results 
Dependent Variable: D(GDI)) 
Method: Least Squares 
Date: 10/18/21             Time: 13:27 
Sample (adjusted): 1988 2020 
Included observations: 33 after adjustments 

Variable Coefficient Std. Error t-Statistic Prob.   
     

C -0.745226 0.559190 -1.332688 0.1934 

D(RGDP) 0.307033 0.136781 -2.244695 0.0329 

D(RIR) 0.021673 0.063504 0.341283 0.7354 

D(INFR) -0.097669 0.046736 -2.089800 0.0458 

ECM(-1) -0.083082 0.092750 -0.895761 0.0380 

R-squared 0.469701     Mean dependent var -0.623904 

Adjusted R-squared 0.365373     S.D. dependent var 3.472248 

S.E. of regression 3.172173     Akaike info criterion 5.285438 

Sum squared resid 281.7551     Schwarz criterion 5.512182 

Log likelihood -82.20973     Hannan-Quinn criter. 5.361730 
F-statistic 2.585121     Durbin-Watson stat 1.432650 

Prob(F-statistic) 0.058621    
     

Source: E-views 11.0 statistical software 

 
Results in Table 4 above indicated that if there is a disturbance or disequilibrium of the function, 

8.3% of the deviations would be corrected in the first year, leaving 91.7% to be corrected the 
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following year. The coefficient of the ECM-1 is negative and statistically significant, and therefore 

confirms the establishment of a co-integration amongst the variables as discussed in table 3. Again, 

the negative and significant coefficients of the ECM-1 show that the estimated models are stable. 

This indicates that if the rate of domestic investment in the country is sustained and enhanced, the 

country would witness sustainable development and economic recovery and progress (Egbetunde, 

and Fadeyibi, 2015). 

 
Further, from the ECM result, the coefficient of the constant term 0.7452that gross domestic 

investment (GDI) in Nigeria will experience a 0.7452 percentage decrease when all other variables 

(real gross domestic product, real interest rate and inflation rate) are held constant. Also, the 

estimated coefficient for RGDP shows that a 0.3070percentage change in RGDP will cause a 

corresponding percent increase in gross domestic investment (GDI) in Nigeria and was found to 

be statistically significant. The implication is that, improvement in the standards of living of the 

citizenry leads to an increase domestic investment in Nigeria. This result conforms to the a priori 

expectation that RGDP positively impact on domestic investment in Nigeria.  

 
Furthermore, the estimated coefficient for real interest rate (RIR) {0.0216} shows that a percentage 

change in RIR will cause a corresponding percent increase in gross domestic investment (GDI) in 

Nigeria and was found to be statistically insignificant. The result indicates that a unit increase in 

real interest rate leads to 0.0216 percent increase in domestic investment in Nigeria. Thus, 

government economic recovery plans and strategies should focus on raising the rate of interest, so 

as to promote domestic investments in Nigeria. The results however contradict the Classical 

economists such as (Smith, 1776; Mill, 1848) who demonstrated that investment slope downwards 

implying that low interest rate encourages businessmen to invest in the economy. Similarly, 

Kinyanjui, Muturi & Njeru (2021), found that an increase in the lending rate negatively and 

significantly reduces domestic investment. 

 
Lastly, inflation rate (INFR) with coefficient of -0.0976 and a significantly probability value of 

0.0458, negatively affects gross domestic investment in Nigeria. This means that one unit increase 

in INF decreases GDI by -0.0976units. The findings is in line with Onwuka (2017) who found that 

increased inflation discourages investment especially in the real sector as it causes a decline in the 
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real return on investment which consequently obstruct plans targeted to economy recovery. The 

result however, contradicts Egbetunde, & Fadeyibi, (2015) who suggests that moderate inflation 

boost economic activities in the country. 

 
The computed coefficient of determination (R2) value of 0.4697 indicated that 46.9% of the total 

variation in Gross Domestic Investment (GDI) is accounted for, by the explanatory variables: GDP 

per capita, RIR, and INFR. Thus, model has a good fit. The adjusted R-squared of 0.3657 indicates 

the additional input variables are not adding value to the model. Therefore, adjusted R2 is differing 

by 11% (47% –26%). From the Error Correction Model (ECM) result the existence of 

autocorrelation was performed using Durbin-Watson statistic. The estimated DW-statistic is 1.43, 

it can be deduced therefore, that there is no autocorrelation in the error term and since the DW is 

less than 2, it suggests that the model is good for prediction. The Akaike info criterion (AIC) of 

5.2854 is the lowest of the independent variables used and therefore indicates that it the best model 

to adopt in this case. 

 
5.0 Conclusion and Recommendations  

The paper sought to establish a causal relationship among economic recovery, price of funds and 

domestic investment in Nigeria. Using real GDP as a proxy for economic recovery process, the 

paper showed that economic recovery and price of funds are determinants of the volume of 

investments in Nigerian domestic market. Also, rising inflation would negatively affect domestic 

investment in Nigeria. Overall, the study concludes that the gateway to economic recovery and

higher domestic investment is lower price of funds in the Nigerian domestic market provided the 

government through the agency of the CBN put in place a robust monetary and fiscal policy 

framework to facilitate economic recovery and reduce the price of funds in the domestic market 

since investment decisions depend largely on the peculiarity of the domestic market. 
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Abstract 
The paper empirically examined the causal effects of financial panic and insecurity on investment 
in Nigeria. To achieve this, inflation rate and exchange rate were used as measures of the financial 
vulnerability which defined financial panic, interest rate was utilized as the price of borrowed 
funds associated with any investments and terrorism index was proxied for financial panic 
associated for insecurity in Nigeria. The research employed the trend analysis and OLS regression 
technique in analysing the historical time series data for the period 1999 -2019. The Augmented 
Dickey Fuller (ADF), and Johansen’s co-integration tests were conducted to verify  the existence 
of  unit root, co-integration and long run relationships. The ADF results revealed that the data 
used under surveyed converged after random walk at first and second differences thereby 
removing the presence of spuriousness in the data and providing integrity to the model. The result 
of the Johansen’s co-integration test indicated that, in the long run, the dependent variables can 
be efficiently anticipated using the independent variables. The OLS regression results showed that 
inflation rates, interest rates and terrorism index negatively affected private investments in Nigeria 
while exchange rate revealed a positive impact on private investment. All  independent variables 
conformed with the apriori expectations. Conclusively, insecurity, macroeconomic instability and 
financial system fragility collectively affect private investment in Nigeria. The study recommended, 
among other things, a deliberate and frontal action by the Nigerian government to tackle rising 
banditry, terrorism and all forms of criminality with a view to promoting peace, safety, private 
investment and economic prosperity for Nigeria as well as West African sub-region. 
 
 
1.0 Introduction 

Sustainable economic growth and development is achieved through massive investments. Most 

importantly, the security of lives and investments must be treated as a matter of priority. 

Investment refers to the present commitment financial resources in anticipation of future economic 

gains. The procurement capital assets such as plant and equipment, factories and buildings for 

production o goods and services, and add to the available stock of capital with a view to raising 

aggregate income in the economy is often referred to as real investment. Contrarily, the purchase 

of securities such as bonds, debentures, stocks, treasury bills, treasury certificates and commercial 

papers is termed financial investment. Financial investment does not directly affect aggregate 

income, spending and production in the economy as it is considered by financial experts a transfer 
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of existing assets. Investment in businesses, products and services of an individual’s own country 

rather than in those of foreign countries is known as domestic investment. It is the commitment of 

financial resources into productive assets within an individual’s country rather than abroad. The 

amount of financial resources committed by domestic businesses within an economy or country is 

referred to as gross private domestic investment (GPDI). It includes non-residential investment, 

expenditures by business firms on capital goods such machinery, tools and factories. GDPI = C + 

P + I, where C is business expenditures on machines, land and buildings; P is expenditures by 

house owners on renovation of existing buildings and construction of new buildings; I represents 

charges on inventories held by businesses. Investors (domestic and foreign) want a safe haven for 

their investment (Dobrinsky, 2005). They take into consideration the loss of their capital assets on 

account of damage to property due to civil unrest, political conflict and intertribal or community 

wars. In a country where socio-political and economic environment is highly volatile, investors 

may not invest and may wait until adequate incentives are provided to compensate for any 

risks/uncertainties associated with any commitment to long-term investment. Sometimes they 

might decide only to undertake investments with self-insurance character, i.e. investments whose 

cycles are very short and can easily be undone (Iyoha, 1998). 

 
Over the years, the Nigerian banking system has metamorphosed in the area of ownership 

structure, operational coverage and number of institutions. The consolidation exercise in 2005 

which led to merger and acquisition of banks from eighty nine banks to twenty four banks was a 

renowned policy framework that was introduced to strengthen the capital base of banks (CBN, 

2005). The essence of the consolidation exercise was to enable banks withstand external shocks, 

restore depositor’s confidence and cushion against the risks of a financial panic (Soludo, 2004). A 

financial panic is a sudden wide-scale drop in the value of financial assets, or in the financial 

institutions managing those assets (Atoi, 2018). According to Adamu (2010), a financial panic 

may be triggered by a variety of factors, but the situation is typically aggravated by negative 

investment sentiment, fear or insecurity. Thus, financial panic may results when there is evidence 

that a bank has become insolvent and illiquid. These occurrences often spark a vicious circle where 

depositors and investors pull their money out of the bank, leading to a decline in both foreign and 

domestic investments with attendant economic consequences. Sanusi (2010) opined that financial 
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panic is a moment when financial networks and markets suddenly become markedly unable or 

strained to the point where it may collapse. 

 
Despites policy measures and frameworks put in place to aid the financial system from possible 

collapse and encourage investments, the banking system was rated very marginal relative to its 

potential (CBN, 2009). A country like Nigeria with political instability, social unrest and insecurity 

drastically endanger the investment climate for investors and as well reduced the performance of 

key economic sectors especially the banking sector. In such an atmosphere, it is expected that 

investments (domestic or foreign, private or public) will decline rapidly as a result of increased 

insecurity in business levels (Stasavage, 2002). Thus, a socio-politically stable environment, sound 

banking system and an economy free chaos and anarchy will have a positive impact on investment. 

According to Ekpo (2014), conducive economic environment could be created by the government 

through the formulation and implementation of appropriate, effective and sound macroeconomic 

policies and programmes which, among other things, will facilitate the availability of required 

resources, stimulate savings and investments, and ensure macroeconomic stability (low inflation 

rate, exchange rate stability and low interest rate) as well as the provision of adequate 

infrastructural facilities in the economy.  

 
More so, investors (domestic or foreign, private or public) will be attracted to a nation where there 

is political and economic stability. In fact, a stable political system accompanied by consistent 

economic policies is not just a requirement but also a necessary condition for investment to thrive 

in an economy (Obaseki & Onwioduoki, 1998). It is important to note that civil strife, political 

conflict and macroeconomic instability does not ensure a favourable investment environment. 

Among the conditions considered to be necessary foundations for investment growth include a 

minimal degree of social stability, a minimal degree of macroeconomic stability, and a minimal 

degree of allocative efficiency (i.e. resources allocation) (Soludo, 2004). Investment would not 

strive well in a country where there is social disorder, macroeconomic instability, political unrest 

or inefficient resources allocation. A situation where some of these constraints exist

simultaneously will greatly deter investment in that country (Diamond, 1989).  
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With arrival of the 2008/2009 global financial crisis (GFC) and the resurrection of the Boko Haram 

insurgency in July 2009, all the revenue from huge inflow from oil receipts and excess liquidity in 

the financial system, were plummeted significantly and was accompanied by unprecedented 

decline in investments (Atoi, 2018). In addition, the mayhem created by the activities of ethnic

militia like the Niger Delta Militants, Oduduwa People’s Congress, and of recent, the end SARS 

protest in 2020 has a severe impact on economic activities which as further seriously disrupted the 

peace in the country. This unhealthy williwaws and political hullabaloo created an unfriendly 

environment, which is hostile and risky for both public and private investors in Nigeria (Diamond, 

2019). Furthermore, the prevailing insecurity in the country and other macro-economic challenges 

have continued to hamper investment, with foreign investors pulling out N1.64 trillion from the 

market in three years. In 2018, N642.65 billion in foreign portfolio investment outflow was 

recorded, while foreign investors withdrew N523.42 billion and N481.93 billion during the 

corresponding period in 2019 and 2020. Latest data from the Nigerian Exchange Limited (NGX) 

show that foreign investors withdrew N30.79 billion in January, N39.05 billion in February and 

N20.28 billion in March 2021, while domestic investors pulled out N86.35 billion in January, 

N69.28 billion in February and N93.31 billion during the same period (Guardian Newspaper). 

 
This huge outflow of capital has led to concerns about the extent to which financial panic may be 

associated with insecurity and the attendant consequences on private investment in Nigeria. As the 

country is characterized by incessant security issues, associated with dwindles in macro-economic 

indicators such as exchange rates, inflation rates and interest rates, the investment climate could 

worsen if factors impeding the nation’s economic growth were not tackled soon. Hence there is 

need for government to evolve new strategies to create a conducive investments environment, a 

stable financial system and aid sustainable growth. 

 
Most empirical studies on financial crisis and investment have neglected the idiosyncratic of 

insecurity as a threatening factor of investments particularly in Nigeria (Atobatele and Akinwunmi 

(2010), Bonga and Nyoni (2017), Ayeni (2014). Thus, the focus of this study is to contribute to 

existing literature in Nigeria and to examine the extent to which insecurity measured by terrorism 


