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Abstract 

In this firm-level study the heterogeneous relation between conflict and FDI is examined, focusing on 

the importance of historical connections. We use a unique dataset comprised of FDI flowing to low 

income countries in Sub-Saharan African  from 2003 to 2013 to study how source country 

characteristics interact with the business environment and influence the probability of investment in 

a conflict location. We estimate a mixed logit model and show that violent conflict can diminish the 

positive effect that colonial ties have on the probability that a multinational enterprise invests in a 

country. This effect is confined to large conflicts where to probability of government takeover is 

largest. The findings are robust for controlling for firm-level characteristics, the level of corruption in 

the MNE’s  country of origin and natural resource-seeking motives.   

                                                           
 Caroline T. Witte is PhD Candidate at the Department of Applied Economics, Erasmus University, Rotterdam, 
Erasmus Research Institute of Management (ERIM), P.O. Box 1738, 3000 DR Rotterdam, the Netherlands, Tel: 
+31 (0) 10 4088907. Email: witte@ese.eur.nl. 
 Martijn J. Burger is assistant professor at the Department of Applied Economics, Erasmus University, 
Rotterdam, Tinbergen Institute and Erasmus Research Institute of Management (ERIM), P.O. Box 1738, 3000 
DR Rotterdam, the Netherlands, Tel: +31 (0) 10 4089579, Fax: +31 (0)10 4089141. E-mail: mburger@ese.eur.nl. 
URL: http://www.mjburger.net.   
 Enrico Pennings is full professor at the Department of Applied Economics, Erasmus University, Rotterdam, 
Tinbergen Institute and Erasmus Research Institute of Management (ERIM), P.O. Box 1738, 3000 DR 
Rotterdam, the Netherlands, Tel: +31 (0) 10 4082166, Fax: +31(0)10 4089141, Email: pennings@ese.eur.nl. 
 



2 
 

Introduction 

Sub-Saharan Africa is historically known for its political instability and civil wars. After the periods of 

colonization and decolonization, the majority of countries on the continent have experienced major 

episodes of political violence. This has resulted in a stigmatized image of Africa as the lost continent, 

hunted by extreme poverty, inescapable corruption, and horrifying wars.  In contrast, economic 

figures show that many African economies have been growing rapidly over the last decade; some 

analysts even talk about the African growth miracle which could be a turning point in the continent’s 

history (Rodrik, 2014). Also Foreign Direct Investment (FDI) is flowing to the continent at increased 

rates. In 2013, Africa received FDI inflows of 50 billion U.S. dollars, representing 3.2% of all FDI flows 

in that year (UNCTAD, 2015).  Although this is a modest amount compared to the FDI flows received 

by other world regions, it is still an important source of capital, comprising 12.4% of total capital 

creation in the region (UNCTAD, 2015; World Bank, 2015).  

 However, investments in Africa are considered risky business. This is particularly true if the 

receiving country experiences a civil conflict. Episodes of political violence can result in an increase in 

a variety of downside risks, including an increased risk of asset expropriation, asset destruction, 

supply chain disruption, market disorder, adverse regulatory changes and death or injury of 

employees (Bodea & Elbadawi, 2008; Dai, Eden & Beamish, 2013; Li & Vashchilko, 2010). Yet, this 

does not necessarily mean that business comes to a halt when a conflict erupts. From all 

multinational enterprises (MNEs) that invested in Sub-Saharan Africa during the 2003-2013 time 

period, 18.5% invested in countries that were experiencing a major conflict at the point of time of 

investment (fDi Markets, 2014). This paper analyzes what drives MNEs to these Sub-Saharan 

countries, particularly focusing on the importance of firm-specific political resources.  

 Previous academic literature on the relation between political violence and FDI has mainly 

studied how aggregate FDI inflows are affected by conflict. It is not surprising that most studies find a 

negative association between political violence and FDI (Asiedu, 2006; Brunetti & Weder, 1998; 
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Busse and Hefeker, 2007; Dai et al., 2013). However, the association between political violence and 

FDI has been found to be heterogeneous in that it varies across firms and sectors. In this regard, 

Driffield, Crotty & Jones (2013) examined the determinants of a firm’s decision to invest in a country 

affected by conflict. Using a panel of 2509 firms over the period 1997-2009, they showed that 

investors from countries with weaker institutions and investors which are less concerned with 

Corporate Social Responsibility are less affected by conflict and are hence more likely to have a 

subsidiary in a conflict country.   Focusing on sector heterogeneity, Burger, Ianchovichina and Rijkers 

(2015) and Witte, Burger, Ianchovichina and Pennings (2015) have found that firms in the resource 

sector are more likely to invest in conflict countries, while conflict has a negative effect on FDI in the 

manufacturing and commercial services sector. In a case study, Guidolin and La Ferrara (2007) show 

that firms active in the diamond sector profited from the Angolan war. They suggest that this might 

be the result of a decrease in bargaining power of Angolan authorities that reduced the licensing 

costs for politically connected firms. In addition, they argue that the war made transactions less 

transparent allowing for unofficial profitable dealings. This suggests that connected MNEs might be 

able to profit from a violence conflict. 

There is limited knowledge how bilateral characteristics in the form of political ties moderate 

the relationship between political violence and FDI.  This study addresses this gap and analyzes how 

historical (political) ties affect the probability of investing in conflict countries in Sub-Saharan Africa. 

We focus on ties resulting from colonial history, since previous studies showed that these are likely 

to be an important source of historical political connections (Head et al., 2010; Makino & Tsang, 

2010). It is important to note that colonial ties are not a perfect measure of political connections. It is 

likely that many firms originating from an old colonial ruler are not engaged in political activities, 

whereas there a substantive number of firms that do not come from an old colonizer but 

nevertheless share a historical connection with the host country government. However, political 

connections are often undisclosed - particularly in Sub-Saharan Africa, and hence, measuring them 

perfectly is infeasible. Colonial relations are likely to represent long-lasting business networks 
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(Rauch, 1999) and are hence likely to capture at least part of the relation of interest.  In addition, 

former colonial ties are not influenced by contemporary features and as such the endogeneity 

problem common in this type of research is limited.  

From a theoretical point of view the effect of colonialism on a firm’s propensity to invest in a 

conflict country is, however, ambiguous. On the one hand, the existence of these historical political 

ties might increase the probability that a MNE invests in a conflict location, because it can give the 

firm the opportunity to profit from the decline in government bargaining power and the decrease in 

transparency. Connected firms are for example more likely to profit from a decrease in governments 

bargaining power resulting from an increased need for financing for rebuilding or military purposes. 

Moreover, they might be better able to profit from the decrease in transparency and enforcement of 

regulations, as the connected firms are more likely to have the relational resources to engage in 

back-room politics. Previous studies also showed that political connections are particularly important 

when the formal institutional arrangements are weak or not enforced (Li et al., 2008; Faccio, 2006;  

Faccio & Parsely, 2008). 

On the other hand, if a conflict poses a large risk of a change of government, FDI flows from 

firms with political ties to the conflict country might actually decrease. In this case, the probability 

that political ties become worthless due to a regime change increases. This uncertainty creates an 

additional disadvantage for firms with historical ties. Previous work indeed found that when there 

was a change of government or a high probability of such a change occurring, the value of connected 

firms dropped (Acemoglu, Hassan & Tahoun, 2014; Faccio & Parsley, 2008; Ferguson & Voth, 2008; 

Fisman, 2001). 

In this paper, we use a unique dataset comprised of greenfield FDI in low income Sub-

Saharan African from 2003 to 2013 to study how source country characteristics interact with the 

business environment and influence the probability of investment in a conflict location. We focus on 

low income Sub-Saharan Africa, because many of the countries in the region have been troubled by 
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many violent wars, most of which have seriously obstructed economic development (Bodea & 

Elbadawi, 2008). In addition, most wars in Sub-Saharan Africa are fought symmetrically and non-

conventionally. This type of conflicts is characterized by governments and rebels who both use a 

similar but low level of military sophistication (Kalyvas & Balcells, 2010). In 2014 Balcells & Kalyvas 

show that these wars are much more likely to be won by the insurgent than asymmetrical wars and 

as such are a larger threat to the political ties of MNEs.  

In the next section the dataset and methodology are explained in detail We explain our data 

and methodology in the next section. Thereafter the empirical results are discussed. Finally we 

conclude that large conflicts can diminish the positive effect that colonial ties have on the probability 

that a multinational enterprise invests in a country. This suggests that historical linkages still play an 

important role in the foreign investment climate in Africa. Nevertheless, as a result of wars and 

ultimately government takeovers, historical tie are likely to become less important.  

Data and Methodology 

Data 

This study focuses on FDI into low income Sub-Saharan African. Data on Greenfield FDI flows into 

Sub-Saharan African countries for the period 2003-2012 is obtained from the fDi Markets database, a 

Financial Times databank tracking cross-border investments in new projects and expansions of 

existing ventures. The data is collected trough Financial Times newswires and internal information 

sources, other media sources, project data acquired from industry organisations and investment 

agencies and data purchased from market research and publication companies. Each project is cross-

referenced against multiple sources. We added data on mergers & acquisition (M&As) from 

Thomson, a database tracking global M&As. The data sources include newswires, filings, global and 

regional media, and direct deal submissions from the deal-making community.  The dataset includes 

a total of 2886 investments, of which 6.7% are M&As, made by a total of 1148 MNEs.  
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 The FDI data is complemented with information on the size and profits of the MNE that 

makes the investment. It can be expected that larger and more profitable firms are more likely to 

invest in conflict countries, as these firms are better able to diversify the associated risk. The firm-

level data is obtained from Orbis (2015),  which is comprised of annual report data for over 160 

million companies worldwide. We measure the size of the firm using the natural logarithm of total 

assets and the profits using the natural logarithm net income. 268 out of the 1148 investing firms 

could not be linked with data in the Orbis dataset, while another 374 firms have missing data for 

either assets or income. We estimate our model both with and without firm level controls to verify  

that are results are not driven by a selection effect. Finally, we control for the level of corruption in 

de home country of the MNE by including the Kaufman index of corruption.  

Data on conflict is derived from the Armed Conflict Location Event Dataset (ACLED), which is 

the most comprehensive political violence database for Sub-Saharan Africa (Raleigh, Linke, Hegre, & 

Karlsen, 2010). ACLED measures incidences of political violence  - focussing particularly on civil and 

communal conflicts, violence against civilians, remote violence, rioting and protesting - in all African 

countries from 1997 until the presents.  Following the literature on violent conflict, we code the 

incidence of a conflict if in a year at least 1000 people died as a direct result of political violence. 

Hence, our war variable is a dummy variable, which is 1 in case of a war and 0 otherwise. We use a 

relatively high battle-related death threshold, since only larger conflicts are likely to be a 

considerable threat to the ruler in power. 

The data on historical political ties, proxied by colonial relations, data is derived from the 

CEPII database (Head et al., 2010). The data is structures as a gravity dataset where for each pair of 

countries the relevant bilateral data, including colonial relations is included. In addition, we control 

for whether host and home country share a common language, the distance between the two 

countries and the bilateral exchange rates.  Finally, we take into account that GDP per capita, GDP 
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growth, the size of the population, inflation, the quality of regulations  and the level of corruption. 

Data on these control variables is obtained from the World Bank website.  

Empirical Model 

Following conventional practice, we model the location choice of firms using discrete choice models 

(Basile, Castellani & Zafei, 2008; Schmidheiny and Brülhart, 2011). In these models, each location 

decision is considered to be the outcome of a discrete choice among available alternatives, where a 

profit-maximizing firm is assumed to choose to invest in the location that maximizes the expected 

returns on investment. Here, we assume that the investment decision of a MNE is a sequential 

process in which the MNE first decides to invest abroad and subsequently identifies the country 

which would be most appropriate (Basile et al., 2008). In our study, the results are conditional on the 

MNE having decided to invest in Sub-Saharan Africa. Hence, in deciding where to invest in low-

income Sub-Saharan countries, the MNEs from 56 different home countries are faced with a set of 41 

alternative investment locations (i.e., the African countries).  

To estimate these location decisions, we apply a mixed logit model (Revelt & Train, 1998). 

This type of model is particularly appropriate for our analysis because the technique allows 

coefficients to vary over firms, accounting for firms’ differential value attributed to particular 

characteristics in their location decisions. Consequently, a mixed logit estimation relaxes the 

restrictive assumptions regarding the substitution patterns across alternative investment locations 

that are generally present in other discrete choice models such as the conditional logit model. This 

problem is better known as the violation of the independence of irrelevant alternatives (IIA), and it is 

particularly common to location choice datasets with a large number of alternatives. Not accounting 

for a violation of the IIA assumption can result in inconsistent and biased estimates. A more 

elaborate discussion of this estimation strategy in the context of location choice models can be found 

in Basile et al. (2008).  
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Empirical Results 

Table 1 reports the results of the mixed logit regression in which the dependent variable is a dummy 

which measures whether the MNE choose to invest in the country. In each regression we also 

estimate the error component of all independent variables with the exception of interaction effects. 

To conserve on space, here we only report the error component of the conflict variables.  The models 

are estimated using the Hole routine for estimating mixed logit models in Stata. The first column 

shows the results of a baseline model examining which factors determine location choice is Sub 

Sahara Africa. The second column includes the interaction effect with the colony variable, to test 

whether historical ties affect the propensity of a firm to invest in a conflict country. In the third, and 

fourth  column we add additional interactions to control for origin, firm and sector effects and in the 

fifth column a conflict dummy is added measuring smaller conflicts with a number of battle related 

deaths between 100 and 1000.  

The results of the baseline model show that conflict has a negative effect on the propensity 

of a MNE to invest in a location. This is in line with most research studying the effect of conflict. The 

coefficient of the colony variable is positive and highly significant, indicating that MNEs from a 

former colonizer are more likely to invest in a location. Most control variables also behave as 

predicted by theory. GDP per capita, GDP growth, the size of the population and regulatory quality all 

positively affect the probability that a MNE locates in a country, while the weighted distance has a 

negative effect. Surprisingly, after controlling for the quality of regulations control of corruption has a 

negative effect on the probability of an MNE to invest. In other words, the level of corruption has a 

positive effect , suggesting that MNEs investing in Africa might under certain circumstances be able 

to profit from corruption. Also inflation has a significant negative effect on the probability of 

investment. There is no evidence that real exchange rates affect MNEs location choice.  
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Table 1 The determinants of MNEs location choice in Sub Sahara Africa – A mixed logit estimation.  

  (1) (2) (3) (4) (5) 

 
baseline Incl. colony Incl. firm 

controls 
Incl resource 

dummy 
Incl. minor 

conflict       

GDP per capita (ln) 0.293*** 0.275*** 0.273*** 0.274*** 0.266*** 

 (0.043) (0.042) (0.075) (0.074) (0.078) 

Population (ln) 0.883*** 0.891*** 1.006*** 0.998*** 0.986*** 

 (0.034) (0.034) (0.069) (0.066) (0.070) 

Inflation (annual %) 0.007** 0.007** -0.002 0.002 -0.002 

 (0.003) (0.003) (0.006) (0.006) (0.006) 

Exchange rate 0.003 0.005 0.013* 0.013* 0.013* 

 (0.004) (0.004) (0.007) (0.007) (0.007) 

Common Language 0.975*** 0.994*** 1.361*** 1.430*** 1.425*** 

 (0.113) (0.103) (0.271) (0.269) (0.266) 

Colony 0.990*** 1.004*** 1.156*** 1.137*** 1.106*** 

 (0.207) (0.193) (0.265) (0.254) (0.276) 

Control of corruption -0.236*** -0.234*** -0.143 -0.194 -0.127 

 (0.082) (0.081) (0.148) (0.155) (0.171) 

Regulatory quality 1.047*** 1.038*** 1.257*** 1.230*** 1.185*** 

 (0.085) (0.084) (0.169) (0.162) (0.165) 

Growth rate of GDP 0.040*** 0.039*** 0.019 0.019 0.020 

 (0.007) (0.007) (0.014) (0.014) (0.014) 

Weighted distance -0.741*** -0.786*** -0.893*** -1.033*** -0.902*** 

 (0.072) (0.083) (0.205) (0.205) (0.216) 

Conflict (> 1000 BRD) -0.718*** -0.448*** -1.828** -1.564** -1.554** 

 (0.120) (0.087) (0.756) (0.664) (0.690) 

Conflict(100<BRD<1000)     0.010 

     (0.160) 

Conflict * colony  -0.827*** -0.766* -0.878** -0.851* 

  (0.252) (0.440) (0.434) (0.450) 

Conflict * log income   -0.013 -0.011 -0.012 

   (0.015) (0.015) (0.015) 

Conflict * log assets   0.096** 0.079* 0.081* 

   (0.048) (0.045) (0.046) 

Conflict * origin corruption   -0.174 -0.172 -0.146 

   (0.157) (0.151) (0.159) 

Conflict(100< BRD<1000) * colony     -0.052 

     (0.315) 

Conflict * resources    0.215  

    (0.385)  

SD           

Conflict (> 1000 BRD) 0.908*** 0.101 0.467 0.063 0.048 

 

(0.174) (0.374) (0.407) (0.321) (0.437) 

Conflict(100<BRD<1000)     -0.993*** 

     (0.261) 

Observations 91,717 91,717 27,921 27,921 27,921 

Standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.10 

 In the second model, the interaction term between colony and conflict is added to examine 

what type of companies invest in conflict areas. The interaction is negative and significant, meaning 
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that the effect of colonial ties on location choice depends negatively on whether the destination 

country experiences a conflict. If the country experiences a conflict, the positive effect of the country 

of origin being a former colonizer on MNEs location choice diminishes significantly. This supports the 

argument that conflict can increase the risk of a government takeover and as a result, decreases the 

positive effect political ties might have on MNEs’ returns and ultimately on FDI.  

 In the third column, we control for the size of the MNE and control of corruption in the MN’s' 

country of origin. The interaction effect is similar in size to the interaction in the second model, but is 

now only significant at the 10% level. The firm level controls were only available for about the third 

of the location choices, considerably reducing the  number of observations in the sample which 

weakens the statistical power of the model. The MNEs profits do not significantly affect the 

probability that the firm invests in a conflict country, while the size of the assets positively affects this 

probability. Larger firms with more assets are more likely to invest in conflict countries than smaller 

firms. This is in line with the argument that these firms are better able to diversify the risks 

associated with the investment. The interaction between the control of corruption in the MNEs’ 

country of origin and conflict is negative, suggesting that firms from more corrupt countries are more 

likely to invest in conflict countries. The interaction effect is however not significant. Also the main 

effect of the control on corruption on the location decision is not longer significant.  

 In the fourth model an interaction is added between conflict  and dummy measuring whether 

the investment is made in the natural resource sector. Previous studies showed that natural resource 

investments are unresponsive to changes in political violence (Burger et al., 2014; Witte et al., 2015). 

If natural resource investments are commonly made by investors without colonial ties, this could 

drive our results. The interaction between resources and conflict in table 1 is however not significant 

and the interaction term between conflict and colonial ties only increases and is again significant at 

the 5% level.  

 In the introduction it was argued  that the effect of colonial ties on political violence are a 

priori ambiguous. The results presented thus far support the view that conflict poses a risk to firms 
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with political ties, as it increases the probability that the government will be overthrown and existing 

political ties become worthless. As a result, FDI from MNEs from former colonizers decreases  if a 

conflict breaks out. Nevertheless, in the case of small violent conflicts the probability of a change of 

government might be relatively small, while the level of transparency and the degree of government 

bargaining power might nevertheless decrease. To test whether the effect of political ties on the 

probability to invest in countries experiencing relatively minor conflict, an interaction between minor 

conflict - causing between 100 to 1000 deaths a year  - and colonial ties is added to the model. The 

results are shown in column 4. While the interaction between larger conflicts and colonial ties 

remains negative and significant at the 10% level, the interaction between minor conflict and colonial 

ties is small and not statistically significant, There is hence no evidence that minor conflict affects the 

probability of an MNE investing in former colony.  In addition, the main effect of minor conflict on 

FDI is not significant, while the main effect of major conflict on FDI remains negative and highly 

significant.  

 

Conclusion 

In this firm-level study we examined the heterogeneous relation between conflict and FDI, focusing 

on the importance of historical connections proxied by colonial ties. We study colonial ties as these 

are known to have let to long-lasting business networks and are exogenous to contemporary FDI. By 

exploiting variation in a dataset comprised of FDI flowing to low income countries in Sub-Saharan 

African  from 2003 to 2013, we showed  that violent conflict can diminish the positive effect that 

colonial ties have on the probability that a multinational enterprise invests in a country. This effect is 

confined to large conflicts where to probability of government takeover is largest. The findings are 

robust for controlling for firm-level characteristics, the level of corruption in the MNE’s  country of 

origin and natural resource-seeking motives.  

 This study confirms that conflicts can function as a cap on rent-seeking activities by 

connected firms (Acemoglu et al., 2015). If the government loses a conflict and old rulers are  
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replaced by new ones, existing political ties decrease significantly in value. Firms that were 

connected to the previous regime and which were able to capture significant rents due to favoritism, 

might be prosecuted by the new regime. Of course, also the new leaders are likely to establish new 

connections with both domestic and international firms. This can lead to a shift in political ties from 

firms originating from a former colonizer to firms coming from other countries - such as for example 

China.  
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