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Ghana: what medium-term development model?

Over the past decade, Ghana has recorded average annual growth rates above 7%, which has
allowed it to achieve lower middle-income country status. However, there has recently been a
slowdown in growth, which stood at 4.2% in 2014. This raises the question of the sustainability of
the country’s development model. Ghana is now at a critical stage in its development process.
This subject is discussed by Clémence Vergne, economist at the French Agency for Development.

Relatively moderate structural transformation of the economy

After having remained relatively stable from 1970 to 1990, the production structure of Ghana’s
economy has gradually changed, in particular over the past decade. The analysis of the sectoral
breakdown of Ghana’'s GDP shows two major characteristics in the structure and trend of the
distribution of added value per sector. Firstly, Ghana continues to be a highly agricultural country,
insofar as the share of the primary sector still accounts for almost a third of total added value and
over 40% of total employment. However, as with most of the examples of development, Ghana’s
growth has been characterized by a marked decline in the share of the agriculture sector in the
economy, which has fallen from 56.5% of total added value in the 1970s to approximately 26% for
2010-2012. Secondly, the gradual decrease in the share of the agriculture sector has mainly been
to the benefit of the service sector and not the secondary sector. Consequently, the share of the
service sector rose from just under 25% in the 1970s to almost 50% in 2010-2012. The share of
the industrial sector, for its part, has remained stable since 1990, at less than 25% of total added
value. In addition, the share of the manufacturing sector has fallen substantially from 10% in the

1990s to 7% in 2010-2012.
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As with a number of African countries, Ghana is experiencing a relatively slow and recent
structural transformation process. In addition, the structural transformation is tak iIce
through services and not through an increase in manufacturing activities. However, th % ice
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sector continues to be highly focused on informal services with low added value, such as the retail
sector or services to individuals. The informal sector accounts for 80% of total employment in
Ghana.

Despite the strong growth (sustained annual growth rate of over 5% since 1990), why is the
ongoing structural transformation of Ghana’s economy taking place at a slow pace ?

Slowdown in investment likely to hamper infrastructure development

Investment plays a major role in economic growth. According to the Commission on Growth and
Development (2008), the countries that have achieved strong and sustainable growth devote
an average of over 25% of their GDP to investment and mainly finance it via recourse to
national savings.

By international standards, Ghana’s investment rates are relatively modest. For 2005-2012, the
investment rate stood at 20% of GDP, against an average of 27% in lower middle-income
countries. In addition, the investment rate in Ghana varies strongly depending on the
macroeconomic and political trends in the country. From 1984 onwards, the investment rate
gradually rose, in particular thanks to the increase in public investment, partly financed by
considerable flows of financial aid. This general trend was reversed from 2006 onwards. Overall,
the low level of investment dynamics is firstly due to the loss of momentum in public
investment over the recent period and, secondly, to the lack of private investment. The latter
continues to be penalized by the eviction effect generated by increasing public deficits. Indeed,
domestic savings are diverted and channeled towards financing public deficits, which obliges
companies to self-finance their investments, hence the reduction in private investment. Generally
speaking, the low level of the domestic savings rate (4.6% of GDP for 2005-2012) has a negative
effect on investment dynamics.

Read the full article on the Ideas for Development blog
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