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TANATION AND CORPORATE INVESTMENT: A ¢ OMPARATIVE ANALYSIS €
NIGERIA AND GHANA e v
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tilayo
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P
g\ hstract
1« anndy examines the cffect of taxation on vorporate investment in Nigeria ami Ghana wsing panel data thar
(rc obrained from financial statements of listed 150 and 48 companies respecrively from Irf;'}'h 014 f; y
- /it showed that all explanatory variables used in this study explained 68 4%, and 87 2%, m;,-ur-'.m ;
osrment in Nigerra and Ghana respectively. The F-staristic of 879 with p of 0 0000 in d:’u.'n:.- - ‘*U m m.’:',’
« it 10 p redict the investment level, The st “d.)' concludes that corporate incbme tax and irterest :i-‘nrﬁcawf-
<ot the level of investment in Nigeria with each variable having a p-value < 5% amd megutive coeSeients
_rumerer of -0.4065 and -0.1646 respectively. Meanwhile exchange rate and import rute e mw':.-m“.‘:cum n
riaming the level of investment in Nigeria, with p-values > 5% However, in Ghana, corporute income e
crest and exchange rate significantly affect investment given thar their p-values are - $v T SR S
¢ negatve cocficients parameters of -0.65 75, -0.6652, and 0.3010 respectively while mport rate with a
wrive coefficient of 6.9373, also has a p-value of 0.943 Zindicating an invigniﬁcunr relationshp with the
sl of umvestment in Ghana. The study recommends that gm‘crnmz'ms should restrucrure rax rute and s
sministration in both countries by reducing the company income tax rate from 30 per cent 1o a lower
percertage and enforcing strong macroeconomic policies including stabilization of exchange rate amd
regulation of interest rale charged by lending institutions with u view 10 reduce the adverse effect of tux rare
on corporate investment.

Kevwards: 1axation. corporate investinent; financial statements: panel dara

1. INTRODUCTION

Investment is a vital ingredient in revitalizing an economy and stimulating the growth of such
economy. This has prompted many countries to work on developing favorable conditions to promote
investment. The level of development of any nation depends on the level of the investment either of
private and or foreign direct investment (Mutti & Grubert, 2004). However. one means of Leneranng
the amount of revenue for investment is through a well structured tax system. Azubike (2009) is of
the opinion that tax is a major player in revenue generation in every society of the world. Taxation is
an opportunity for government to collect revenue needed in discharging its pressing obhgaton such
as investment. Nzontta (2007) opined that tax constitute key source 3of revenue to the federation
account shared by the federal, state and local governments. Taxes are imposed on the income or
capital of some types of legal entities in order to establish or imvest for creatuny employinent
opportunity for their citizen, ensuring adequate security, enhance public expenditure, redistribute
income, overcome externalities and influence the allocation of resources (Adegbite & Shittu, 2013).
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and this includes personal income tax, corporate

Taves imposed By sovenine C o vanous forms %
FANES ImMpasad By govermnmment are i \ ax. pCll’OlCUl’“ prom tax

f < { ain t
imcome mves, withholding tan, aducation tax, value added tax, L.\Pl“l M
among others

as the heart of economic growth inomany €conomies,
laves ate a crucial factor when making investmene
ax factors but also by other

Investment has been confinmed
capeviaiiv o some West Atiwea countues
cacivons However, the mtflon of imvestment s attracted not only by t
varables A number of these vatables with the exception of tax vanable have been (llSCtls§cd
extensively 1 the Tirerature sueh as finance cost or mterest tate, exchange rate and rate of mﬂatnqn
CAnthomy . 2013 The mflow of mvestment brings several benefits in particular by way of cConone
crowth anfiaducte, human  resouves, lcc‘hnnloglcnl development. employment generation,
X me and socal w cll-bamyg ot the P\‘\‘I‘IL‘ m the country The Qt.‘l].\'"i\ll_\' f)f investment to tax
acconding 1 Adeghite and Shittu (2015) vanes depending on the conditions of the co.nntr}', the tax

the inestment policies established therein, types of industry. and

—
LS N

B 1y = S ek ~
policies of the companes,
» By
s

acinvany coverad

commercial

L 9 SR .~

Although govemment raises revenue trom several other sources such as petroleum. licenses.
fees and finess manavon remais the largest contributor of govemment revenue even when other
sources are put wgether (Vergara, 2009). This support the assertion made by Azah, (2005) that

“rananon has become one of the key sources of domestic revenue. It is a major fiscal tool not only
tor mobihzing the much needed public revenue but also for directing investment flow and other
desirable socio-economic behavier™, Unfortunately, the fact that taxation does not offer any direct
benerit 10 the tax payer in return coupled with some level of illiteracy. tax payers resort to all sorts of

al methods 10 either reduce the amount of tax or to dodge the tax altogether. Such acuvities

w>

i
ude falsifving records to over or under invoice goods. increasing allowable deductions and some

simply faihing 1o mamtain proper records. All these result in low level of tax revenue mobilization
that govemments continue to experience over the years.

In addinion to providing social amenities, governments also have to provide enough jobs tg
carer for the employment needs of its citizens but government alone cannot meet the employment
demuands of the people. There 1s therefore the heavy reliance on the private investors to create jobs tg
belp the government absorb the unemployed. It is often said that the private sector is the engine of
growth of the economy. However, govenments must create the right economic environment for the
priate sector to thrive and this they do through the use of fiscal or economic policies of which

taxation policy is one.

Writing under the caption, “Taxes could discourage investment” in the Financial Times issue
of Monday. November 21, 2011, the Chambers of Mines (mining body) in reacting to an increase n
the corporate tax rate on mining companies from 25 to 35 percent and a windfall tax of 10 percent on
mining profits as introduced in the 2012 budget, wamed that it could discourage investment.
According to Financial Times (201 1. November 21 p.36), Toni Aubynn, head of the Ghana Chamber
of Mines stated that, “this stance will likely discourage investment and the expansion of cument
projects”.

So much as the nation wants to raise the maximum tax revenue, it is faced with a problem of
ensuring that tax levels do not serve as a disincentive to private investment. What then is the right
level of tax rate that will generate the optimum level of tax revenue? and at the same time does not
erode the investor’s profits to the extent that they are thrown out of business. After all. profit is the
main aim of every private investor. In an attempt to balance the effect of tax on the investor, the tax
system provides a lot of tax incentives including tax holidays, investment tax credits, capital
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W s 4 l‘cli"Lclcl'lcils is :m ‘::lll:m«f Investor Edame and Ok (2014) According 10 Ve gah

A conoty 1(:111&2 of deficits Hn?:cwc. Lo foreign investors and taxation 15 one of the means

nng the n‘v‘n:;iﬂ.cr Antersl sl m\;fll .vll:lltghc: Iaxes tend 10 drive aut or scare off investons

‘ . (ax 1te K : es according 1 ; v’ :

o ]\nl-‘“‘ { ctor nflhc Cﬂlln"'ylb business. g 1o the company s actuvities and the
cse

ogt Af1ICR countiies such as Ghana, the corporate 1a alg 1y 227 R S T
- ok Exchanistnd 350 o cpames i o e s S Fochanss s
it (han that of N'L_’c"'“n(lm A’gv MS;L in Guinea, Gambia, Sierra Leone :m‘d ‘\)la:1rxr;rlxa. !h;
a y income faxes are 35_’"‘ 3.1 %, 30% and 25% respectively. These different rates sugzest the
J ol different CO_']’?'""? investment as well, The propaosition of this relationship 15 not
g i any known literature, ’_Thus. tln§ sludy examines the effect of taxatuon on corporate
. ith the view of BSAmInIng ll}c effect of tax liability on corporate investment as it varies
| West African countries. In the light of the above, the study raised the following research
""'Ll':,':m; what effect does corporate income tax have on investment in West African Countries.
. i
The gcncml objective of this study therefore is to examine the effect of taxation on corporate
qment. Spcciﬁcnlly thc'study scckﬁ_ to assess the relationship between import, exchange rate and
e i on investmentin West African countries, In order to achieve these stated objecrives. the

west P
eres hypotheses were formulated;

I\‘H\)\\ l]“"‘

i Taxation hns_no'stalisri?nl sjgniﬁf:mlt effect on investment in West African countries.

I Thereis no m_gmf"n_cunt lt":lﬂll?llshlp between import and investment in West African countries.

{o  Thereis 1o significant relationship between exchange rates and investment in West African
countries.

Ho  There .is no significant refationship between interest paid and investment in West African
countries.

Many research works have been conducted on the effect of taxation on corporate investment
qcross countries like the works of: Edame and Okoi (2014), Adegbite and Shittu (2015), Anthony
(2013), Becker, Fuest and Riedel (2012), Tremblay (2010), Tatom (2007) amony others. However,
within the scope of the empirical resenrch reviewed, none of these literatures made comparison
betveen West Aftica countries, Therefore, this study attempts to fill this gap by examining the effect
of taxation on sectorial investment between Ghana and Nigeria from 1999-2016. This will aid the
policy makers of the two countries to formulate and implement appropriate tax policies to attract
ivestment in the various sectors of the countries under consideration,

There are 18 countries in West Africa, 8 of this countries (Benin, Burkina faso, Guinea,
Guinea Bissau, Niger, Senegal. Togo, Mali) has a joint stock exchange called Bourse Regionale des
Valewss Mobilieres (BRVM) just for the purpose of regulations bul with no companies listed on ity A
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N il fo aite. i Teh \s this study with just 2 Lounf“zsgl ) S(‘ k Excl 1S study
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it (1 S i ]Li“:n the Nigeria Stock Exchange an 1ana Stock Exc 1ange (ex¢|udmg
\ n e nes listed ¢ i
cused on compai pt el
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a Stock

2. LITERATURE REVIEW

is an mstument employed by the government for Eenerating pyp|ic funds
Taxation is an i~cc‘|llif€d payment imposed by the Eovernment op the income, profit of
(_-\113.1dillj‘f'- 3004)" ll_t ':_Onup af 17050“5: and corporate organizationg, (Piana, 2003) opined that it isa
wealth of indin I(lj_lls‘:ﬁ:;\i of tax rate to a tax base. According to (Biautigam, 2008) a well-designed tax
(==l f_hc ﬂlPl“I l,huo\-m-nmems i developing countries prioritize their Spending, bujld stable
\::rtitriiiiotnz\" aii:i Lim?vro-\'e democratic accountability. Tax g 5 Mandatory financia| charge or some
z:(i)r.‘l npes of levy impqsed upon a tax payer by a geveimnent 0rgamzagon in orcier to funfl vaneus
public expenditures. It is a means by_\_\'hlfl_h gevemmems finance their €Xpenditure by Imposing
charges on citizens and corporate entities I order to CNCourage o discourage certain economjc
decisions. A failure to pay or evasion of or resistance of taxatiop jg Punishab]e by law,

rence between the capi
the period. (Haavelmo, 1960) Thus,
beginning of period: Haav
that is aimed at incre

asing the valye of a busiy
increasing

value of 3 business a

Corporate income tax is a tax |
Corporate income tas

it is not handled well, j generate the
much needed rev o high that

Income tax on private
Or negative (Noy gah, 1998)

Import duty is a tax collected on imports by custom authorities of 5 country. It is usually
based on the value of the goods that are imported. Depending on the context, Import duty may be
referred to ag custom duty, tariff op import tax, Fo

r instance, Increase in j
companies fro

m investing In productive non-current assets, w

MPOrt tax might djse
hich are not produced locally.

Interest rate | the r
known as the lending rate.
determined by the forces of

ate at whj
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seorctical beliets P forward by some scholars. Lipeey. (1979) opned thet fhve :...n-m.;f.«. ‘
":""w""'\ i nmmna.l S rate of wmvestment and étpcct.mom The Ié»el m-' ‘('ic;;lnuxnl' l'nr‘
i the Prime e o of investment; He stated further that the higher the level of demand
ome, the highe? the willingness amongst firms to invest, because of the favorable expectations
furure. THESE P8 i b.o‘"dﬂ to the ability of firms in obtaining x'um.h by busrow g
¢ they tend to finance their investments more from retention out of profits. Higher level of

e

" will possibly result in higher profit which means more for retention and thus limurs the

o mvest.

1 his \(\‘\1

R

|n a comparative study of investment incentives in relation to the life span of projects
rave and Musgrave (1976). Brown (1962) and McLure (1962) argued that accelerated
..,ation favors long-live investments as compared with investment tax credit and vice-versa for
ved investment initial allowance which is a form of accelerated depreciation was showed by

-k (1939) as favoring long-live investment relatives to investment allowances and vice-versa for

. ~~.lived ones.

On the other hand. Sandomos (1974) analysis suggested accelerated depreciatnon favored
Ined capital. This different definitions of accelerated depreciation rate to the capital stock
» Broadway. (1978) applied it to the capital as written down for tax purposes it must be stated
<:-domos’ method of calculating depreciation is similar to that of Nigerian methods as contained in
.. fnance (Miscellaneous Taxation provision Decree 1985). The Accelerated cost recovery system
.(pS) which is another way of expressing accelerated depreciation was been criticized as
Lenerzuing adequate allowance for depreciation relative to economic depreciation (Tax Reform Act
1945 because it is used on cost rather than on current cost. Also it has been criticized for failure to

consider the issues of fluctuating inflation.

Several studies have worked on this area, Some of which are: Ofoegbu, Akue and Oliver,
(2016) which examined the effect of tax revenue on the economic development of Nigerian, and
sscertain whether there is any difference in using Gross Domestic Product in establishing the
relationship. The study used annual time series data for the period 2005-2014 to estimate a linear
model of tax revenue and human development index using ordinary least square (OLS) regression
technique, Findings show a positive and significant relationship between tax revenue and economic
development. The result also reveals that measuring the effect of tax revenue on economic
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dovelonment vone HDU wives lower relationship than measuring the relationship with GDP thyg
Grecestite that nsine sross domestic produet (GDP) gives a painted picture of the relationship,
erveen tan revenue and economic development in Nigeria,
Chode and Chude, (2013 ascertained the impact of taxation on the profitability of companieg
SN ces The stedy used secondany sources of data and o time series econometric technique with
‘ sotion model fested the variables most likely to impact on profitability of companies i
<tudy revealed that the level of company tax has significant effect on the profitability,
smpany meome s (CITY has sigmiticant effect on profitability.
\adusbha, Ekw and Kalu (2015) worked on corporate tax and revenue generation in Nigeria:
J the relanonship Letween Petroleum Tax Income (PTI) on Toral Consolidated
and the relanonship between Companies Income Tax (CIT) on Total Consolidated
correlation and sunple regression was used to analyze the data and the result
\ ¢ signiticant relationship between Companies’ Income Tax (CIT) and Total
Consolidatad Revenue (TCR). The regression result revealed a negative significant relationship
cetween Penoleum Tax Income and Total Consolidated Revenue and Companies Income Tax and
TCR Adegbite and Shittu (2015) assessed the effect of corporate tax on investment in Nigeria and
also examunad the impact of corporate tax revenue on economic growth in Nigeria. Secondary data
was obmamned from Central Bank of Nigeria, Statistical Bulletin from 1993 to 2013 and multiple
ressions analysis was employed to analyzed the relationship between the dependent variable
(Gross Domesuc Product (GDP)) and independent variables (company income tax. value added tax,
orotit tax and inflation). The study finds that corporate income tax has positive significant
profile in Nigeria with the Adjusted R2 of 95.3% which directly enhanced growth

_ = -
YV AISa &

-
ic

3 s
Wil

an revenue

Edame and Okoi (2014) used ordinary least square method of multiple regression analysis to
examune the impact of taxation on investment and economic growth in Nigeria from 1980-2010. The
annual data were sourced from the Central Bank of Nigeria statistical bulletin. The result of the
analyvsis reveals an inverse relarionship benween taxation and investment. The economic implication
of the result is that a one percent (1%) increase in CIT will result in decrease in the level of
investment in Nigeria. Consequently. an increase in PIT will result in decrease in the level of
investment. The result therefore showed that taxation is negatively related to the level of investment
and the output of goods and services (GDP) and is positively related to government expenditure in

Nigerna.

B Becker. Fuest and Riedel. (2012) measured the relative importance of quality and quantity
eftects of corporate taxation on foreign direct investmeqt. They conclude that booth effects of
corporate tax have a negative impact on foreign direct investment. Djankov, Ganser. McLiesh,
Ramalho. and Shleifer. (2010) estimated the relationship between corporate taxation and private
investment with a sample comprising 85 countries included 27 high income, 19 upper-middle
income. 21 lower-middle income, and 18 low income countries. In addition to 22 rich OECD
counm’és. 10 are in East Asia, 17 are in Eastern Europe. 13 in Latin America, 6 in the Middle East,
14 in Africa, and 3 in South Asia. The findings of the study revealed a consistent and large adverse
effect of corporate taxation on both investment and entrepre_neurship. A 10 percent increase in the
=ffective corporate tax rate reduces the investment to GDP ratio by about 2 percent.

Tremblay. (2010) brought out that the absence of a neutral relationship between corporate
axes and investment to the human capital. In his study, he comments negative relationship after
dhering employee and company investing to the human capital and positive relationship after

¥
e

srespending Author: =234R803377[449
PO LTI TEO EAN [0 ALV LN /MW T H OO RS U 1M

matl Address. ez e
18

Scanned with CamScanner



ﬂ“"‘.ﬂ‘(m.\ll, 2018, M2), 1838
A
e k.

o Otavigl, ot o/
e

ly company .il?‘.“,“"c“‘ 0 the humay Capital

L .\‘ \i'l‘\\ l“‘““ for mn cs‘tmcnl N Morocep and wly " Tatom,
\l"wli-‘nf:“\\\lll ll\_l““!l]‘ ‘i‘\ retom: Morogen g U\“mf‘“t-cr fhere
o ¥ cocial _msnr‘;n‘\-:c' :\t [‘a.\'j\\ll tanes and the \nhne)a‘(\lzfgllhwx N e LR BT
e W hlFhCs:.“,:\:l:l:ig‘gx.‘:\:i:cgs“:\\eel:i"l‘lec agreed that higher c('r;\”‘r::e ::lfr::gp"':;:f f:;‘:;.:e'}::

s A S 3 = i Ates ase !
i\x‘\:{ cd :::::\:1‘“‘;' development sinee corporate a5 lmemm o MY of tax rate reductions to
. O

DTS impoy
‘ . cu '
ess ventures from domestic ang foreign iny c:: o o bl ienuves
ors,

(2007} alsa investigated the
are oppottunines to aceelerare

¢ LS \
o pusit
1

TR LY
e g ’ 4 5 .
or and Romet (2007) investigated the impact of ¢l
ity. The study used the narr i

activl ative . A .
no® '“.fl:d Congressional teports « to id‘cntif)’rflﬁg r:'i:e pt.":s!demml i i sty <
- > ” >12€, iming, and principal motivation for all

‘ “‘;111C‘l\1l‘-\‘ . tax policy Scnons. Thcil‘- findings revealed a powerful Pt s :
s gl . e e el s
S appear € h..\\c. e i )-'\ ctoft put costs than other tax increases. Mutti and Grubert, (2004)
S g out rcse‘mxl} on the impe « Ol taxes on the horizontally integrated international organizati
el ' considering foreign investment. They conclude that foreign invcsrme.nt Is sois ‘Ei{tiv'c ::‘;‘:::
ater in developing than in developed countries and it

0] \ H
Ron anges in the level of taxation on

'\

. are © . ble 4 g
A .ﬂ;m' tax rates and this sensitivity is gre
a5t COWE

& e overtime.

Based on C“‘P‘“?“ul rcigem‘ch reviewed on the effect of taxation on corporate investment
s countries, ll?tlevot ble lt'elat.m:es made comparison between West Africa countries therefore
" qudy filled this gap by examining the effect of taxation on corporate investment in various
. .5 between Ghana and Nigeria from 1999.2016.
Laotors

. DATA AND METHODOLOGY

- < sudy adopted the work of Adegbite and Shittu, (2015) whose model was given as:

- = f(CIT.IMPT.EXCH,INTR)
N = T ™ EJ‘CIT:: i, ﬁ:IM'PT“ + ﬁBE‘\’CHi: + ﬁ.;!NTRt.- + M.

shere: INV = Investment; CIT= Company Income Tax: IMPT = Import rate; EXCH = Exchange
_e. INTR = Interest rate; W = error term; a = Intercept of the regression line. B; to Be= estimated
;oefﬁcients.

The model was modified to include interest paid also known as finance cost incurred by
corporations because it has a direct influence on retained earnings available to corporations for
rcinvestment in place of the prevailing interest rate used by Adegbite and Shittu, (2015).

. v = f(CIT,IMPT EXCH,INTR)

WV, = .+ ByCIT, + BoIMPT,. + PEXCH,, + BINTR,, + s,
Where:

INV = Investment.

CIT= Company Income Tax

IMPT = Import rate

EXCH = Exchange rate

INTR = Interest paid/ finance cost

U = error term

a = Intercept of the regression line
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4. FINDINGS AND DISCUSSION

Tzble 4.1 shows the descriptive statistics of dependent ang independent varia
compames from various sectors in Nigeria and Ghana from 1999 to 2016. Thus,
obsen ations for each dependent and explanatory variable in Nigeria are 162 (panel data of

for 1% years). while that of Ghana are 108 (panel data of 6 sectors for 18 years) Therefore, ¢

bles for
the toral
9 sectors

he mean,
*labsdid doviation, nunimum and the maximum values of independent variable and explanatory
variables are reported. The measures of dispersion of the model variables are measured by standard
deviation values as shown in Table |
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[vidence from Table 4.1 reveals that in Nigeria the average amo . ’

by <o !.mm'w:;.'m-‘lh|h.d“,:c5c‘| “;‘C:U(;h m the stated period '155 19.22.:'2; ?i::fﬁz'-'mi"i;[?f.{,’
il l} M!h .amn' :}u %c\:;lm:?:l 0.1 073205, On the other hand, the average corporate ta'x Pai:!
b o s V;;' IOUSZSZL:?C;AG i felnrescnted Py’company income tax (CIT) is 19.36578
Vi i : l(-). Al W_“h standard deviation of 2.317074. Also. the amount of
i “NV) mc"‘“‘”‘-d())% ' agg’cgalc of all investment of companies from selected sectors in
Nigeria HnEes {rom 11.71953 to 19.42569, It _ha_S a mean of 16.62445 showing the deviation of
2464750 from 115 MEAn value. The standard deviation for import (IMPT) and exchange rate (EXCH)
. 1768290 and

92.08180 respectively, showing ranging from 13.76912 and 45.00
- ’ ‘ it . 000 t 19_
nd 301.0000 for (IMPT) and (EXCH) respectively. DISo018

Meanwhile, in Ghana the overall average of amount of interest (INTR) paid un

was 21.63600 ranging from 2.'800000 percent to 51.94982 with the deviation)opf 14.5232?12:0:?31“;
nean. The mean of corporate income tax (CIT) was 23.32400 with a standard deviation of 4.244138
over the period under st'ud'y Whllcilt ranges from 18.3‘6000 to 36.09000. Furthermore, investment
(INV) demonstrates a mm:mum'o{ 29,IOOOQ and maximum of 64.10000 with an average value of
45.85600 showing 9.751200 deviations from its mean. The stand.ard deviation for import (IMPT) and
exchange rate (EXCH) are 5.033238 and 81.23693 respectively, ranging from 10.82390 and
120.0000 to 44.96800 and 280.0000 for (IMPT) and (EXCH) respectively. Therefore, the study

discovered that the mean average for all the variables, except IMPT and EXGR recorded for Nigeria
is greater than that of Ghana.

The existence of the problem of multicollinearity was tested using variance inflation factor
(VIF) as contained in Table 4.2.

Table 4.2: VIF Test of Multicollinearity

Nigeria \ Ghana |
Variable VIF l _VIF |
INTR 3.21 \ 1.18 |
CIT 1.92 { 0.90 |
IMPT 2.86 | 1.15 ﬂ
EXCH 4.36 \ 3.83
Source: Authors® Computation, (2018).
Cotresponding Author ¢+ 2348038771449
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be result the L “riables
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e best model between the pooled OLS and random effect f“‘“l“l'rl,‘:,':' h(_:l(r\\ Vag
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Table 4 3: Langranger Multiplier Test — [ Ghana
S At ) Nigeria m Prob >l
et e [ Chi2(1) Prob > Chi2 L 0.0 Chi3
i“ — \.v . ‘4; 0.000 .38 \4‘

Source: Authors® Computation,(2018).
) Nigeria and Ghap

adle 3 reports the results of Breusch-pagan lagrangian :est_s for ?it:d G—hzmc‘l Is loss rh:; f
probabilities of Breusch-Pagan LM tests in bqth I\x'_—'c:jlec] ‘is sppsoptiate dusli ‘l‘bj
of significance. This implies that the random etfect mol implies that the variab]f
Y siznificant differences across sectors in both countries. Ita .50 riate. Hausman Test w“
cannot be mc‘-:d together, therefore rendering the pooled OLS I'uappdlofto gi.ve = COHSiSt::s
periommead to detect which panel regression model should be used 1n Or emOd._e f il iedonmess t
and efficient result. The panel regression model includes fixed effe.ct ables on the de end;nq
model. The fixed efFect model assumes that the influence of explanatory varia del ph :
variable is the same (Arellano & Bond (1991). However. the random effect model assumes that tha

i<

v var i fixed but r
relauonship between the dependent variable and the explanatory variable Is not andom
(Bourboanais (2009). The result is shown in the table below:

o -1

Table 4.4: Result of Hausman Test

) Nigeria i : Gh:ana
Test Summary __| Chi-sq. Statistic p-value | Chi-sq. Statistic p-value

Cross-section Random 11.34 0.20 19.26 0.06

Source: Authors’ Computation, (2018. )

labic 4.4 shows thar the probability of cross-section random exceeds 3 per cent level of
significance. The null hypothesis (Hu) which indicates the presence of random effect is rejected only
if p-value of chi-square is lesser than 5 per cent significance level, otherwise we do not reject H,,.
Thus, the model chosen is a random effect since the probability value of chi-square in both Nigeria
and Ghana are more than the 5 per cent significance level, which means that we do not reject H,,.

Therefore. there is enough evidence to conclude that random effect model is more consistent and
efficient.
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Table 4.5 shows that the coetticients of determination (adjusted R") 1s 0.6846 which mdicate
that the explanatory variables explains 68.40% variability in investment level, while the remaining
31.54% of investment vanance is explained by other variables outside the regression model. Table
15 also shows that all independent variables have significant effect on Investment level
simultancously as evidenced from the probability value (F-statistics) of 0.00 and (P < 0.05).

As shown in table 4.5, amount of interest paid by listed companies from various sectors has 2
vel of investment in both Nigeria and Ghana at 1% level of significance.
coeff. = -0.164630. p-value =0.0068. One possible e_xplanatiou qf this negati\-e‘relarionship is that an
increase in the amount of interest paid by companies from various sectors will not in-}' leads 10 a
decline in companies’ profit available for im_/estment t?ut as well as reduce companies” demand to
finance their investments through borrowing in both nger_la and Ghana. In other w.ord. an increase

affects the interest rate which increases the amount of interest paid by

in inflation rates directly _ : 1€ ) i
companies which in turn decline the level of investment. This result is in conformity with not only
the previous work of Agbebite and Shittu (2013) and also with the a priori expectation.

The result also shows that corporate income tax (CIT) as a proxy for the amount of tax paid
s sectors has a significant negative effect on the level of investment made

by companies from variou ! e : A ds
by the companies in both Nigeria and Ghana with probability value of 0.0029 and 0.0058
respectively. This indicates that in Nigeria and Ghana, there are evidences that amount of tax paid by

have significant effects on the amount of eamings that will be

companies from various sectors : amc : '
retained for the future investment. This is consistent with the a priori expectation and the previous
work of Edame and Okoi (2014), Becker, et al (2012), Djankov, et al (2010).

negative effect on the le

Concerning the exchange rate, findings of this study show that exchange rate has insignificant
effect on the level of investment in Nigeria, although this effect is positive with coeff. = 0.094102, p-
value = 0.4044. Contrarily, it is significant at 5 per cent level of significance in Ghana. This result
indicates that an increase in exchange rate in Ghana affects the level of investment by 0.301018 with
the probability value of 0.0289. This is also consistent with the previous work Adegbite and Shittu

(2015).
Lastly, the results show that import rate has positive but insignificant in affecting the level of
investment with coeff. = 0.000516, p-value = 0.5012 in both Nigeria and Ghana. One possible
explanation is that the import rate during the study period does not affect the level of investment in
companies from various selected sectors. particularly with unstable exchange rate of Nigeria. -
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