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 Abstract: Rates of foreign direct investment (FDI) to Africa are increasing. Investors place 
significant weight on whether environments are stable and their security-related risk is minimal. 
‘Political stability’ can be measured as the likelihood that a government will be destabilized or 
overthrown by unconstitutional or violent means; minimizing the likelihood of destabilization may 
increase investor attention. As a result, directly and indirectly, investment can incentivize the state to 
‘perform’ security differently to secure economic flows: regimes may create an illusion of security 
and control through repressing opponents and civilians. An econometric analysis using investment 
data based on FDI stocks and real-time state violence data from the Armed Conflict Location and 
Event Data (ACLED) project suggest that obligations to external sources of income are especially 
binding in the cases of investment, where the competition to attract investment is high. African 
states increasingly use violent repression to eradicate opponents and civilians to ‘secure’ spaces and 
ensure regime stability, in turn attracting current and future investment. As FDI becomes one of the 
main sources of capital across Africa, states are competing to provide the most attractive 
environments for investors. With minimal accountability to constituencies, while being beholden to 
their investors, violence against regime challengers, civilians, and popular protest movements make it 
increasingly apparent where the loyalties of regimes lie.   



 

Introduction 

Researchers have consistently linked conflict risk in developing states to its economic health (Collier 

and Hoeffler, 2004), distribution (Esteban and Ray, 1999), shocks and stability (Miguel, Satyanath, 

and Sergenti, 2004; Dube and Vargas, 2013), and income composition (Murshed and Tadjoeddin, 

2009), including dependences on aid (Grossman, 1992) and extractive resources (Collier and 

Hoeffler, 2005).  The strongest results suggest that variable income flows and distribution generate 

both grievances (Gurr, 1993; Stewart, 2008) and opportunities (Justino, 2009) to challenge state 

power through conflict.  

 

Here, we address how the findings from this rich debate apply to current circumstances when civil 

wars rates are decreasing (Pinker, 2011) while other forms of political violence are becoming more 

common.  Specifically, how do the composition and changes to state incomes affect political 

violence by state forces? Developing state regimes often use repression against opponents and 

civilians – recent examples in Africa include Ugandan President Yoweri Museveni’s acts towards 

opposition party supporters during the 2016 election (Reuters, 2016), or the Burundian regime’s 

attacks of opponents in 2015-6 (Human Rights Watch, 2016a). In general, African state forces are 

present and active in approximately one-third of annual political violence rates, and one in five acts 

of violence against civilians is perpetrated by state forces. These facts counter a perception of poor 

presence, capacity, and governance that is associated with ‘fragile states’.  

  

Much of the repression literature suggest that the degree and type of domestic political institutions 

create contexts that lead to more or less likely repression (for example, see: Carey, 2010). The 

‘repression’ literature has largely eschewed income related mechanisms and internal politics as 

mechanisms to explain when, where, and who the state targets with political violence. Increasing 



 

attention to external economic relationships and state actions is warranted: previous research has 

demonstrated that aid, trade, and extractive economic relationships impact the rates, forms, and 

practices of domestic instability (Grossman, 1992; Fearon and Laitin, 2003; Humphreys and 

Weinstein, 2008; Findley et al., 2011). We argue that states actively adapt to income environments 

and possible sources of income by changing both violent and non-violent governance practices.  

Where the aim is to secure power and to continue rule, this ‘adaptation’ accounts for the variability 

in when, where, and whom is targeted by the state.  

 

Many have argued that the composition and volatility of income flows into African states can have a 

destabilizing effect on governance institutions, limiting the coherence and embeddedness of the 

state, and making the provision of public goods conditional on outside influences (for example, see 

Lewin, 2011). The opposite has certainly yielded positive results: governments that raise domestic 

income from taxes are generally associated with good performance and peace (Moore, 2007), 

although few African states have this required level of state capacity. Overall, African states are 

dependent on some form of external or extractive rents – natural resource rents, tax revenue, 

foreign aid, or investment make up rates anywhere up to and surpassing the GDPs of African states. 

These have strong effects on how the state operates and provides security. A ‘dependency culture’ 

has arisen (Moyo, 2010), and is purported to make regimes more beholden to outside investors, 

donors, and markets than to citizens (for example, Mkandawire, 2010). As one of the most 

important state provisions, security can be practiced to support external relationships, projects, and 

extraction to the detriment of African citizens, development, and political participation. We argue 

that obligations to external sources of income are especially binding in cases of investment, where the 

competition to attract investment is high, especially in periods of external dependency. 

 



 

In recent years, the international community has forwarded investment as the preferred form of 

external economic intervention (United Nations, 2015). Yet, little is know about how investors 

manage the political risks that are common within developing states, and how states adapt to a 

context in which political risk has a negative influence on external income generation. What choices 

do regimes make to create a ‘stable’ investing environment? And do those decisions increase or 

decrease the security of citizens for the economic benefit of the state? 

 

There are several recent episodes across Africa that indicate how the relationships between regimes 

and investors are given primacy to that of the regime and citizens, and that relationship appears to 

alter how states operate across their own territory. For example, the 2012 Marikana massacre in 

South Africa arose from a strike for increased pay by miners at British-owned Lonmin in South 

Africa. This strike resulted in South African police forces – working in tandem with Lonmin security 

and the National Union of Mineworkers – firing live ammunition at strikers. Autopsies of the forty 

dead miners report most were shot in the back, suggesting they were fleeing rather than attacking 

(Laing, 2012). The use of violence by state forces secured the interests of investors and elites to the 

detriment of citizens. The incident has since been cited as the most lethal use of force by South 

African security forces against civilians since the end of apartheid (The Week, 2014). 

 

Another recent example is ongoing Oromo protests in Ethiopia. A string of demonstrations began 

in late 2015 in response to the Ethiopian government’s ‘master plan’ that seeks to expand the 

borders of the country’s capital into the surrounding rural areas. Land is nationally owned in 

Ethiopia (Martin and Warner, 2015), and the current regime’s master plan would result in the 

displacement of many of the region’s two million people, largely of the Oromo ethnic group 

(Robins-Early, 2016). Critics of the plan argue that the ‘land grab’ is an effort to lease large parcels of 



 

land to foreign investors from China, India, and the Middle East (Martin and Warner, 2015). While 

the government has agreed to scrap the ‘master plan’ (Chala, 2016), the Oromo people continue to 

demonstrate, arguing they do not trust the authorities (Iaccino, 2016). Despite state claims to the 

contrary, Ethiopian security forces continue to violently suppress the largely peaceful protests in the 

Oromia region (Human Rights Watch, 2016b). Reports of fatalities suggest that at least 270 have 

been killed by state forces thus far in the wake of the brutal crackdown on the protests (Iaccino, 

2016), being deemed the “worst ethnic violence [in Ethiopia] in years” (Schemm, 2016).  

 

This article concentrates on African states as these countries have the higher variable rate of recent 

investment, conflict, and dependence on external income flows. While on a whole African 

investment rates are increasing, the amounts and types vary by country and region. In response to 

competition across states, volatility and potential benefits of investment, African states engage in 

higher rates of repressive and violent tactics to secure investment opportunities and relationships. In 

this way, African states have ‘adapted’ to the current competitive environment with their own 

‘comparative advantage’ of high use and tolerance of repression. Repression allows regimes to limit 

and coordinate elite capture (see De Waal, 2015), and continue to rule ‘effectively’, thereby 

increasing their ‘stability’ and lowering their unexpected ‘political risk’. Taken as a whole, this 

indicates that investors and regimes are engaging in ‘conflict resilient investment’, which is not the 

same as ‘conflict resilient development’, as the former supports the regime and an elite class by 

providing income and opportunities, while the latter is to support citizens, contribute to public 

goods, and raise the security levels of individuals and communities.1  

 

                                                
1 Reference to ‘conflict resilient development’ here is in regard to conditional aid flows – which are earmarked for citizen 
support, public goods, etc. Unconditional flows tend to support the regime and an elite class. We argue that 
unconditional flows are similar to ‘conflict resilient investment’, and both result in increased state repression (see Kishi 
and Raleigh, 2015). 



 

From the state perspective, investment offers an opportunity to design economic growth, curtail the 

reportedly excessive accountability requirements from conditional aid and official finance, relieve 

dependency, and potentially provide a rich source of rents through which to distribute in exchange 

for loyalty and service (Tomashevskiy, 2015). When developing states receive investment, the terms 

are variable, yet accountability mechanisms are essentially non-existent. While there has been a rise 

in standards and norms adopted by multinational enterprises in addressing environmental and social 

impacts and the effects of their activities on local communities in developing countries, the 

standards and norms remain ‘voluntary’ by definition, as they are not state-sponsored or the product 

of public regulation (Hunter and Bridgeman, 2008).  While the existence of these standards fills a 

normative gap, there has been “relatively little attention … paid to mechanisms for ensuring 

compliance with them. To the extent that any of these standards and norms contemplate a 

compliance mechanism, they typically embrace internal monitoring or oversight with limited third-

party or independent verification” (Hunter and Bridgeman, 2008, p.190).  Further, “because of their 

often huge economic clout and their capacity for global mobility, [investors] are widely perceived as 

capable of evading public control and getting away with behaviour that harms employees, 

consumers, vulnerable communities or the environment” (Koenig-Archibugi, 2004, p.235). 

Governments have difficulties in “holding TNCs [transnational corporations] accountable under 

conditions of sustained capital mobility and opportunities for jurisdictional ‘exit’” and citizens have 

difficulties in “holding their government accountable when it colludes with, and receives support 

from, economically robust corporations,” especially as “TNCs tend to be robust in comparison to 

many host countries” (Koenig-Archibugi, 2004, p.257-8).2 Similarly, the overall effects of 

                                                
2 While mandatory mechanisms are scarce, voluntary mechanisms for corporate accountability do exist and are 
implemented (e.g. multi-stakeholder initiatives and certification institutions), with the intention of ultimately 
transforming these measures into a binding international legal framework that is agreed on and enforced by states. For 
now, only ‘norms’ exist, bringing together “a range of obligations drawn from existing international human rights, labour 
and environmental conventions” (Koenig-Archibugi, 2004, p.259), which largely only speak to the fact that TNC’s and 



 

unconditional official finance flows have been shown to be detrimental to citizens’ safety and 

development, precisely through their effects on state choices and repression as a result of minimal/a 

lack of accountability (Kishi and Raleigh, 2015).  

 

Foreign direct investment (hereafter FDI) is especially volatile, and dependent on multiple domestic 

characteristics, including resources, logistics, human capital, and political risk. Investors are openly 

concerned about corruption, ‘greed’, or opportunities to finance rebellion (Li, 2006; Busse and 

Hefeker, 2007). Civil war and armed opposition can derail regime agreements, suggesting a high 

‘political risk’ to investing. Yet, state violence may not appear to be ‘risky’ to investors; indeed, acts 

of repression by the state are common in transitioning democracies, and may suggest that state 

forces are in control of opposition elements and can effectively limit the extent of instability. Figure 

1 depicts the average rate of state repression across Africa as well as the average level of FDI 

received by African states, both of which have been increasing in recent years. Violent engagement 

with protesters to suppress collective action on working conditions further indicates whom the 

regime intends to protect (e.g. the Marikana massacre, see Alexander et al., 2013).  

 

Therefore, African states may increasingly use violent repression to ‘secure’ spaces to attract external 

development, defined in a purely economic sense of increased state income. Regime opponents are 

eradicated and citizens are targeted to ‘secure’ space to ensure future investment. Figure 2 maps the 

average levels of FDI received across African states between 1997 and 2014, as well as the locations 

of state repression events. As investors place the most weight on investing in environments where 

stability is high and risk is minimal (African Development Bank, 2012), states have an incentive to 

repress opponents and civilians to create an illusion of security and control. Indeed, if ‘political 

                                                                                                                                                       
other business enterprises respect human rights (see the UN’s ‘Norms on the Responsibilities of Transnational 
Corporations and Other Business Enterprises with Regard to Human Rights’, 2003). 



Figure 1. State Repression and FDI, Africa, 1997-2014. 

 

 

  



Figure 2. FDI and State Repression, Africa, 1997-2014. 

 



 

stability’ were measured as the likelihood that a government will be destabilized or overthrown by 

unconstitutional or violent means (see Chen, Dollar, and Tang, 2015), minimizing that likelihood 

would increase investor attention.  Therefore, directly and indirectly, investment can incentivize the 

state to ‘perform’ security differently to secure economic flows.   

 

This article proceeds as follows: various external income sources to Africa are explored, specifically 

their rates and patterns, as well as potential effects on violence; next, specifically, the relationship 

between investment and violence is examined in reference to repression. By comparing the rates of 

political violence by the state, and whom the state targets, this study illuminates the direct and 

indirect relationship between investment and state repression. Using a panel dataset of African states 

from 1998-2014, how political violence can impact who receives investment, and how much, is 

modeled, as well as how FDI can in turn impact future political violence patterns. We conclude by 

discussing what may transpire should investment become one of the main sources of capital across 

Africa. 

 

Income Sources in Africa 

African states get the majority of their income from external and extractive means (see Table 1). The 

combination of natural resource rents, tax revenue, foreign aid, and investment unique to each 

country has distinct patterns of stability and volatility. In turn, the institutional practices, legitimacy, 

and provision of public goods – including security – is closely shaped by the financial capacity to 

create and provide these vital products of governance. Repression by state forces is also closely tied 

to the political economy of the state. 

 



Table 1. Income Streams to African States. 

Income 
Streams Mean Range 

Rate 
Relative 
to GDP 
(Range)* 

Recent Trend across Africa Low States High States 

Domestic Tax $48.24 
million/year 

$0.17 - 
938.55 
million/year  

15.41% 
(0.48% - 
58.11%) 

• Average rate of domestic tax revenue has been 
increasing 
• Rates relative to GDP have declined in recent years 
when compared to rates in the past decade 

• DR-Congo 
• Libya (in 
recent years) 

• Lesotho 
• Angola 

Natural 
Resource 
Rents† 

$48.8 
million/year 

$0.05 – 
890.08 
million/year 

16.7% 
(0.32% - 
86.17%) 

• Average rate of resource rents has been increasing 
since 2008 financial crisis 
• Rates relative to GDP remain lower when compared to 
rates in the past decade, especially pre-2008 

• Djibouti 
• Swaziland 

• Equatorial 
Guinea 
• Republic of 
Congo 

Foreign Aid 
(Conditional) 

$618.47 
million/year 

$3.98 - 
11430 
million/year 

9.64% 
(0.01%-
147.18%)‡ 

• While rates of foreign aid globally have increased, share 
of aid going to Africa has fallen in recent years (Provost, 
2014) 
• Average rate of foreign aid has been largely increasing 
since early 2000s (save most recent years) 
• Rates relative to GDP have fallen in recent years 

• Libya 
• Algeria 

• Liberia 
• DR-Congo 

Foreign Direct 
Investment 
(Stock)§ 

$68.86 
million/year 

$0.01 - 
1747.10 
million/year 

39.31% 
(0.06% - 
838.31%**) 

 • Investment to Africa as a whole is increasing rapidly 
(BBC, 2012)†† 
• Average rate of FDI increasing since late 1990s 
• “The rate of foreign investment has soared around 
tenfold in the past decade” (The Economist, 2011) 
• Rates relative to GDP remain high when compared to 
rates in the late 1990s / early 2000s 

• Burundi 
• Guinea-Bissau 

• Liberia 
• Republic of 
Congo & 
Mozambique 
(in recent years) 

 

                                                
* Rates are measured relative to GDP here to better understand their size and for ease of comparison. These are ratios and denote a size comparison, and do not necessarily ‘account for’ 
certain proportions of GDP (i.e. rates are not functional). This explains why rates relative to GDP are seen at levels above 100%. For more on this issue, see Penh (2013). 
† Natural resource rents refer to the income gained by a state from the extraction and trade of natural resources on the international market. States that derive a substantial proportion of 
their national revenues in this way are referred to as ‘rentier states’. 
‡ Liberia has reported a high level of foreign aid flow (relative to its GDP); these rates have been higher than its GDP in 2008 (147.18%) and 2010 (109.6%). 
§ “FDI stocks are estimated by … cumulating FDI flows over a period of time,” and is the share of capital and reserves attributable to an investor (UNCTAD, 2015). 
** Liberia consistently reports a high level of FDI stock, meaning that the foreign investment stock (i.e. the amount owned by a foreign investor; not to be confused with the ‘inflow’) in the 
state is consistently larger than the GDP. 
†† While as a whole increasing, African investment rates and types vary by country and region. FDI flows to East Africa have been on the rise, especially in Kenya and Ethiopia; both states 
have positioned themselves as business and industrial strategy centers – Kenya as a business hub for oil and gas exploration in the region, industrial production, and transport services; and 
Ethiopia as an industrial center offering a manufacturing base for Asian (largely Chinese) capital (UNCTAD, 2014). FDI inflows to Southern Africa have also increased significantly, largely a 
result of infrastructure-based inflows to South Africa and Mozambique; the latter’s gas sector also contributed to the draw (UNCTAD, 2014). Investment rates are not increasing across the 
entire continent, however. While FDI in North Africa remains relatively high, FDI flows to the region have been declining, as have inflows to West Africa (primarily a result of the decrease 
in flows to Nigeria) (UNCTAD, 2014); the increased instability in these regions likely drives these trends.  



 

Natural Resource  Rents :  Rentier states “tend to have weaker state apparatuses than one would 

expect given their level of income because the rulers have less need of a socially intrusive and 

elaborate bureaucratic system to raise revenues,” and so are less accountable to their citizens (Fearon 

and Laitin, 2003, p. 81). This lack of accountability can increase popular grievances and can motivate 

rebellion (Humphreys and Weinstein, 2008). 

 

Extraction, as a result of natural resource abundance, has long been associated with the ‘resource 

curse’ – where states with abundant natural resources see less economic growth and worse 

development outcomes relative to other states (Sachs and Warner, 1995). Further, this abundance 

can result in increased conflict, as low economic growth can create an environment in which the 

opportunity cost for insurgency is lowered, making civil war more likely (Collier and Hoeffler, 2005). 

Natural resource rents as a form of external income flow can hence impact conflict, specifically 

incentivizing exclusionary forms of conflict (i.e. increasing the likelihood of challengers taking up 

arms against the state) as a result of greed and grievance mechanisms. 

 

Tax Revenue.  The impact of domestic taxation on state practice and legitimacy is reported as 

uniformly positive: taxation plays a central role (Bräutigam, 2008) in building and sustaining the 

power of states, as well as in shaping their ties to society. Taxation can fuel statebuilding through 

both fostering representative democracy as well as strengthening state capacity, both of which help 

to “bolster the legitimacy of the state and enhance accountability between the state and its citizens” 

(Bräutigam, 2008, p.1). Proponents of development have long argued that “getting locals to pay 

taxes helps to keep governments honest, since taxpayers will want to see their money put to good 

use” (The Economist, 2014). 

 



 

The political incentives a state faces will differ depending on whether the state’s tax effort is 

necessary for substantial income; in turn, this dependence on tax impacts how the state seeks to 

obtain, use, and retain power (Moore, 2007). If a state does not depend on tax income, due to access 

to large non-tax income (e.g. natural resource rents or foreign aid), “state elites [will be] less 

responsive and accountable to citizens; and, depending on the sources of non-tax revenue, may have 

less incentive to build up the political and organisational capacities of the state” (Moore, 2007, p.3; 

see also, Fearon and Laitin, 2003). This lack of accountability can impact popular grievances, which, 

arguably, can motivate rebellion (Humphreys and Weinstein, 2008). In turn, effective tax systems are 

central to development as they can both contribute to escaping aid or single resource dependency as 

well as “reinforce government legitimacy through promoting accountability of the government to 

tax-paying citizens, effective state administration and good public financial management” (Ayee, 

Fjeldstad, Marais, and Keanly, 2010). 

 

Fore ign Aid.  Foreign aid is strongly associated with conflicted and post-conflict states, and in turn 

often operates in ‘response’ to violence (for example, see Collier and Hoeffler, 2002a). Traditional 

aid from Western donors often cites its aim of furthering development goals and promoting good 

governance; conflicted and post-conflict states receive substantial aid to build and fortify 

institutions. 

 

Research on the traditional (i.e. conditional) aid and conflict nexus suggest that high levels of aid in 

recipient states increase the occurrence of civil war through its allocative and distributive effects 

(Grossman, 1992). Areas receiving aid that can be easily diverted to other purposes (i.e. ‘fungible 

aid’) see higher rate of conflict, specifically civil wars – Sierra Leone, Angola, and Mozambique saw 

civil wars in peripheral areas where distribution-related grievances were highest (Findley et al., 2011). 



 

Further case studies suggest that the Rwandan genocide (Uvin, 1998) and the Kenyan 2007-2008 

election violence (Wrong, 2010) were ‘fueled’ by international aid.  

 

In these studies, aid functions as ‘state rent’, and ‘fungible’ finance can be reallocated based on the 

needs of the regime (for example, see Findley et al., 2011). The hoarding of this aid benefits select 

areas and communities, and can be used to support regimes’ patronage networks (for example, see 

Mwenda and Tangri, 2005). This process can fuel grievances, which can manifest into conflict. 

Alternatively, aid can affect the onset or duration of civil war specifically through the attraction of 

the state to rebel competitors who seek to gain access to the new ‘state rents’ (Collier and Hoeffler, 

2002b). 

 

Investment .  In contrast to aid and resource exports, investment is often associated with stable 

environments. FDI has many benefits for developing countries: it brings skills and technology used 

in training a local labor force; it can boost exports and improve the competitiveness and efficiency 

of local producers; and it can facilitate the expansion of fundamentals to growth, such as public 

infrastructure (Schoeman, 2015; see also, Rugman and Doh, 2008). 

 

The promise of FDI is therefore not directly tied to increasing state capacity, legitimacy, or the 

delivery and availability of public goods. It is associated with the ‘rising tide lifts all boats’ theory of 

economic development. Yet, where investment has not been carefully managed, these benefits – 

including local labor training and jobs, public infrastructure, boosting growth – have not 

materialized (Schoeman, 2015). Developing countries must attract the “‘right’ kind of FDI” for 

development – investment which can “create local employment, upskill the local workforce, and 

contribute towards a country’s industrial policy objectives” – if they are to see sustainable results; 



 

however, the majority of FDI in the developing world has been focused on the extractive sector 

where these spill-overs often do not occur” (Schoeman, 2015). 

 

Political Risk and Investment 

Environments with minimal risk and uncertainty and high potential returns attract investors. 

Attracting investors creates intense competition: ‘winning countries’ are those that create the optimal 

risk and outcome climate for FDI. “Investors want to know … that the value of their investment 

will be protected by the host state” (Schoeman, 2015). African countries that are more open, 

politically stable, and offer a higher return on investment attract the highest FDI (Mijiyawa, 2012). 

FDI is responsive to political risk, and more so in African economies relative to other developing 

regions (Solomon and Ruiz, 2012). Investors who have not invested in Africa cite corruption and 

political instability (BBC, 2012). Yet the potential of African investment is attractive: those African 

countries that are deemed more politically stable (e.g. Ghana, Botswana, Tanzania, Cape Verde, and 

Mauritius) see the most FDI (BBC, 2012).  

 

Consequentially, the presence of political violence has negative effects on FDI inflows, and 

decreases the likelihood that a state is chosen as an investment location (Li, 2006; Busse and 

Hefeker, 2007). Both domestic and transnational terrorism depress FDI (Bandyopadhyay, Sandler, 

and Younas, 2014), and even the perception of risk of future political violence can have an impact 

on investment flows (Jensen and Young, 2008).  

 

As a result of bias towards African states, regimes that can minimize perceptions and occurrences of 

instability can have a positive effect on receiving FDI. States may use repression as a tactic to 

enforce their hold on power and to reaffirm their authority, thereby ensuring a form of security. 



 

These tactics are common across institutional forms3 and regime agendas: repression tactics help 

regimes to remain in power (Escriba-Folch, 2013); intimidating, targeting, and/or killing potential 

opposition is effective in quelling threats from organized groups (Hafner-Burton, Hyde, and 

Jablonski, 2010; Clapham, 1996).  Under these circumstances, violence in the form of repression by 

the state may in fact have the effect of increasing ‘stability’ in that the repression of competitors 

insures that ‘uncertain’ violence is kept to a minimum.  

 

Hypothesis 1A: State repression increases the attractiveness of a state as an investment 
location. 

  

Investors may invest in economies with lax regulations and generous incentive packages in a ‘race-

to-the-bottom’ phenomenon (Lemi et al., 2013). Repressive societies in low-cost labor markets offer 

advantages for enterprises as the absence of democratic rights makes it much easier to suppress 

wages (Greider, 1998; see also, Harms and Ursprung, 2001).4 In such cases, human rights 

performance does not seem to enter into investment decisions; for example, there is a strong 

negative effect of human rights on US investments in extractive sectors (Khan and Vadlamannati, 

n.d., p.1). Under these circumstances, violence in the form of repression by the state may result in 

factors that make a society increasingly attractive to investors.   

 

Hypothesis 1B: State repression increases the rate of investment a state receives. 

 

                                                
3 While repression may be seen more readily under autocratic regimes, there are differences in the level of repression 
seen within autocracies (Davenport, 2007a), and across democracies (Davenport, 2007b). 
4 Some studies find that investors are attracted to investing in locations where human rights (Blanton and Blanton, 2007) 
and civil and political freedoms (Harms and Ursprung, 2001) are respected. However, Sorens and Ruger (2012) argue, 
“These studies poorly operationalize foreign investment to test theoretical predictions and suffer from sampling bias.”  



 

States receiving investment must ensure a politically stable environment for their investors, or risk 

losing future investment. Access to resources with minimal accountability means that the state can 

use incomes to minimize domestic instability and secure its position of authority, including 

supplying patronage support, ‘purchasing’ loyalty (Tomashevskiy, 2015), or increasing the agents and 

levels of state repression (Kishi and Raleigh, 2015). While patronage distribution may help to 

minimize inclusionary types of violence – such as coups from military or party forces 

(Tomashevskiy, 2015) – the latter thwarts exclusionary types of violence – such as competitors 

taking up arms against the state (Kishi and Raleigh, 2015).  

 

Through the use of repression, the state can maintain ‘political stability’ to attract future investment. 

In turn, to safeguard their investments, investors “lend support to friendly host governments (either 

directly or through their home government), which paves the way for further repression” (Azarvan, 

2009). Therefore, high levels of FDI may be strongly associated with repression, especially when 

there is domestic unrest, as has been seen in Algeria and Lesotho (Azarvan, 2009).  

 

Hypothesis 2: Increased investment increases state repression as a safeguard to secure 
investment.  

 

Data 

A panel dataset of African states where the unit of observation is country-year from 1998 to 2014 is 

created to test three models. At this stage, a national level analysis can determine the differences in 

state actions and reactions to investment opportunities relative to other states competing for the 

same income stream. Future analysis observes the subnational variation in investment and violence. 

However, the use of state repression should not be solely in the areas of extensive investment (as a 

protection to investors), but should involve creating overall state stability to provide a low risk 



 

environment for investment generally.  See Table 2 for an extensive description of the variables and 

data sources. 

 

Information on conflict events is from ACLED – the Armed Conflict Location and Event Data 

project (Raleigh, Linke, Hegre, and Karlsen, 2010). ACLED collects information on a range of 

political violence, distinguished by event characteristics and type of group(s) participating, with 

geolocation information and date.5  These data are available from 1997 into real-time. Information 

from 1997-2014 is integrated into this analysis to allow for lagged controls. The rate of violent 

events between organized, armed groups (e.g. state forces, rebels, political militias, communal 

militias, external forces) and attacks on civilians (specifically at the hands of the state) are extracted 

by country-year.6 A lagged count of conflict events occurring the previous year in each given state is 

included, as is a spatial lag variable measuring the number of conflict events occurring the previous 

year in all bordering African states.  

 

FDI stock – or the total accumulated foreign-owned assets a state has at a given time – relative to 

GDP is used as the measure of investment.7 These data come from the United Nations Conference 

on Trade and Development (UNCTAD, 2015) – the United Nations agency responsible for dealing 

with international trade topics. Information from 1997-2014 is integrated into this analysis.8,9  

                                                
5 Extensive information regarding ACLED’s sourcing, methodology, and practices can be found at 
www.acleddata.com/methodology. 
6 For analysis within the instrumental variable empirical strategy (outlined in detail in the following section), these 
variables are transformed using a natural log, after adding one to all values to keep observations with a value of zero 
from dropping out of analysis (given that the log of zero is not defined). 
7 “FDI stocks are estimated by … cumulating FDI flows over a period of time,” and is the share of capital and reserves 
attributable to an investor (UNCTAD, 2015). In other words, this is a measure of the foreign investment stock (i.e. the 
amount owned by a foreign investor) – not to be confused with the ‘inflow’. While the FDI stock variable here is 
presented as a relative proportion of GDP in order to both account for the size of state economies as well as mirror the 
other variables in the study, in reality it is not ‘a specific proportion of GDP’; rather, the variable is ‘a number equivalent 
to a specific proportion of GDP’.  
8 FDI stock rather than inflow is used here in investigating the structural role of FDI in an economy given that 
investment inflows may be high in a foreign-capital dependent state simply due to a temporarily sustained economic 



Table 2. List of Variables and Details. 

Variable Description Coverage Mean (SD) Range Source 

FDI Stock FDI stock received by a given state in a given year as 
proportion of GDP (standardized) 1970-2014 39.50 (83.07) 0.56 - 838.31 UNCTAD, 2015 

FDI Selection Dummy variable capturing whether a state was selected to 
receive FDI by investors in a given year 1970-2014 0.55 (0.49) 0 - 1 UNCTAD, 2015 

Armed Conflict 
Events 

Number of organized, armed conflict events that occurred 
in a given state in a given year 1997-2015 80 (212) 0 - 2791 ACLED; Raleigh et 

al., 2010 

State Conflict 
Events 

Number of organized, armed conflict events involving state 
forces that occurred in a given state in a given year 1997-2015 37 (105) 0 - 1286 ACLED; Raleigh et 

al., 2010 

State Battles  
Number of battles against challengers involving state forces 

that  
occurred in a given state in a given year 

1997-2015 25 (81) 0 - 1173 ACLED; Raleigh et 
al., 2010 

State Violence 
Against Civilians 

Number of instances of violence against civilians 
perpetrated by state forces that occurred in a given state in a 

given year 
1997-2015 6 (15) 0 - 201 ACLED; Raleigh et 

al., 2010 

GDP GDP of a given state in a given year (in 100 million USD) 
(standardized) 1960-2014 247.94 (565.82) 2.06 - 5218 World Bank, 2015 

Population Total population of a state in a given year  (in thousands of 
people) (standardized) 1960-2013 18851(25256) 471.3 - 173600 World Bank, 2015 

Natural Resource 
Exports 

Natural resource rents (i.e. sum of oil, natural gas, coal [hard 
and soft], mineral, and forest rents) of a state in a given year 

as a proportion of GDP (standardized) 
1960-2013 17.28 (17.68) 0.32 - 86.17 World Bank, 2015 

Tax Revenue Tax revenue of a given state in a given year as a proportion 
of the GDP (standardized) 1990-2013 15.56 (9.00) 0.47 - 58.11 World Bank, 2015 



Consumer Price 
Index 

Consumer Price Index (i.e. "the cost to the average 
consumer of acquiring a basket of goods and services) of a 

given state in a given year 
1960-2014 83.05 (30.68) 0.09 - 298.51 World Bank, 2015 

Trade Openness 
Trade (i.e. the sum of exports and imports of goods and 

services) as a percentage of GDP for a given state in a given 
year 

1960-2014 75.93 (44.95) 17.85 - 531.83 World Bank, 2015 

Control of 
Corruption Index 

Captures "the extent to which public power is exercised for 
private gain, including both petty and grand forms of 

corruption, as well as 'capture' of the state by elites and 
private interests" 

1998, 
2002-2012  2.02 (0.54) 0.78 - 3.95 

Worldwide 
Governance 

Indicators (WGI), 
Kaufmann et al., 2013 

Traditional 
Official Finance 

Total amount of non-Chinese official finance received by a 
state in a given year (standardized) 1960-2012 9.51 (10.99) 0.01 - 147.17 AidData; Tierney et 

al., 2011 

Chinese Official 
Finance 

Total amount of Chinese official finance received by a state 
in a given year (standardized) 2000-2013 1.05 (2.82) 0 - 49.74 AidData; Strange et 

al., 2014 

Election Year Dummy variable capturing an election year in a given state 1997 - 
2014 0.13 (0.34) 0 - 1 V-Dem, Coppedge et 

al., 2015 

Democracy Dummy variable capturing states with a Polity score of 6 or 
higher 1997-2013 0.25 (0.43) 0 - 1 

Polity Project; 
Marshall & Jagger, 

2002 

Prior Armed 
Conflict 

Number of organized, armed conflict events that occurred 
in a given state in the previous year 1997-2015 72 (184) 0 - 2791 ACLED; Raleigh et 

al., 2010 

Prior Bordering 
Conflict 

Spatial lag variable capturing number of organized, armed 
conflict events that occurred in bordering states in the 

previous year 
1997-2015 331 (428) 0 - 4334 ACLED; Raleigh et 

al., 2010 

**Note: Standardization was done by subtracting the mean from each variable and then dividing by the standard deviation; descriptive statistics included here refer to values prior to 
standardization 

  



 

 

Several controls are added to the empirical specification. Given that prior levels of investment 

heavily determine the current level of investment, a lagged value of the FDI variable is included as a 

control here (UNCTAD, 2015). The quantity of traditional official finance received by the state 

relative to GDP comes from AidData’s ‘Research Release 2.1 (1997-2012)’ (Tierney et al., 2011);10 

information on unconditional official finance from China relative to GDP comes from AidData’s 

‘Chinese Official Finance to Africa Dataset (2000-2013, Version 1.2)’ (Strange et al., 2014).11  

Information on GDP,12 tax revenue relative to GDP,13 natural resources relative to GDP, total 

population, and the Consumer Price Index (CPI)14 come from the World Bank Development 

Indicators (World Bank, 2015). Information on corruption – specifically, the ‘control of corruption’, 

or the extent to which public power is exercised for private gain – comes from the Worldwide 

                                                                                                                                                       
growth rate – e.g. China in the 1980s-1990s – or may be negative in a foreign-capital dependent state due to a short and 
sudden economic downturn – e.g. New Zealand during 2001 (see Sorens and Ruger. 2012). Using FDI inflow here 
would incorrectly result in the tracking of these temporary shifts in investments. These temporary shifts are assumed to 
not be correlated with changes in the strategic behavior of the state or other actors given that the study focuses on 
political violence as a strategic response/incentive in the accumulation of FDI – i.e. FDI has a structural role on the 
economic policy of the state. 
9 As there are no FDI stock data for South Sudan, the missing values cannot be imputed. As a result, South Sudan 
unfortunately falls out of the analysis here. 
10 Data on traditional official finance only span up to 2012. Given that traditional official finance values have been 
increasing over time, data for 2013 are imputed here using the country averages for traditional official finance for each 
country from 2009 to 2012, as opposed to country averages over the span of 1997-2012. As a robustness check, the 
same models are run, excluding 2013, and results hold. 
11 Chinese official finance flows here include a combination of: Official Development Assistance, or ODA-like flows; 
other official flows, or OOF-like flows; and “vague official finance” flows. These data only span as far back as 2000. 
Given that Chinese official finance values have been increasing over time, data for 1997 to 1999 are imputed here using 
the country averages for Chinese official finance for each country between 2000 and 2003, as opposed to country 
averages over the span of 2000-2013. As a robustness check, the same models are run, excluding the years 1997, 1998, 
and 1999, and results hold. 
12 GDP data for Somalia across all years of the dataset are systematically missing. Given that most of the variables are 
presented as proportions of GDP, including our explanatory FDI variable, Somalia unfortunately falls out of the analysis 
here. 
13 The World Bank Development Indicators (2015) only offer tax revenue data beginning in 2000; data for 1997, 1998, 
and 1999 are missing. These values were filled in with country averages for analysis here.  
14 Controlling for CPI prevents capturing a variation in FDI driven by shifts in prices. As there are no CPI data for 
Eritrea, the missing values cannot be imputed. As a result, Eritrea unfortunately falls out of the analysis here. 



 

Governance Indicators (WGI) (Kaufmann, Kraay, and Mastruzzi, 2013).15 Both a democracy 

dummy (whether a state has an annual Polity score above or equal to 6) (Marshall and Jaggers 2002), 

as well as an election year dummy (whether it is an election year within the state) from the Varieties 

of Democracy (V-Dem) dataset (Coppedge et al., 2015), are also included. As mentioned previously, 

a lagged measure of political conflict both within each state, as well as within each state’s African 

border states, are also included. For the sake of comparison, all continuous variables (with the 

exclusion of indices, dummies, and lagged conflict variables) are standardized by subtracting the 

mean and then dividing by the standard deviation.16  

 

Research Design and Results 

The hypotheses concern which states receive FDI (Hypothesis 1A) and at what levels (Hypothesis 

1B), and whether the rate of conflict and repression has an effect on this allocation. In addition, 

once FDI is received, does it then effect state repression (Hypothesis 2). In order to address these 

queries, two different strategies are employed: (1) a Heckman selection model, to test Hypotheses 

1A and 1B, and (2) an instrumental variable empirical strategy based on a two-stage least squares 

model to test Hypothesis 2. These models are described below, each followed by its respective 

results. 

(1) Heckman Selec t ion Model  – Conf l i c t  as a Determinant o f  FDI Allocat ion 

                                                
15 The range of this variable was altered to 0-5, changed from its original state of -2.5 to +2.5. The World Governance 
Indicators (Kaufmann et al., 2013) only offer governance data up to 2012, and are missing data for 1997, 1999 and 2001; 
missing values for 1997, 1999, 2001, and 2013 were filled in with country averages for analysis here. 
16 Standardization of variables in the dataset is done by weighting the variation of variables within country (i.e. using each 
country’s standard deviation); this gives the same importance (in terms of variation) to countries that see both small and 
large variation, given that each country is weighted on itself.  



 

The first series of tests explore who receives FDI and how much, and whether the rate of political 

conflict and repression have an effect on this allocation. Given that FDI allocation is not a random 

process, the choice of an OLS regression here would result in the inclusion of a bias in the 

coefficient estimation. Therefore, the FDI allocation process is conceptualized using the Heckman 

selection model, which is a two-stage statistical approach that accounts for non-randomly selected 

samples (Heckman, 1979).  

The Heckman model divides the estimation process into two stages: (1) gatekeeping, and (2) level-

setting. The dependent variable in both stages refers to the FDI stock in a given year; these stages 

test (1) who receives FDI (Hypothesis 1A), and (2) how much FDI is received (Hypothesis 1B). 

Across both stages, whether the rate of conflict and state repression play a role in this allocation is 

tested. Both stages include both country17 and time18 fixed effects, and are computed using 

maximum likelihood estimation. For each specification, the corresponding level of significance; the 

total number of observations, including uncensored ones; and the results of the Wald test are 

reported.  

First  Stage :  Gatekeeping Stage . In the gatekeeping stage, investors decide whether or not a state 

should receive investment – i.e. Hypothesis 1A. For this stage, an ad-hoc binary variable, assuming a 

value of one if FDI stock in a state grows in a given year with respect to the previous year, is 

created; a positive shift is assumed to be due to an investment decision made by investors. Factors 

that may potentially influence investors’ allocation decisions are controlled for; control variables are 

lagged by one year to avoid reverse causality bias. For example, GDP, tax revenue, and official 

finance levels (both from traditional and unconditional/Chinese sources) help to account for 

                                                
17 Country fixed effects are particularly relevant as they capture the time-invariant unobserved characteristics of each 
state – e.g. ethnic composition, historical international relationship with other states, social and cultural values, etc. 
18 The time fixed effects account only partially for the panel heterogeneity; the control variables are hence carefully 
selected to account for the residual heterogeneity. 



 

favorable economic conditions. Other economic and institutional incentives are captured by: CPI, 

control of corruption, and election year and democracy dummies.19 Time fixed effects help in 

accounting for exogenous factors that may coexist across all states – e.g. the business cycle. 

The main explanatory variables in the first set of models measure the rate of occurrence of different 

types of political conflict and state repression. When making investment decisions, investors 

evaluate the rate of conflict in a country at large, as its presence and rate of occurrence may have a 

potential effect on their assets. For a given country-year, these variables capture the rate of 

occurrence of: all organized, armed conflict events; all organized, armed conflict events specifically 

involving the state; state battles against challengers; and state actions against and targeting of 

civilians, respectively. The independent and control variables are consistent across this set of models, 

with differences only in which conflict variable is used. 

The gatekeeping (selection) equation has the following form: 

ℎ!!,!!! +  !! + !! + !!!,!>0 

Where !!,!!! is a matrix of lagged controls linked to the coefficients ℎ, s=0 for the conflict variables 

and s=1 for the other controls; !! and !! are the country and time fixed-effects, respectively, and !! 

is the error term of the gatekeeping equation, with !! ∼ ! 0,1  and !"## !!!! = !.  

Second Stage :  Leve l -Set t ing Stage .  Once investors decide to invest in a country (as outlined in the 

gatekeeping stage above), they choose how much to invest – i.e. Hypothesis 1B. This is the second 

stage of the Heckman selection model: the level-setting stage.  

                                                
19 Investors will be inclined to invest in countries with more intensive control of corruption, which may insure their 
investment is safe(r) from sudden political changes. An election period may see high volatility of investments as a result 
of uncertainty regarding new policymakers. Democracy might also see a positive correlation with investments, in line 
with the literature, as it entails more freedom in both market exchanges and investment. 



 

The rate of conflict in a state affects both whether an investor will choose to invest in a state (as 

outlined above), as well as the rate at which they will invest in a state once a state is selected for 

investment. These same conflict variables are used in the level-setting stage as in the gatekeeping 

stage. The same control variables are also used, with the exception of the official finance variables. 

The Heckman selection model requires that explanatory variables in the level-setting stage (second 

stage) to be a strict subset of those included in the gatekeeping stage (first stage) (Heckman, 1979).20 

Control variables are lagged by one year to avoid reverse causality bias. Again, the variables included 

here are consistent across this set of models, with the only difference across models being the 

conflict variable included. Both country and time fixed effects are again included to account for 

exogenous factors that may coexist across states and time. 

The level-setting equation is formulated as follows: 

!!,! = !!!,!!! + !! + !! + !!!,! 

 

Where  !!,! is the level of FDI stock for a given country i at time t,  !!,!!!is a matrix of controls 

lagged at time t-1, s = 0 for the conflict variables and s = 1 for the other controls; β is the vector of 

associated coefficients, !! and !! are the country and time fixed-effects, respectively, and !!!,! 

represents the error term with distribution !! ∼ ! 0,! . 

 

 

 

                                                
20 While official finance may contribute to a ‘favorable economic condition’ within a state that may be attractive to 
investors as an investment environment (gatekeeping stage), the rate of official finance ought to not impact the level of 
investment once a state has been chosen as a site for investment (level-setting stage). 



 

Results  o f  (1) Heckman Selec t ion Model  – Conf l i c t  as a Determinant o f  FDI Allocat ion 

Table 3 reports the findings from the gatekeeping (bottom) and level-setting (top) equations of the 

Heckman selection model outlined above, in line with Hypotheses 1A and 1B, respectively.  

 

First  Stage :  Gatekeeping Stage .  The estimates from the gatekeeping stage on whether a state is 

selected to receive FDI (Hypothesis1A) are presented in Table 3. Model 1 finds that an increase in 

the rate of organized, armed conflict events at large is correlated with a higher likelihood of selection 

as an FDI recipient, suggesting that conflict can influence investors’ decisions. Keeping all other 

variables at their means, the marginal impact of the occurrence of one armed event increases the 

probability of selection for FDI by 0.05%. While at first glance this impact appears moderate, it is 

necessary to consider that often there are many more than just one armed event per country-year. In 

the dataset, the average country-year experiences 80 armed events – a value which would increase 

the probability of selection by 4%. In addition, the long right tail in the distribution of the ‘armed 

events’ variable in Figure 3 suggests that the predicted probability of selection is particularly high for 

the set of observations which cross the threshold of 200 armed events; a country-year experiencing 

200 armed events may see an increase in its selection likelihood by 10%, keeping all the other 

variables at their means. 

 

Further disaggregation of the conflict variable regarding the type of conflict that may be driving this 

trend is noted in Model 2. The effect of organized, armed conflict events that involve the state (i.e. a 

measure of ‘state repression’ at large) on whether a state will be selected as an FDI recipient is 

correlated with a higher likelihood of selection as an FDI recipient. In marginal terms, keeping all 

other variables at their means, the occurrence of one additional state event increases the probability 

of selection for FDI by 0.09%. Again, the magnitude of this result needs to be weighted by the 



Table 3. Results of Heckman Selection Model: Conflict as a Determinant of FDI Allocation. 
Level-setting stage 

  (1) (2) (3) (4) 

     Conflict Events 0.001*** 
   

 
(0.000) 

   Conflict Events Involving the State 
 

0.001*** 
  

  
(0.000) 

  State Battles Against Challengers 
  

0.001*** 
 

   
(0.000) 

 State Targeting of Civilians 
   

0.000 

    
(0.002) 

FDI Stock (lagged) 0.910*** 0.907*** 0.918*** 0.906*** 

 
(0.050) (0.050) (0.049) (0.052) 

Tax Revenue (lagged) 0.019 0.012 0.009 0.008 

 
(0.025) (0.025) (0.025) (0.026) 

GDP (lagged) -0.078 -0.086 -0.094 -0.080 

 
(0.082) (0.082) (0.081) (0.084) 

Population (lagged) 0.272 0.214 0.210 0.224 

 
(0.229) (0.228) (0.227) (0.233) 

Natural Resource Rents (lagged) -0.021 -0.016 -0.017 -0.028 

 
(0.025) (0.025) (0.025) (0.026) 

Control of Corruption (lagged) -0.037 -0.024 -0.045 -0.054 

 
(0.127) (0.127) (0.126) (0.130) 

Consumer Price Index (lagged) -0.003* -0.003 -0.003 -0.004** 

 
(0.002) (0.002) (0.002) (0.002) 

Democracy (lagged) 0.011 0.002 0.014 -0.001 

 
(0.109) (0.109) (0.108) (0.112) 

Election Year -0.022 -0.005 -0.001 -0.008 

 
(0.060) (0.060) (0.060) (0.062) 

Conflict Events (lagged) -0.001** -0.001** -0.001* -0.000 

 
(0.000) (0.000) (0.000) (0.000) 

Conflict Events in Border States (lagged) -0.000 -0.000 -0.000 -0.000 

 
(0.000) (0.000) (0.000) (0.000) 

Gate-keeping stage 

     Conflict Events 0.001** 
   

 
(0.001) 

   Conflict Events Involving the State 
 

0.002* 
  



  
(0.001) 

  State Battles Against Challengers 
  

0.003* 
 

   
(0.002) 

 State Targeting of Civilians 
   

0.006 

    
(0.007) 

FDI Stock (lagged) -0.530*** -0.530*** -0.529*** -0.534*** 

 
(0.077) (0.077) (0.077) (0.078) 

Tax Revenue (lagged) -0.005 -0.023 -0.026 -0.020 

 
(0.065) (0.065) (0.065) (0.065) 

GDP (lagged) 0.205 0.175 0.170 0.199 

 
(0.216) (0.216) (0.216) (0.215) 

Population (lagged) 0.413 0.367 0.365 0.419 

 
(0.724) (0.718) (0.718) (0.713) 

Natural Resource Rents (lagged) 0.010 0.014 0.016 -0.001 

 
(0.068) (0.068) (0.068) (0.068) 

Control of Corruption (lagged) 0.484 0.497 0.492 0.461 

 
(0.336) (0.337) (0.337) (0.336) 

Consumer Price Index (lagged) -0.016*** -0.015*** -0.015*** -0.016*** 

 
(0.004) (0.004) (0.004) (0.004) 

Democracy (lagged) -0.338 -0.338 -0.335 -0.358 

 
(0.246) (0.246) (0.246) (0.245) 

Election Year -0.016 -0.017 -0.015 -0.018 

 
(0.158) (0.157) (0.157) (0.158) 

Conflict Events (lagged) -0.000 -0.000 -0.000 0.000 

 
(0.001) (0.001) (0.001) (0.001) 

Conflict Events in Border States (lagged) 0.000 0.000 0.000 0.000 

 
(0.000) (0.000) (0.000) (0.000) 

Traditional Official Finance (lagged) -0.232*** -0.230*** -0.230*** -0.227*** 

 
(0.060) (0.060) (0.060) (0.060) 

Chinese Official Finance (lagged) -0.032 -0.039 -0.041 -0.034 
  (0.057) (0.058) (0.058) (0.057) 
Wald Test 1783.43 1793.55 1814.04 1665.86 
P chi2>0 0.00 0.00 0.00 0.00 
Observations 782 782 782 782 
Uncensored observations 473 473 473 473 
Robust standard errors in parentheses 

    *** p<0.01, ** p<0.05, * p<0.1 
     

  



Figure 3. Kernel Density Estimate of All Conflict Events.  

 

 

  



 

number of events occurring within a state during the same year. More than 77% of the country-year 

observations in the dataset experience at least one state conflict event; 11% of observations 

experience over 100 state conflict events. Keeping all the other variable at their means, a country-

year experiencing 100 state conflict events would see an increase in the likelihood of being selected 

by, at least, 9%. Therefore, the long right tail of the distribution of the ‘state events’ variable plays a 

decisive role in understanding the magnitude of this impact (see Figure 4). 

 

Even further disaggregation of the conflict variable allows for testing of the specific type of state 

event that may be driving this trend. Models 3 and 4 test the effects of state battles against 

challengers and state targeting of civilians, respectively, on whether a state will be selected as an FDI 

recipient. While both of these variables are measures of ‘state repression’, they vary in their temporal 

component – state battles against challengers (Model 3) is repression used against established 

political actors in the present; violence against civilians (Model 4) is repression that can be employed 

in an effort to thwart civilians from joining formal opposition forces in the future. Model 3 finds that 

an increase in the rate of state battles against challengers is correlated with a higher likelihood of 

selection as an FDI recipient; an increase of one state battle against a challenger results in a 0.13% 

higher likelihood of being selected as an FDI recipient, holding all other variables constant at their 

means (see Figure 5 for the distribution of the ‘state battles’ variable). Country-years in the dataset 

experience, on average, 25 state battles, which would result in a 3.2% increase in the likelihood of 

being selected. Model 4, meanwhile, does not find that an increase in the rate of state targeting of 

civilians impacts the likelihood of selection as an FDI recipient. 

 

The finding from Model 2 implies that states exercising increased repression are ‘rewarded’ with 

FDI allocation. The fact that state repression in the present tense (Model 3) is statistically significant 



Figure 4. Kernel Density Estimate of All Conflict Events Involving the State. 

  

 

 

  



Figure 5. Kernel Density Estimate of All State Battles against Challengers. 

 

  



 

emphasizes the immediate need of states to create an environment of stability to court investors. 

The gatekeeping stage provides a clear picture of the preference of investors for selecting states for 

investment where domestic stability is certain – achieved here through the repression of challengers 

against the state. 

 

A higher rate of FDI stock received in the previous year is correlated with a lower likelihood of being 

selected again for FDI across all four models; this may be driven by the desire of investors to seek 

new markets for their investments. A higher CPI is correlated with a lower likelihood of being 

selected for FDI across all four models; an increase in prices indicates a worsening of competition 

within the market, which may in turn make a location less attractive to investors. A higher level of 

traditional official finance is correlated with a lower likelihood of being selected for FDI across all 

four models; aid-dependent states often exhibit less than ideal business conditions given that they 

rely largely on aid for public expenditures and are often in post-conflict periods of rebuilding – 

factors that may in turn make these environments less attractive to investors. All other control 

variables are not statistically significant at this stage, and hence do not significantly contribute to a 

state being selected as an investment location, despite the amount of attention within the literature 

paid to GDP, tax revenue, natural resources, corruption, and regime type, amongst others, in 

impacting where investors seek to invest. 

 

Second Stage :  Leve l -Set t ing Stage .  The estimates from the level-setting stage determining how 

much FDI a state receives, if selected for investment (Hypothesis 1B), are presented in the top half 

of Table 3. Model 1 finds that once a state is selected to receive FDI, an increase in the rate of 

organized, armed conflict events at large is correlated with a higher amount of FDI; this includes 

conflict events involving the state, as well as those that do not. Specifically, an increase of ten armed 



 

events is correlated with an increase of about 0.8% in FDI relative to GDP. For example, during 

2013 Mozambique experienced 44 armed events more than the previous year. According to the 

estimated coefficient, this should have resulted in a growth in FDI of 3.52%, as a percentage of 

Mozambique’s GDP. In the dataset, FDI stock in Mozambique increased by 38% during that 

period; this suggests that more than 9.2% of the increase in FDI stock is explained by the increase in 

armed events.  

 

Again, by disaggregating the conflict variable here, the specific type of conflict that may be driving 

this trend can be determined. Model 2 tests the specific effect of organized, armed conflict events 

involving the state (i.e. state repression at large) on the level of FDI a state receives, assuming the 

state has been selected to receive investment. The model finds that, once a state is selected to receive 

investment, an increase in the rate of conflict events involving the state is correlated with receiving a 

higher rate of FDI. Specifically, an increase of ten state events is correlated with an increase of about 

0.8% in FDI relative to GDP on average. For example, during 2012 to 2013 in Mali, FDI stock 

increased by 2.58% in terms of the country’s GDP.  During this same period, the country 

experienced 20 more state events relative to the previous year. According to the estimated 

coefficient, this increase in state events would have predicted an increase in FDI stock by 1.6%, 

representing around 45% of the new FDI stock received by Mali during that time period. 

 

Further disaggregation of the conflict variable allows for testing of the specific type of state 

repression that may be driving this trend. Models 3 and 4 test the effects of state battles against 

challengers and state targeting of civilians, respectively, on the level of FDI a state receives, 

assuming the state has been selected to receive investment. Model 3 finds that, if a state is selected 

to receive FDI, an increase in the rate of state battles against challengers increases the level of FDI. 



 

Specifically, an increase of ten state battles against challengers is correlated with an increase of about 

0.8% in FDI relative to GDP, on average, holding all other variables constant at their means. Model 

4, though, does not find a statistically significant effect for an increase in state violence against 

civilians increasing the level of FDI received, assuming it is selected as an FDI recipient, similar to 

the findings from the gatekeeping stage.  

 

The findings presented in Models 2 and 3 of the level-setting stage suggest that states exercising 

increased repression – especially in the present tense through targeting challengers of the regime – 

are ‘rewarded’ by receiving a higher rate of FDI, assuming they are selected as FDI recipients.  

 

Prior levels of FDI impact its current rates across all four models, though the relationship at this 

stage is positive – the opposite of what it was in the gatekeeping stage. While investors may be 

interested in exploring new investment sites (based on findings from the gatekeeping stage), once a 

site is selected, investors still tend to default to making less risky investments. Investing is highest in 

places of previous successful investing. A higher CPI is correlated with a lower rate of FDI across 

two of the models. This is in line with ‘race-to-the-bottom’ arguments (Lemi et al., 2013) where 

higher prices are correlated with a high cost of production and higher wages, both of which may 

make a site less attractive to investors. The rate of organized, armed conflict the previous year has a 

negative effect on the rate of FDI a state receives in Models 1-3, in line with the literature, suggesting 

that increased instability in the form of conflict depresses FDI (see: Li, 2006; Busse and Hefeker, 

2007; Bandyopadhyay et al., 2014). This is an interesting finding – given the positive effect that 

specific types of armed conflict, such as those involving the state, have on the rate of FDI – and 

supports our theory in that only conflict that ensures ‘stability’ (i.e. conflict involving the state 

maintaining its hold on power to ensure no change to authority) can positively impact FDI 



 

allocation. All other control variables are not statistically significant at this stage, and hence do not 

significantly contribute to the rate of FDI a state receives once selected for investment, despite the 

amount of attention within the literature paid to the impact of GDP, tax revenue, natural resources, 

corruption, and regime type, amongst others, in impacting the rate of investment states receive. 

 

The results from the Heckman selection model clearly illustrate the preferences and behaviors of 

investors. States that are able to demonstrate and provide the most ‘stable’ domestic environments – 

in which the state has a clear hold on power and does not face challenge to its authority from 

domestic opponents – are both more likely to be selected to receive FDI, and (once selected) receive 

higher levels of investment as well. A number of robustness tests to ensure the stability of findings 

can be found in the Appendix. 

 

(2) Instrumental  Variable  Empiri cal  Strategy – Impact  o f  FDI on State  Repress ion 

The second series of tests explore both if and how FDI impacts state repression once it is received 

(Hypothesis 2). States have an incentive to increase their rate of repression after receiving FDI to 

insure domestic stability through minimizing the threat of challengers taking up arms against the 

state, securing present investment, and in turn making their state more attractive to future 

investment. To evaluate the causal impact of FDI on the number of repressive events occurring 

within a country, models depart from the correlational estimate processes presented above. An 

instrumental variable empirical strategy based on a two-stage least squares model (2SLS) is 

implemented here.  

An ‘instrument’ variable is created: a time-varying dimension correlated with the increase in FDI 

stock in a state, but not yet correlated with any other characteristics that may affect the level of state 



 

repression. This instrument satisfies the exclusion restriction assumption, affecting repression only 

through FDI stock. The trade openness of a state is chosen as the instrument variable, and 

computed as the difference between exports and imports over GDP (World Bank, 2015).21 Trade 

openness is not correlated with changes in the intensity of state repression and the validity of the 

instrumental variable empirical strategy relies on the ability of trade openness to satisfy the exclusion 

restriction.   

Formally, the model is: 

!"#$%&'(!,! = !! + !!!"!!,! + !!!,!!! + !! + !! + !!,! 

Where the dependent variable is represented by the log of one of the conflict variables (as previously 

outlined), measured for country i at time t, !! is the constant, !"# is the trade-instrumented FDI 

stock relative to GDP and !!represents its coefficient, and !! and !! are the country and time fixed 

effects, respectively. In addition, a matrix !!,!!! is added, consisting of controls for official finance 

(both traditional and Chinese), tax revenue, GDP, population, natural resource rents, an index of the 

control of corruption, a democracy dummy, an election year dummy, a lag of armed conflicts and 

conflict in border countries. All these controls are lagged to avoid simultaneity in the estimates.  

Results  o f  (2) Instrumental  Variable  Empiri cal  Strategy – The Impact  o f  FDI on State  

Repress ion  

                                                
21 Typically, this measure is used both as an indicator of the openness of an economy, as well as a measure of trade 
restrictions (Asiedu, 2002). The possible impact of trade openness on FDI flow is not univocal and depends on the type 
of investment. When an investment is market-seeking, trade restriction (i.e. a lower level of trade openness) could 
positively affect FDI due to the ‘tariff jumping hypothesis’; this refers to when investors set up subsidiaries in a foreign 
country in an attempt to ‘jump over’ tariff barriers, such as high import tariffs (Asiedu, 2002). However, an alternative 
interpretation of the correlation between FDI and trade openness could be that a large, export-oriented company may 
seek to establish itself in markets where the transaction costs associated with exports are low (i.e. a higher level of trade 
openness) (Asiedu, 2002). Considering this study deals with African states, relying on the latter hypothesis, regarding 
high trade openness, is assumed to be more appropriate; so, it is assumed that trade openness will be positively 
correlated with FDI stock. 



 

Table 4 presents findings from the instrumental variable empirical strategy based on a two-stage 

least squares model. The bottom part of the table reports the first stage results; trade openness has a 

positive and significant impact on FDI stock. An increase of 1% in trade boosts FDI relative to 

GDP by 0.08% (0.01 standard deviation), with a level of significance above 1 percent. The 

Kleibergen-Paap statistic suggests that the instrument is not a weak one, and so the null hypothesis 

is rejected. 

 

The top part of the table reports the second stage results, testing the effect of FDI on various 

political violence variables (Hypothesis 2). Model 1 tests the effect of FDI on all organized, armed 

conflict events, and finds FDI stock has a null effect.  Next, the conflict variable is disaggregated to 

account only for conflict events involving the state (i.e. state repression at large). Model 2 tests the 

effect of FDI on state repression at large, and finds FDI stock has a null effect.   

 

Models 3 and 4 further disaggregate state repression to state battles against challengers and state 

violence against civilians, respectively, to determine if a further specific type of conflict might have 

an effect on this trend. Again, the former is considered to be an index of imminent repression by a 

state toward opposition, the latter differs from state battles against challengers in its timing 

component. While state battles against challengers are used against established political actors, 

violence against civilians can be employed in an effort to thwart civilians from joining formal 

opposition forces in the future. While the effect of FDI on state battles against challengers (Model 

3) is not significant, FDI increases state violence against civilians (Model 4). Recall that in the 

data one standard deviation of FDI stock corresponds to 8% of FDI stock in terms of each 

country’s GDP. The model predicts that an increase of 8% in FDI stock results in an increase of 

31% in the number of events where the state targets civilians. For example, consider that during the 



Table 4. Results of Instrumental Variable Empirical Strategy: Impact of FDI on State Repression. 
Second Stage 

  (1) (2) (3) (4) 

 

Conflict 
Events (ln) 

Conflict Events 
Involving the State (ln) 

State Battles Against 
Challengers (ln) 

State Targeting 
of Civilians (ln) 

FDI Stock (lagged) 0.101 0.252 0.067 0.314** 

 
(0.179) (0.182) (0.160) (0.141) 

Tax Revenue (lagged) -0.052 -0.069 -0.075 -0.030 

 
(0.049) (0.048) (0.049) (0.037) 

GDP (lagged) 0.200 0.376** 0.362*** 0.237* 

 
(0.151) (0.150) (0.137) (0.122) 

Population (lagged) -0.045 0.062 -0.031 -0.082 

 
(0.475) (0.431) (0.543) (0.292) 

Natural Resource Rents (lagged) 0.094* 0.061 0.019 0.000 

 
(0.048) (0.049) (0.050) (0.037) 

Control of Corruption (lagged) -0.129 -0.127 -0.396** -0.086 

 
(0.220) (0.245) (0.185) (0.189) 

Democracy (lagged) -0.324 -0.297 -0.494** 0.220 

 
(0.246) (0.254) (0.225) (0.199) 

Election Year 0.123 0.092 -0.008 0.111 

 
(0.102) (0.098) (0.093) (0.088) 

Conflict Events (lagged) 0.004*** 0.004*** 0.004*** 0.001*** 

 
(0.001) (0.000) (0.000) (0.000) 

Conflict Events in Border States (lagged) 0.000 -0.000 0.000 -0.000 

 
(0.000) (0.000) (0.000) (0.000) 

Traditional Official Finance (lagged) 0.045 0.026 0.047 -0.036 

 
(0.035) (0.038) (0.034) (0.032) 

Chinese Official Finance (lagged) 0.106*** 0.125*** 0.119*** 0.018 

 
(0.038) (0.038) (0.038) (0.033) 

First Stage 
Trade (standardized, lag) 0.25*** 0.25*** 0.25*** 0.25*** 

 
(0.038) (0.038) (0.038) (0.038) 

Kleibergen-Paap rk LM statistic 42.34 42.34 42.34 42.34 
Kleibergen-Paap P>0 0.00 0.00 0.00 0.00 
Observations 799 799 799 799 
R-squared 0.292 0.239 0.249 0.099 
Number of Countries 47 47 47 47 
Robust standard errors in parentheses 

    *** p<0.01, ** p<0.05, * p<0.1 
    



 

period of 2012 to 2013, the Democratic Republic of Congo experienced an increase in FDI stock of 

around 5.2%, relative to its GDP. The following year, the number of events against civilians 

increased by 39.2%, from 31 to 51 events. Keeping all other variables constant at their means, the 

increase in the number of violent events against civilians predicted by the previous shift in FDI 

would have been 20.1%, representing more than half of the final shift. 

 

Lagged armed conflict events have a positive effect on future conflict rates across all four models, in 

line with the literature. While previous literature suggests that states with higher GDPs see less 

conflict (see Elbadawi and Sambanis, 2000; Hegre and Sambanis, 2006), findings here suggest higher 

levels of GDP are found to contribute to higher levels of conflict, though this is only true for state 

repression (i.e. conflict involving the state, state battles against challengers, and state targeting of 

civilians [Models 2-4]). States with high GDP may have better access to resources that could be used 

toward securing a position of authority. Only certain types of aid – namely, unconditional – are 

found to increase the prevalence of conflict. 22 All other control variables are not significant, and do 

not contribute to the rate of conflict a state experiences upon receipt of FDI in more than one 

model.23 This is of note given the amount of attention in the literature paid to natural resources 

(Elbadawi and Sambanis, 2000), bordering conflict (De Groot, 2010), elections (Carey, 2007), and 

populations (Urdal, 2008) on fueling conflict, as well as the conflict mitigating effect of the control 

of corruption (Bamidele, 2013) and democracy (Hegre, 2014). 

 

                                                
22 In line with recent findings that access to unconditional resources, especially Chinese official finance, can fuel state 
attempts at securing power (Kishi and Raleigh, 2015), Chinese official finance is included as a control variable in these 
models to account for a possible factor that may impact state repression. Increased access to Chinese official finance is 
found to increase the prevalence of conflict in Models 1-3). 
23 Natural resource rents, control of corruption, and democracy all have a statistically significant effect in only one of the 
four models. 



 

Heckman selection model results suggest that states that are able to provide the most ‘stable’ 

domestic environments are more likely to be selected for, and receive more, FDI. The results from 

the instrumental variable empirical strategy presented here suggest that civilian repression by the 

state may be a strategic response upon the receipt of FDI. By targeting civilians, the state can 

minimize the risk of future challengers to its power. Access to (more) FDI increases a state’s access 

to resources. It can use these resources to secure its hold on power and ensure a more stable 

domestic environment in the future. In turn, these actions make that state more attractive to future 

investors. A number of robustness tests to ensure the stability of findings can be found in the 

Appendix.24 

 

The results presented here also point to the importance of the disaggregation of data in determining 

nuances in conflict patterns and dynamics. The specific effect of FDI stock on violence against 

civilians at the hands of the state, and expanding on the effect of FDI on armed conflict at large, can 

be found through the disaggregation of conflict. 

 

Discussion and Conclusion 

As FDI becomes one of the main sources of capital across Africa, states are competing to provide 

the most attractive environments for investors. With minimal accountability to constituencies, while 

being beholden to their investors, violence against regime challengers, civilians, and popular protest 

movements make it increasingly apparent where the loyalties of regimes lie.  

 

                                                
24 As CPI is not included as a control variable in the models within the instrumental variable strategy, this means that 
Eritrea does not fall out of analysis here as it did in the Heckman model. However, for consistency, the instrumental 
variable strategy models are re-run excluding Eritrea, and results hold. 



 

Political risk and uncertainty are primary drivers in determining where investors choose to invest in 

developing states (BBC, 2012). States exhibiting minimal political conflict are the least politically 

risky, and are hence most likely to receive investment (Li, 2006; Busse and Hefeker, 2007), while 

those developing countries experiencing violence are labeled as ‘fragile’ (for example, Zoellick, 

2008), and ought to be less attractive for investors.  

 

However, not all types of violence are associated with ‘fragility’ or ‘instability’. Rather, state 

repression can arguably denote a strong and stable state that is able to use its resources to secure its 

position, power, and authority. Creating an environment where armed opposition against the state is 

minimized – through the use of repression or other means – can create a climate of reduced 

instability and uncertainty. This may in turn be more attractive to investors seeking environments 

where there will be minimal risk to their investments.  

 

This article finds that states who reduce instability and uncertainty in the present, through the use of 

state repression against challengers of the regime, benefit by being more likely to be chosen for 

investment, and receive higher levels of investment. These findings are consistent with research 

emphasizing that political risk and instability have an effect of thwarting investment, and represent a 

state ‘adaptation’ to that reality. This effect does not appear strong in aid-dependent states; this 

dependence suggests ‘weak’ state institutions and reduces the likelihood that a state will be chosen as 

an investment site. Only repression at the hands of a strong state may be interpreted as creating a 

‘safe’ investing space through state secured ‘stability.’ 

 

Further, minimizing the future risk of instability and opposition may ensure higher levels of FDI in 

the future, especially when the resources to do so are available following receipt of FDI. A strong 



 

state is able to convey stability (Fukuyama, 2011), contain risk (Busse and Hefeker, 2007), and 

continue to attract investors. Repression of both challengers and citizens remains an effective way 

for the state to secure its position. States with higher levels of GDP experience higher levels of state 

repression specifically (i.e. conflict involving the state, state battles against challengers, and state 

targeting of civilians). Increased access to investment resources that the state can make use of, with 

minimal accountability mechanisms, increase the use of state repression against civilians. This result 

is similar to the use of repression by states with access to other forms of unconditional and 

unaccountable resources (Kishi and Raleigh, 2015). 

 

Without conditions, oversight and monitoring of state tactics and investor behavior, African states 

risk engaging in ‘conflict resilient investment’ rather than providing an environment where citizens 

and future generations benefit from the possibilities and promise of investment. 

 

 

  



 

Appendix 

 

Multiple robustness tests are performed to reinforce the strength of the reported results; references 

to these tests can be found throughout the paper. 

 

(1) Heckman Selec t ion Model  – Conf l i c t  as a Determinant o f  FDI Allocat ion  

To ensure the robustness of the findings stemming from the Heckman selection model, the 

following robustness tests are conducted.  

 

Corre lated Contro l  Variables .  First, to determine that certain control variables do not contribute 

singly to our findings, the model is re-run accounting for this. Both GDP and population are 

included in the Heckman model, though the two are highly correlated (R = 0.62). So, the Heckman 

model is re-run, once with only GDP, and once with only population, and find that the results are 

stable and hold across the new models. 

 

Imputed Off i c ia l  Finance Contro l  Variables .  Official finance variables – both from traditional / 

conditional sources, as well as Chinese / unconditional ones – are included as control variables. 

Traditional official finance data are missing for 2013; Chinese official finance data are missing for 

1997-1999. In order to include these variables in our dataset, data for the missing years are imputed. 

To do this, data between 2009 and 2012 are used to impute traditional official finance data for 2013, 

and data between 2000 and 2003 are used to impute Chinese official finance data for 1997-1999. To 

ensure that results are not driven by these imputed data, both the Heckman selection model and the 



 

instrumental variable empirical strategy are re-run without these data; the main results are stable and 

hold for the new models.25 

 

Country Outl i ers .  Next, the validity of the results are tested, accounting for whether the findings 

are driven by sample selection. To do this, the Heckman selection model is re-run 46 times, each 

time leaving out a single country; this process is done three separate times for each of the statistically 

significant results – i.e. organized, armed events; organized, armed events involving the state; and 

state battles against challengers. Appendix Figures 1, 2, and 3 show the coefficients and their 95% 

confidence intervals for each of the dependent variables, respectively. These figures suggest that 

results are stable and not driven by a single country outlier within the respective models. 

 

Alternat ive  Conf l i c t  Data.  ACLED and UCDP-GED (Sundberg and Melander, 2013) differ in 

significant ways, including what types of conflict are covered, the coverage period, the event unit, 

and the definition of what constitutes an event. This information for ACLED is reviewed here: 

www.acleddata.com/methodology. When considering events perpetrated by armed and organized 

groups, the values still differ (see Appendix Figure 4 for a comparison using a subset of years).26  

 

A significant difference between the datasets is the coding of political violence outside of defined 

‘civil war’ periods. There are fewer records for states not in an active civil war in the UCDP-GED 

set. For example, there is less coverage of state violence in Kenya and Zimbabwe, or attacks in 

Nigeria, Sudan and Ethiopia, under UCDP-GED coding rules.  

 

                                                
25 The first stage (the gatekeeping stage) of the Heckman selection model maintains the positive signs seen in the original 
models, yet unfortunately are not statistically significant. 
26 Additional details regarding the differences between the two datasets are available at: 
http://www.acleddata.com/wpcontent/uploads/2012/08/Dataset-Typology-Overview.pdf.  



Appendix Figure 1. Coefficients and 95% Confidence Intervals for All Armed Events. 

 

 

  



Appendix Figure 2. Coefficients and 95% Confidence Intervals for All State Events. 

 

  



Appendix Figure 3. Coefficients and 95% Confidence Intervals for All State Battles against Challengers. 

 

 

  



Appendix Figure 4. Comparison of Organized, Armed Conflict Event Numbers and Locations 

 

  



 

In addition, ACLED codes events ‘atomically’ meaning that an event (ACLED has 9 types of 

events) occurs on a specific day in a specific location involving specific actors. If a battle extends for 

more than one day, each day the battle is reported to have occurred is coded separately. Hence, each 

event has a source that notes the day(s) of an event. UCDP-GED has a number of ‘campaign’ and 

‘summary’ events for which a single battle may occur for any number of days (from the beginning to 

the end point), but it cannot be assumed that the same battle occurred on each day. In fact, UCDP-

GED notes that for these types of events there is no exact disaggregated information available; “in 

other words, it is unclear how many battles took place during the time period specified” (Sundberg, 

Lindgrem, and Padskocimaite, 2010, p.6). If these campaigns (i.e. conflict events coded for months 

or more) are artificially disaggregated to mirror ACLED’s atomic modeling, the result is hundreds of 

assumed events occurring.  

 

Lastly, and most importantly, ACLED does not employ a fatality threshold in order to be included 

as a conflict event within the dataset; UCDP-GED requires 25 battle-related deaths prior to 

inclusion. This means that conflict events seeing fewer than 25 fatalities are not captured. This is 

problematic in cases such as Zimbabwe. Violence records in Zimbabwe indicate that fatal violence is 

only very rarely used in political intimidation. Beatings and non-fatal violence are much more 

common, and deliberately utilized because this lower-intensity violence draws less attention and 

sustains a facade of security which is undermined by the high-levels of non-fatal violence; the choice 

to limit fatal violence is a strategic one, and central to the conflict dynamics of this context, a feature 

which is concealed by measures of fatalities only. As we are interested in state repression – i.e. events 

such as these minimally-lethal yet repressive ones in Zimbabwe – ACLED is better suited for the 

analysis here since these events would not show up in the UCDP-GED dataset given not meeting 

their fatality threshold. 



 

 

(2) Instrumental  Variable  Empiri cal  Strategy – Impact  o f  FDI on State  Repress ion 

To ensure the robustness of findings stemming from the instrumental variable empirical strategy 

based on a two-stage least squares model the following robustness tests are conducted.  

 

Matching Sample .  CPI is included as a control variable within the Heckman selection model. Due 

to missing data for all years, Eritrea drops out of this analysis, as data cannot be imputed. As CPI is 

not included as a control variable in the instrumental variable strategy, Eritrea is not excluded from 

that analysis. For consistency, the instrumental variable strategy models are re-run excluding Eritrea, 

to ensure a matching sample between the Heckman selection model and the instrumental variable 

strategy, and find that results hold for our primary model of interest (Model 4: the effect of FDI 

stock on state targeting of civilians). 

 

Sample Selec t ion and Bootstrapping.  The validity of the results for external representation is 

tested, accounting for whether the findings are driven by sample selection. To do this, a 

bootstrapping methodology is implemented to test the statistically significant results of Model 3 of 

Table 4, looking at the effect of FDI stock on the targeting of civilians by the state – at different 

levels of replication. Bootstrapping consists of generating a new sample from the original one, 

relying on random-sampling with replacement. The obtained standard errors from this strategy will 

hence, by definition, not be driven by sample selection, and can thus be considered unbiased. 

 



 

Appendix Table 1 displays the results from 50, 100, and 500 replications. The level of significance of 

the coefficient of FDI stock is both stable and statistically significant in all 3 models.27  

 

The level of replication is further increased to 2000. Appendix Figure 5 reports the standard errors 

of the coefficient of FDI stock in the second stage of this bootstrapping model. Again, an increasing 

trend in the standard errors is not observed; rather, the standard errors remain stable and parallel to 

the X-axis. These findings allow for the exclusion of sample selection bias as a possible driver of the 

findings, in further support of our theory. 

 

  

                                                
27 These models were run again excluding Eritrea, as outlined above, to match the sample set used in the Heckman 
model; results are consistent. 



 
Appendix Table 1. Results of Bootstrapping Models.‡‡ 
  (1) (2) (3) 
        
FDI Stock (lagged) 0.314* 0.314* 0.314** 

 
(0.166) (0.165) (0.160) 

Tax Revenue (lagged) -0.030 -0.030 -0.030 

 
(0.047) (0.042) (0.040) 

GDP (lagged) 0.237** 0.237* 0.237* 

 
(0.096) (0.134) (0.125) 

Population (lagged) -0.082 -0.082 -0.082 

 
(0.319) (0.367) (0.342) 

Natural Resource Rents (lagged) 0.000 0.000 0.000 

 
(0.037) (0.039) (0.041) 

Control of Corruption (lagged) -0.086 -0.086 -0.086 

 
(0.169) (0.205) (0.202) 

Democracy (lagged) 0.220 0.220 0.220 

 
(0.227) (0.234) (0.225) 

Election Year 0.111 0.111 0.111 

 
(0.090) (0.086) (0.095) 

Conflict Events (lagged) 0.001*** 0.001*** 0.001*** 

 
(0.000) (0.000) (0.000) 

Conflict Events in Border States 
(lagged) -0.000 -0.000 -0.000 

 
(0.000) (0.000) (0.000) 

Traditional Official Finance (lagged) -0.036 -0.036 -0.036 

 
(0.037) (0.035) (0.035) 

Chinese Official Finance (lagged) 0.018 0.018 0.018 

 
(0.039) (0.035) (0.033) 

Replication 50 100 500 
Observations 799 799 799 
R-squared 0.099 0.099 0.099 
Number of Countries 47 47 47 
Standard errors in parentheses 

   *** p<0.01, ** p<0.05, * p<0.1 
    

 
                                                
‡‡ The table presents the second-stage bootstrapped estimates obtained for the IV estimation strategy with trade as the dependent variable for different levels of replication (at 50, 100, and 
500 replications, respectively). State targeting of civilians is the dependent variable in the second stage (presented here) of all three models. 



Appendix Figure 5. Standard Errors of the Coefficient of FDI Stock in Second Stage of Bootstrapping Model. 
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