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ABSTRACT

hana is endowed with natural resources and has a huge domestic market and a fast

growing economy in Sub-Saharan Africa. There is every reason to believe that with
updated and enforced reforms that improve institutions and economic policies, Ghana
will serve as conducive climate to welcome foreign direct investment decisions. However,
political instability, corruption, and several other elements make Ghana a far less attractive
destination for direct foreign investment
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AHHOTALIUA

I‘aHa HaJleJieHa MPUPOAHBIMU PeCcypcaMy U UMeeT OTPOMHBINA BHYTPEHHUU PHIHOK U ObI-
CTPBIN POCT S5KOHOMUKH cpeiu cTpaH Adpuku K 10ry ot Caxapsl. CyIliecTByeT BCE OCHO-
BaHMsA IOJIaraTh, YTO MNPU BBEJEHUU HOBBIX pedopM IO YJIYUIIEeHUIO I'OCy/apCTBEHHBIX
WHCTUTYTOB U SKOHOMUYECKOHN MOJUTUKHY, B ['aHe MosSBUTCA OJIaTONPUATHBINA KJIMMAT J1JIA
MIPSIMBIX UHOCTPAHHBIX HHBECTULINH. TeM He MeHee, OJTUTUYECKAsA HECTAOMIIBHOCTbD, KOP-
pynuus, U psaj ApYyTUX 2JIEMEHTOB JlesaloT I'aHy HelpUBJIeKaTeJIbHOU /I HHOCTPAHHBIX
MHBECTUIINH.

Kﬂmqume CJIOBA: WHBECTHUIIMOHHAS IIPUBJIEKATEIFHOCTh, WHOCTPAHHBIE WHBECTHU-
IUH, IPsAMble MHOCTPAHHbIE HHBECTUIINH, CTPaHbl AQPHUKH K fory oT Caxapbl, IOJTUTHYIE-
CKas HECTAOMJIBHOCTD, MHTEJIJIEKTYyaIbHASI COOCTBEHHOCTD, KOPPYIIIUs, PETHOHAIbHAS UH-
Terpanus, JuBepcuUKaIysa SKOHOMUKU.
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INTRODUCTION. Foreign investors
regard Sub-Saharan Africa, which Ghana is a
subset, as a high risk investment destination.
Despite credible investment opportunities in
Ghana, foreign investors are reluctant to invest
in Ghana due to the high degree of uncertainty
in the region, which exposes firms to potential
risks [1]. In addition, political risks, ethnic
and religious conflicts that materialized in
neighboring countries are contagious due to the
interdependence of regional economy. Asaresult,
the interdependence of Sub-Saharan African
economies affects investors’ assessment of risk
in Ghana. It is therefore not surprising that FDI
(foreign direct investments) in the region have
not been as successful as expected. For instance,
in Nigeria, the issue of Boko Haram which is
religiously connected has fueled the political
instability in the region. The tensions which
cropped up between Ghana and Ivory Coast led
to the closing of the border in September 2012
will continue to undermine the security situation
in the area. Because of information imperfection,
foreign investors associate the occurrence of risk

in one country with the likelihood of similar risks
in Ghana.

The purpose of the work: This paper
has explained some problematic factors of doing
business in Ghana.

MAIN PART. As recorded in the literature,
statistical discrimination has prepared the plat-
form for foreign investors who want to invest in
Ghana unable to differentiate between countries
which have been affected by these risks. This im-
plies that an increase in political instability in
one Sub-Saharan African country will diminish
the inflow of FDI to that country and others in
the region. In a recent study, Rogoff and Rein-
hart (2003) study regional susceptibility to war
indices for the period 1960-2001. They found
that African countries are more prone to war
than other regions. The regional susceptibility to
war index is 26.3% for Africa compared to 19.4%
and 9.9% for Asia and the Western Hemisphere
respectively. The study also showed that there is
a statistically significant negative correlation be-
tween FDI and conflicts in Africa (Fig.1).

.
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Fig. 1. Correlation between FDI and conflicts

Puc.1. CooTHOIIIeHNe HHOCTPAHHBIX NMPAMBIX HHBECTUIIUN U KOH(JINKTOB

Globalization has led to an increase in
competition for FDI among economies thereby
making it even more difficult for Ghana to attract
new investment flows. Relative to other regions
of the world, Sub-Sahara Africa is regarded
as alow-income, high-risk as well as weak area.
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As result of these elements, foreign investors
are indisposed to make new investments in
Ghana. However, internally, African countries
in particular have pursued various forms
of economic reforms and liberalization of
investment regimes in order to become more
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competitive in attracting FDI from foreign
market. According to the Doing Business Report
2014, Rwanda, Burundi and Cote d’Ivoire are
among African countries that have implemented
a lot of effective reforms to regulate business
activities. The report added that for past 9
years the pace of reform in Africa is three times
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as fast as the pace in advanced economies.
Ghana suffered from all the indicators with the
exception of getting electricity and paying taxes.
The implication for the drop means that Ghana
has weak regulatory and outmoded reforms to
create the environment needed to attract foreign
investors’ decision in the country (Tab.1).

Table 1

Doing Business (Source: Doing Business Report 2014)

Taoauna 1

Benenue ousneca (Mcrounuk: /loxsaan o Bexenunn 6usHeca 3a 2014 r.)

Indicator Ghana | Burundi | Rwanda 'Cot.e Sub-Sa.haran
d'voire Africa
Procedures (Numbers) 8 3 2 5 8
Time(days) 14 5 2 8 20.7
Cost(% of income per capita) 15.7 17.5 4.4 44.4 67.4
Paid-in Min o o 6 15
(% of income per capita) 37 44 57

The strengthening of competition among Sub-
Saharan Africa due to globalization has made an
already bad situation worse. It must be pointed out
that the intense competition resulting from FDI
puts Ghana at a disadvantage in that it has failed
to expand economic reforms needed to increase
competitiveness and create a supportive environ-
ment for foreign investment. Although there have
been reforms to attract FDI, flexible and updated
business regulatory reforms need to be adapted to
serve the changing external environment.

Ghana depends on mainly of primary com-
modities for export in the foreign exchange market.
The prices of these commodities are volatile which
are highly vulnerable to terms of trade shocks, re-
sulting in high country risk thereby discouraging
foreign investment. Recently attention has shifted
from the natural endowments of resources and la-
bor to acquired endowments of resources, such as
the availability of intermediate goods and skilled
labor. The availability of strategic assets, such tech-
nological and innovative assets e.g. brand names,
has also become an important determinant in the
location decisions of foreign investor.

Policy instability makes it difficult to tell what
specific aspects of policies are promoted and
implemented in Ghana. According to Global
Competitiveness Index 2013-2014 report, policy
instability scored the 9th position of the most

problematic factors of doing business. This

is due in part to the high frequency change

in government and lack of transparency in
macroeconomic policy. It will interest you

to know that most governments propagate
policies of their party when in power whilst
relegating national policies that will promote
attractiveness of FDI in Ghana. Policy
instability breeds climate unpredictability
which curtails foreign investors’ confidence in
Ghana thereby reducing FDI inflows. The lack
of transparency in macroeconomic policy is of
concern because it increases transaction costs
thereby reducing the motivations to invest in
Ghana for foreign investors. Regulatory policies
are not only about drafting and implementation
but also update and enforcement are needed to
administer the rising need of foreign investors.
Policies should be established in an open and
transparent fashion to provide healthy climate
for foreign direct investment inflows.

Corruption is one of the ingredients that hin-
der the enhancement of foreign direct investment
in Ghana.

Corruption may take many forms including
practices such as bribery, fraud, extortion and em-
bezzlement. However, corruption with respect to
FDI and international trade usually takes the form
of bribery (bribes paid to and extorted by govern-
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ment officers) that is “a transaction that provides
the parties involved with undue payment (inter-
preted widely to include any property having fi-
nancial and non-financial value) or other benefit
or advantage” UNCTAD (2001) police.

Corruption is not only a serious obstacle to in-
vestment, however it hamper social improvement
such as education and health since it diverts funds
away from development. When there is low de-
velopment, corruption and low transparency are
found to hinder FDI inflows Voyer and Beamish
(2004) endorsed. Bribery, fraud and extortion are
materials that discourage economic growth [2].

Bureaucracy, red tape and lack of transparency
prepare the platform that generate unhealthy busi-
ness environment in Ghana for foreign investors to
invest. Global Competitiveness Report 2013-2014
endorsed this by ranking the inefficiency of gov-
ernment bureaucracy on the 4% position out of 16
factors among the most problematic elements for
doing business. Burdensome administrative rules,
as well as excessive requirement for licenses, ap-
provals, and paperwork, all delay business activi-
ties in Ghana. In Ghana, for example, Ghana Ce-
ment Company Limited has monopolized cement
manufacturing for more than four decades [3].

Excessive bureaucracy is usually associated
with inefficient institutions, suggesting that legal
and political systems are not open and public ac-
countability is limited.

Foreign investors encounter difficulties where
bribery, kickbacks and extortions are in the lime-
light. Also, where anti-corruption laws are ineffec-
tive, especially in the public sector, foreign inves-
tors are tempted to offer bribes to secure the suc-
cessful establishment of their businesses.

Intellectual property protection is a major
concern in developing economies especially vital is
Ghana. Even if the law of intellectual property pro-
tection exists in Ghana, however its enforcement
by the right institution is limited. For instance, in
Ghana enforcement of unauthorized use, reproduc-
tion of products such as pharmaceutical products,
food beverages, as well as videos, books, computer
software has not received a lot of encouragements.
Piracy of assets results in the production of fake
products to consumers and replicates the original
product of the innovator as well which result in de-
cline in sale and fall in profitability. However, even
when such violators of properties are apprehended
they go with impunity. The Ghana Food and Drugs
Board as well as other institutions have made sev-
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eral attempts to curb the infringement of property
but have not received the necessary resources and
most importantly delay in the court procedures
that hinder enforcement. Piracy of intellectual
property is common in Sub-Saharan Africa which
Ghana should not be ignored. Foreign investors
will spurn their decision to invest in a country with
an unprotected intellectual property [4].

Strengthening of Financial Infrastructure is a
factor investors consider vital when embarking on
investment decisions. Inefficient financial systems
have been a major constraint to investment in Sub-
Sub-Saharan Africa which Ghana is a subset. For
effective financial policy building, Ghana must
therefore pay a great deal of attention to the devel-
opment and sustenance of a sound and credible fi-
nancial system. Global Competitiveness Report of
2013-2014 established that Ghana’s financial mar-
ket development ranked 106" out of 148 compare
to 59% position out of 144 in 2012-2013 report. The
weaken of financial market in Ghana will deter for-
eign investors from investing in the country.

CONCLUSIONS. Ghana needs to improve
policy stability to attract foreign investment. The
policy stability will maintain an existing domes-
tic investors, foreign investors as well as attract-
ing potential investors. The environment must be
predictable and facilitative while the protective
legal instruments must be enforceable by way of a
free and fair judicial system to ensure sustainable
investment. Transparent domestic policies con-
tribute to attracting foreign investors’ decision. In
addition, appropriate macroeconomic policy sta-
bility frameworks, which support national inter-
est in terms of attracting FDI into Ghana, should
be supported by updated and enforcement of re-
forms. Thus, Implementation of policies and re-
forms that supports macroeconomic policy stabil-
ity in Ghana is vital for the emergence of investors
responsive to domestic environment [5].

Diversification of the economy is paramount
to curtail shock for countries that trade in primary
commodities for export. Ghana relies on export of
primary commodities for foreign exchange earn-
ings. This exposes the business climate of Ghana
to significant terms of trade shocks. However, di-
versification of the economy will enable Ghana
to cushion the effects of these shocks and reduce
country risk. The reduction of risk through diver-
sification in Ghana will increase the attractiveness
of the economy to foreign investors in the second-
ary and tertiary sectors [6].
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The Sub-Saharan Africa needs regional inte-
gration to develop its market and attract foreign
investment. A well-designed and effectively im-
plemented regional integration process can help
address the stigma of “imperfect communication”
and political instability.

Integration is vital tool for the development
of regional stability and management of regional
public goods and services, and to support other de-
velopmental programs such as commonly shared
infrastructure and environmental protection. The
constructive role played by the African Union(AU)
and the Economic Community of West African
States (ECOWAS) in ending the conflicts in Liberia
and Sierra Leone is worthy of emulation Economic
Commission for Africa ( 2004). Regional integra-
tion through the formation of regional groupings
can also be used to reduce the incidence of domes-
tic policy reversals and improve the credibility of
economic policies in the region. The point here is
that in an environment in which national govern-
ments have a credibility problem, regional groups
can provide an external agency of restraint on do-
mestic policies [7].

Compared to investing in stand-alone coun-
tries, foreign investors prefer to invest in countries
that are part of an economic bloc because indus-
tries that they build within the AU or ECOWAS
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receive preferential treatment for exports to other
member countries which Ghana is a key member.
Expansion of market size within the ECOWAS give
firms within Ghana the opportunity to increase the
scale of operations in both production and mar-
keting. This leads to greater concentration and in-
creased efficiency in these activities [8].

Protection of intellectual property rights is a
perpetual problem, especially for companies that
internationalize through FDI, licensing, and col-
laborative modes. Intellectual property is often
the basis of firms’ competitive advantage and
long term performance. It is therefore, pertinent
for foreign investors that establish their presence
in Ghana through these modes are protected [9].
Intellectual property laws should be updated and
enforced to secure the long continuity of both ex-
isting and potential firms in Ghana. In addition,
World Trade Organization (WTO) and Intellectu-
al Property Organization (WIPO) which Ghana is
a member have devised strict standards for intel-
lectual property protections. Since patent, trade-
marks, as well as copyright laws vary substan-
tially around the world, Ghana should enforce
such standards to protect foreign investors who
are vulnerable to piracy. Particularly inclined are
firms in the pharmaceuticals, software, publish-
ing, and music industries.
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