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Executive Summary

This study involves an empirical investigation of the investment behaviour of
manufacturing enterprises in Ghana. A particular focus is placed on how investment
behaviour responds to enterprise growth. Since the inception of major economic
reforms in Ghana a little over 30 years ago, the manufacturing sector has not been able
to drive a structural transformation of the economy within a policy context of state
withdrawal from direct participation in economic activity, and the tasking of the private
sector with the responsibility of spearheading economic growth and transformation.
Manufacturing sector performance has been poor both in absolute and comparative

terms.

Investment is important because without continual improvement in equipment or the
acquisition of new assets, it is hard to envision how a manufacturing-led structural
transformation could occur.  Specific microeconomic studies on the investment
behaviour of manufacturing firms in Ghana are rare and in this regard, this study will
contribute in filling this gap. The specific issue of investment behaviour in
manufacturing also relates to the broader issue of economic growth and manufacturing-

led structural transformation. Issues related to manufacturing must also be situated



within the broader context of industrial policy and industrialisation as it specifically
relates to manufacturing. The theoretical and policy debates are wide-ranging and an
appreciation of them gives context and meaning to the figures that emanate from an

empirical quantitative study.

The study employs descriptive and econometric techniques to attempt to achieve its
primary objective. The specific econometric methods used are probit and tobit, which
are both methods of analysing limited dependent variables. Investment is conceptually
split into investment decision and investment quantum; probit is used for the former
while tobit is used for the latter. Model specifications use real sales growth as a proxy
for enterprise growth, alongside other explanatory variables. Computations are carried

out using the maximum likelihood estimation (MLE) procedure.

The data used for the study are drawn from two separate World Bank Surveys
conducted in Ghana. These surveys are routinely carried out worldwide as part of the
World Bank’s global enterprise survey programme. Separate estimations, based on 2007
and 2013 survey datasets, are carried out and a comparison made. General and
disaggregated analyses are conducted, with disaggregation criteria based on broad
activity classification on the one hand, and year of enterprise establishment on the other.
With regard to the latter criterion, the disaggregation is based on whether a

manufacturing enterprise started up before or after the year of political transition, 1993.

Results of the study indicate weak evidence of enterprise-level growth consistently and
robustly translating into discretionary investment. The current economic policy
approach in Ghana continues to be largely based on creating an enabling environment in

the hope that appropriate incentives would stimulate the private sector to spearhead



economic transformation. To this end, how enterprises respond to own-growth signals is
important. However, in the light of the results obtained from this study, this policy

approach, at least in the case of the manufacturing sector, may need a second look.
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Table 29: Summary of results

Pre-Transition Post-Transition
Decision | Amount of | Decision | Amount of
to Invest | Investment | to Invest | Investment
Sales NS S(+), NES NS NS
Growth
Accra- NS NS S(-) S(-), NES
Tema
Small S(-) S(-), ES S(-) S(-), ES
Only NS S(-), ES NS NS
National
Years of NS NS NS NS
Operation

The terms ‘Decision to Invest’ and ‘Amount of Investment’ correspond to the probit and tobit models
respectively. S = Statistically Significant; NS ="Not Statistically Significant”; ES = “Economically
Significant”; NES = “Not Economically Significant”. Bracketed terms indicate either positive or negative

effects of the relevant variable
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