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ABSTRACT 

The st udy det er mi ned t rends  of  i nflati on,  i nvest ment  and econo mi c growt h i n sub- Saharan 

Afri ca and anal ysed t he dyna mi c i nt eracti on a mongst  i nvest ment,  i nflation rat e and econo mi c 

gr owt h i n sub- Saharan Afri ca regi on bet ween 1986 and 2012.  It  also exa mi ned t he directi on of 

causalit y i n t he i nt errelationshi p t hat  exist  a mong t hese vari abl es  and est ablished t hreshol d effect 

of  i nflati on on t he rel ati onshi p bet ween i nvest ment  and econo mi c gr owt h in sub- Saharan Afri ca 

regi on.  These were wit h the vi ew t o det er mi ni ng the rel ati onshi p a mongst i nvest ment,  i nfl ati on 

and econo mi c growt h i n Sub- Saharan Africa regi on for t he peri od 1986 t o 2012.  

 

Annual  secondary dat a coveri ng t he peri ods  between 1986 and 2012 were e mpl oyed f or  t he 

st udy.  Twent y f our  countries  sel ect ed from t he f our  mai n regi onal  econo mi c co mmunities  i n 

Sub- Saharan Africa Countries  ( SSA)  such as:  Econo mi c Co mmunities  of West  African St at es 

( ECOWAS);  Econo mi c Co mmunit y of  Central  African St at es  ( ECCAS);  East  Afri can 

Co mmunit y ( EAC)  and t he Sout hern African Devel opment  Co mmunit y (SADC)  were used f or 

the st udy.  Dat a on gr oss do mestic pr oduct,  i nflation,  popul ation export,  import,  money suppl y 

and gr oss  fi xed capital  for mati on were sourced from t he Worl d Devel opment  I ndi cat ors  ( WDI) 

of  t he Worl d Bank.  Tabl es  and graphs  were used f or  t he trend anal ysis.  Panel  vect or  error 

correcti on model  ( PVECM)  and multi variate causalit y t ests were used t o det er mi ne t he dyna mi c 

interrelati onshi p and causal  directi on of  i nflati on,  invest ment  and econo mi c gr owt h i n t he regi on. 

Threshol d aut o-regressi on was  used t o det er mi ne i nflati onary t hreshol d effect  i n rel ati onshi p 

bet ween i nvest ment and econo mi c growt h for t he regi on.  

 

The results showed an upwar d trend of  econo mi c gr owt h and i nvest ment  as  each respecti vel y 

rose from 0. 35 and - 10. 98 i n 1986 t o 3. 77 and 6. 99 percent  i n 2012,  whil e i nflati on rat e 
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increased from 7. 6 percent  i n 1986 t o 27. 45 percent  1994 before oscillati ng ar ound 6. 45 percent 

all  t hrough 2010 t o 2012.  The result  also showed negati ve i nflati on-econo mi c gr owt h nexus; 

negati ve i nflati on-i nvestment  nexus  and positi ve i nvest ment-econo mi c gr owt h nexus  f or  t he 

regi on.  It  also showed bidirecti onal  causalit y between i nflati on and gr owt h ( F =11. 36,  p < 0. 05), 

whil e uni directi onal  causalit y exists bet ween i nvest ment  and econo mi c gr owt h as  causalit y r uns 

from i nvest ment  t o econo mi c gr owt h ( F=2. 83,  p < 0. 05).  The rel ati onshi p bet ween i nvest ment 

and i nflati on was  al so uni directi onal  as  causalit y onl y r uns  from i nflati on t o i nvest ment  ( F = 

19. 38,  p < 0. 05).  The t hreshol d regressi on result  suggest ed existence of  one i nflati on t hreshol d 

val ue of  4. 64 percent.  Beyond t his t hreshol d value,  i nflati on rat e exerted a  si gnificant  negati ve 

effect  on econo mi c gr owt h (t  = - 2. 09,  p < 0. 05).  The result  also showed existence of  l ower 

positi ve i nfl uence of  i nvest ment  on econo mi c gr owt h at  i nflati on rat e beyond t he t hreshol d 

val ue.  

 

The st udy concl uded t hat  i nflati on had negati ve effect  on i nvest ment  and econo mi c gr owt h, 

whil e i nvest ment  pr oduced positi ve effect  on econo mi c gr owt h i n sub- Saharan Africa regi on f or 

the peri od 1986 t o 2012.  
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CHAPTER ONE 

I NTRODUCTI ON 

1. 1 Background to the St udy 

One  of  t he maj or  challenges  faci ng most  devel opi ng countries  of  t he worl d t oday i s  how t o 

achi eve sust ai nabl e econo mi c gr owt h t hat  can ul ti mat el y l ead t o econo mic devel opment.  Thi s 

obj ecti ve i nvol ves  pr oduci ng more goods  and services  wit h t he sa me  or  l ess  mat erials i nput. 

Level  of  i nvest ment,  i nflati on rat e and ot her  macroecono mi c vari abl es  are a mong fact ors  t hat 

often affect  t his  gr owt h obj ecti ve.  Level  of  i nvest ment  i s  sai d t o i ncrease gr owt h t hrough its 

infl uence on capital  formati on ( Sol ow and Swan,  1956;  Ro man,  1986;  and Lucas,  1988). 

Invest ment  i s  cat egorized i nt o pri vat e and public invest ment.  Pri vat e i nvestment  i nvol ved pri vat e 

ownershi p of  busi nesses wit h pr ofit  maxi mi zati on as  sol e obj ecti ve.  This  obj ecti ve i s  usuall y 

achi eved by aug ment ation of  existi ng capital  stock and so meti mes  venturi ng i nt o ne w ones. 

Though,  t he fi nanci al  benefit  of  pri vat e i nvestment s  onl y accrues  t o t heir  owners,  but  t heir 

i mpact  presents  nati onal  i mplicati on f or  an economy.  The public i nvest ment  on t he ot her  hand, 

invol ves  government  i nvest ment  on i nfrastruct ure,  human capital  and ot her i nvest ment  acti vities. 

These t wo ki nds of i nvest ment enhance econo mi c efficiency and prosperit y of a country.  

 

Ho wever,  i nflati on i s  said t o exert  negati ve effect on gr owt h by reduci ng l evel  of  i nvest ment  and 

pr oducti vit y ( Fischer,  1993).  When pri ces  rise for  co mmodities  and ot her  servi ces,  t he entire 

econo my i s  affect ed.  The risi ng pri ces,  known as  i nflati on,  affect  t he cost  of  carryi ng out 

invest ment  and every ot her  facet  of  t he econo my.  As  pri ces  rise,  t he val ue of  l ocal  currency may 

decli nes,  erodi ng its  purchasi ng power  wit h each i ncrease i n t he pri ce of  basi c goods  and 

servi ces.  Low i nflati on may hel p an econo my t o recover  from econo mi c recessi on or  depressi on 

as t he cost of borrowi ng money for i nvest ments acti vities may li kel y to be lower. 
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Rel ati onshi p bet ween i nflati on and econo mi c gr owt h usuall y pl ays  out  li ke a delicat e dance.  For 

instance,  t he gr owt h of  gross  do mestic pr oduct  ( GDP)  i s  vital  i n sti mul ati ng i nvest ment  decisi on. 

If  overall  econo mi c growt h i s  decli ni ng or  merel y hol di ng st eady,  it may reduce pri vat e 

compani es’  pr ofit  whi ch i s  t he pri mar y dri ver  of i nvest ment  perfor mance.  However,  excessi ve 

GDP gr owt h rat e i s  also dangerous  t o an econo my as  it  most  li kel y co mes  wit h i ncreased 

inflati on rat e whi ch erodes  i nvest ment  gai ns  by maki ng money and f ut ure cor porat e pr ofits  l ess 

val uabl e.  This  expl ai ns  why t wi n policy t argets  of  price st abilit y and i ncenti ves  f or  i nvest ment 

attracti on have been an integral  preoccupati on of  most  governments  of  devel opi ng econo mi es 

especi all y t he Sub- Saharan African countries.  Thi s  i mpli es  a li nkage a mongst  i nvest ment, 

inflati on and econo mi c gr owt h as  t he effect  of  inflati on on econo mi c growt h can be eval uat ed 

wi t hi n t he fra me  of  changi ng l evel  of  i nvest ment. Thi s  also i mplies  t hat  i nvest ment  and i nfl ati on 

rates are i mport ant fact ors t hat may reduce or tri gger econo mi c growt h process.  

 

The conventi onal  perception of  t hese t hree variabl es  i s  t hat  t here exist  an i nverse rel ati onshi p 

bet ween i nflati on and growt h whil e i nvest ment  provi des  t he channel  f or  t rans mitti ng i nfl ati on 

i mpact  i nt o econo mi c growt h ( St ockman 1981). It  i s  generall y accept ed t hat  i nflati on has  a 

negati ve effect  on bot h medi um and l ong-run growt h due t o its  i nfl uence on i nvest ment  and 

pr oducti vit y gr owt h ( Barro,  1991;  Fischer,  1993;  and Bull ard and Keati ng 1995).  Hi gh i nfl ati on 

rate i s  sai d t o cause various  di st orti ons  i n t he econo my as  it  i ncrease commodities  pri ces  and 

decreases  t he val ue of  real  i ncome  of  househol ds. The falli ng val ues  of  real  i ncome  di scourage 

househol ds  savi ng whi ch may i n t urn reduce suppl y of  l oanabl e f unds f or  i nvest ment.  Thi s 

i mplies  t hat  hi gh i nflati on rat e may reduce economi c gr owt h si nce economy needs  a certai n l evel 

of savi ngs to fi nance i nvest ment proj ects.  
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Furt her more,  hi gh i nflation rat e also i nfl uences  invest ment  and gr owt h t hrough its  di st orti on of 

labour  mar ket,  capital  market  and i nt ernati onal  co mpetitiveness.  Uncertaint y i n i nflati on creat es 

the possi bility of  short  t er m contracts  bet ween e mpl oyees  and e mpl oyers.  Thi s  may gi ve rise t o 

frequent  renegotiati on of  wages  resulti ng i n reduced pr oducti ve hours wit h its  negati ve 

consequent  on gr owt h.  Inflati on can equall y reduce i nt ernati onal  co mpetitiveness  of  a  country if 

her  export ed goods  and servi ces  are t oo expensi ve t o attract  prospecti ve buyers  when co mpared 

wi t h goods  and servi ces  from ot her  countries. Thi s  may i ncrease current  account  deficit 

especi all y if such country is an i mport dependent country.  

 

Ma ny st udi es  have confirmed t his  negati ve rel ati onshi p bet ween i nflati on and i nvest ment  as  well 

as  bet ween i nflati on and econo mi c gr owt h.  If  an econo my i s  not  f ull y adj usted t o a gi ven rat e of 

inflati on,  it  may suffer  fro m r el ati ve pri ce di st ortions  and si nce no mi nal  int erest  rat es  are oft en 

controlled,  t he real  i nt erest  rat es  become  negative and vol atile,  discouragi ng savi ngs.  Duri ng 

peri ods  of  hi gh i nflati on,  econo mi c agents  i s  sai d to experience difficulties  in l ong-t er m pl anni ng 

as  a result  of  uncertai nty about  f ut ure pri ces.  Thi s  restrai ns  t he m from ent eri ng i nt o ne w 

contract,  decreasi ng t he quantit y and qualities  of  ne w i nvest ment  whi ch decli nes  econo mi c 

gr owt h process ( Ni chol as, 2012; and Ahort or and Adenutsi, 2009). 

 

On t he contrary,  t heories  and e mpirical  st udi es  have present ed positi ons t hat  questi oned t hi s 

conventi onal  percepti on where i nflati on i s  shown t o be a  necessary l ubri cant  f or  t he wheels  of 

econo mi c gr owt h.  They focused on whet her  hi gh i nflati on rat e di st orts i nvest ment  decisi ons  or 

not.  Evi dence from t heir st udi es  showed t hat  l ow i nflati on rat e affects l evel  of  i nvest ment  and 

econo mi c gr owt h.  Hi gh i nflati on rat e i s  sai d to encourage gr owt h t hrough redistri buti on of 

income  whi ch enhance hi gher  savi ng f or  capitalists,  dri vi ng up i nvest ment  and econo mi c 
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gr owt h.  It  also i ncreases econo mi c gr owt h by raisi ng pr ofit  rates  whi ch sti mul at es  an i ncrease 

invest ment level i n an econo my ( Hasl ag, 1997; and Li oui and Poncet, 2008). Tobi n (1965)  
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