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Abstract

The Republic of Ghana is one of the most economically developed countries
in West Africa. In the past 10 years, Ghana’s economy has maintained a
sound momentum and strong economic growth. The Republic of Ghana re-
gards foreign direct investment (FDI) as a key factor in promoting its eco-
nomic growth. This article separates economic growth, employment and po-
verty reduction, and focuses on the single impact of foreign direct investment
(FDI) on Ghana’s economic growth, employment and poverty. The research
in this article shows that foreign direct investment can promote the economic
development of Ghana, and foreign direct investment can increase employ-
ment opportunities in Ghana and reduce poverty at the same time. Finally,
this article gives corresponding recommendations based on the research con-
clusions: In maintaining sustainable economic growth, favorable policies
should be adopted to encourage and support Ghana, so as to attract more
foreign direct investment to stimulate economic growth.
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1. Introduction

1.1. Research Background

Among the West African countries, the Republic of Ghana has a relatively de-
veloped economy. The three traditional export products of gold, cocoa and
timber are the economic pillars of the Republic of Ghana (Wakyereza et al.,
2017). In the late 1990s, due to the impact of external factors such as gold and
cocoa prices on the international market, the Republic of Ghana experienced
an economic downturn, increased fiscal deficits, and a sharp depreciation of its

currency. After the Kufuor regime came to power, it focused on stabilizing and
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developing the economy, strengthened macro-control, formulated temporary
budgets, fully implemented a free and open economic policy, and promoted
the development of private enterprises. The price of gold and cocoa on the in-
ternational market began to gradually rise. Ghana’s economy has also im-
proved, the value of the currency has gradually stabilized. As a result of the
formulation and implementation of a series of development strategies, Ghana’s
economy has achieved unprecedented development in the past few years,
maintaining an annual economic growth rate of 6% and becoming the leader
in economic development in West Africa. During his visit to Ghana, World
Bank President Zoellick said that in the past 10 years, Ghana’s economy has
maintained a strongly economic growth.

In the process of Ghana’s economic development, Ghana has always regarded
foreign direct investment (FDI) as a key factor in promoting its economic
growth. Musah et al. (2018) pointed out that about 80% of the newly created jobs
in Ghana from 2008 to 2018 came from abroad investment in Ghana. And most
of these FDIs are concentrated in the manufacturing, construction and general
trade sectors, providing many employment opportunities for Ghana and pro-
moting the growth of the Ghanaian economy. On the basis of existing research,
this article separates economic growth, employment and poverty reduction, fo-
cusing on the single impact of foreign direct investment (FDI) on Ghana’s eco-

nomic growth, employment and poverty.

1.2. Literature Review

Osei et al. (2019) pointed out that FDI can be regarded as a form of foreign aid.
The core goal of official development international aid is not only to promote
economic growth, but also to reduce poverty. Larry & Hlovor (2019) pointed out
that if a developing country actively implements reform and opening policies to
promote economic growth, then active political assistance can play a supporting
role in domestic economic development. Tee et al. (2017) pointed out that the
effectiveness of international aid is well known. International aid will bring some
positive effects to developing countries, such as providing public goods, increas-
ing human capital, alleviating huge debts, and promoting the development of
some technologies to a certain extent. On the other hand, foreign aid also faces
many challenges and criticisms. Foreign direct investment and other aid funds
always ignore the industries or enterprises in developing countries that are in
urgent need of funds, and are allocated to those places where there is no relative
shortage of funds, resulting in uneven distribution.

In general, from a macro perspective, FDI has a positive effect on economic
development and the balanced development of the labor market. Awunyo &
Sackey (2018) research shows that for every 1% increase in FDI, actual employ-
ment can increase by 0.008%. Mohammed (2018) research shows that FDI can
create a large number of employment opportunities in the short-term. The im-

pact of medium-term FDI on total employment is not yet clear. The impact of
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long-term FDI on employment is positive, but it depends on the spillover effect.

2. The Main Forms of FDI

2.1.Joint Venture

A joint venture refers to an enterprise established in Ghana by a foreign compa-
ny, enterprise, economic organization or individual in accordance with relevant
regulations, and a local company, enterprise or other economic organization in
Ghana that jointly invests in it. The characteristics of a joint venture mainly in-
clude: the joint venture has the status of a legal person, the parties to the joint
venture jointly contribute capital, joint management, risk sharing, and profit
sharing. The form of the operating enterprise is a limited liability company. The
remaining assets are liquidated at the expiration of the joint venture and the

capital contribution is Proportional distribution.

2.2. Cooperative Enterprises

A cooperative enterprise refers to an enterprise jointly established in Ghana by a
foreign company, enterprise, economic organization or individual in accordance
with relevant regulations and a Ghanaian company, enterprise or other eco-
nomic organization in Ghana. Cooperative business enterprises can adopt legal
person type and unincorporated type, and the form of enterprise can adopt li-

mited liability and unlimited liability.

2.3. Wholly Foreign-Owned Enterprises

A wholly foreign-owned enterprise refers to a foreign company, enterprise, eco-
nomic organization, or individual established in accordance with relevant regu-
lations. Its characteristics mainly include: the enterprise has the status of a legal
person, all capital is owned by foreign investors, and the organization form is
generally a limited liability company. When the foreign-funded enterprise ter-
minates, Shall go through the cancellation of registration with the relevant agen-

cies and departments, and hand in the business license for cancellation.

3. The Impact of FDI on Ghana

3.1. The Impact of FDI on Ghana’s Economic Growth

A United Nations report showed that FDI in Africa increased by 13% in 2019,
reaching 32 billion U.S. dollars, reversing the two-year downward trend. Some
African countries are better than others. South Africa performed well, with FDI
reaching nearly US$4.2 billion.

The impact of FDI on Ghana’s economic growth mainly includes the follow-
ing four points:

1) Make up for the lack of domestic construction funds. The Republic of
Ghana’s investment restrictions are still very large, and the use of FDI has effec-

tively solved the problem of insufficient funding sources in Ghana. In recent

DOI: 10.4236/0jbm.2021.93069

1293 Open Journal of Business and Management


https://doi.org/10.4236/ojbm.2021.93069

S. Ato-Mensah, W. Long

years, with the continuous changes in Ghana’s policy of utilizing foreign capital,
the proportion of FDI has steadily increased.

2) Promote technological progress in the Republic of Ghana. The introduction
of technology through direct investment by multinational companies, with the
transfer of technology, capital supply, technology absorptive capacity, market
development capacity and corresponding management knowledge, as well as
further technology development capacity or new technology provision capacity
will follow into the Republic of Ghana market.

3) Promote the development of foreign trade. FDI has expanded the scale of
Ghana’s foreign trade. Under the influence of technology spillover effects through
FDI, Ghana’s related industries have developed rapidly, enhancing the competi-
tiveness of products in the international market, and the export of foreign-invested
enterprises has greatly optimized the structure of Ghana’s import and export
commodities.

4) Promote the growth of Ghana’s economy. Through FDI, Ghana can in-
crease new varieties of capital goods, thereby promoting economic growth. Stu-
dies have shown that an average increase of one unit of FDI can boost the
growth of 48 units of GDP. The investment in technology, management, and
knowledge has greatly improved Ghana’s technical management and employee

knowledge, and promoted economic growth.

3.2. The Impact of FDI on Employment in Ghana

According to the employment data of the World Bank, among the 1506 newly
registered projects in Ghana from 2009 to 2019, more than 300 projects were in-
vested by Chinese companies. It is these new projects that have made great con-
tributions to solving the employment problem in Ghana. This is also an impor-
tant manifestation of FDI’s promotion of employment in Ghana. Compared
with expatriates, Ghanaians accounted for most of the new jobs created by the
project, and the number of new jobs created from 2009 to 2019 also increased
significantly. This is also the direct employment effect of FDI.

However, the impact of FDI on employment is restricted by multiple factors.
The short-term impact on employment mainly depends on the way FDI enters.
Generally, there are two main ways for FDI to enter the host country: one is new
investment, and the other is to merge existing enterprises in the host country.
Usually investors enter the host country through mergers and acquisitions in
developed countries, while in developing countries they enter the host country
mainly through new investment. Mergers and acquisitions usually lead to busi-
ness integration and personnel deployment of the acquired company, as well as a
large number of layoffs. And new investment usually absorbs a lot of labor. In
order to reduce costs, multinational companies will inevitably localize their em-
ployees. Except for individual senior managers who are called from their home
countries, other employees usually employ local labor, so this type of FDI can

expand employment opportunities.
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3.3. The Impact of FDI on Poverty Reduction in Ghana

FDTI’s contribution to poverty eradication in Ghana is mainly based on the above
two points. After FDI promotes economic growth and creates a large number of
new jobs, it naturally reduces poverty.

On the one hand, economic growth has an impact on poverty eradication.
Economic growth can be divided into employment growth and output growth.
Cities with higher employment growth are the most successful in poverty eradi-
cation, especially in the areas of health care, construction, and retail. Output
growth has no effect on urban poverty in the short term, and will only affect the
wage growth of the high-income class. However, in the long run, output growth
can lead to employment growth. On the other hand, poverty eradication contri-
butes to economic growth and can bring huge economic benefits to Ghana. First,
eradicating poverty can make better use of people’s skills, knowledge, and expe-
rience, thereby increasing productivity. Second, eliminating poverty can increase
income, increase consumption, meet local economic needs, and directly benefit

local businesses in Ghana.

4., Conclusion and Recommendations

In the past few decades, the Ghanaian government has initiated several policies
to attract FDI because it can bring many benefits, so this article separates eco-
nomic growth, employment and poverty reduction, focusing on the single im-
pact of FDI on Ghana’s economic growth, employment and poverty (Amoako &
Insaidoo, 2019).

This article points out that higher FDI is vital to Ghana’s economic growth,
employment increase and poverty reduction, because there is a one-way link
from FDI to economic growth, and higher levels of FDI are very important for
achieving economic growth (Adongo et al., 2018).

Therefore, policies for economic growth and development should focus on
solving the factors that hinder Ghana from attracting FDI. In terms of main-
taining sustainable economic growth, favorable policies should be given to en-
courage and support Ghana so as to attract more FDI to stimulate economic

growth.
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