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ABSTRACT 

 

The study has empirically examined the relative impact of public and private investment on 

economic growth and has also tested the crowding in or crowding out effect of public 

investment on private investment in four Southern African economies – Malawi, South 

Africa, Zambia and Zimbabwe. The analysis used annual time-series data covering the period 

from 1970 to 2014. The study provides new evidence to contribute firstly to the current 

debate regarding the relative importance of public and private investment in economic growth 

processes and secondly, on whether public investment crowds in or crowds out private 

investment in the selected countries. For this purpose, the study employed two empirical 

models using the recently developed Autoregressive Distributed Lag (ARDL)-bounds testing 

approach to cointegration. Model 1 examines the relative impact of public and private 

investment on economic growth while Model 2 investigates the crowding in or crowding out 

effect of gross public investment and its subcomponents (infrastructural and non-

infrastructural) on private investment. The results of Model 1 largely supported the private 

investment-led economic growth strategy. In all the study countries, private investment had a 

positive impact on economic growth. Also, public investment positively contributed to 

economic growth in Zimbabwe, but in the remaining study countries, public investment had a 

negative relationship with economic growth. Results from Model 2 reveal that: (i) the 

crowding out effect of gross public investment on private investment predominates in the 

study countries; (ii) infrastructural public investment crowds in private investment in South 

Africa and Zimbabwe in the long run while it crowds out private investment in Malawi and 

Zambia in the short run; and (iii) non-infrastructural public investment crowds out private 

investment in South Africa and Zambia. On balance, the results from Model 2 show that 

public investment tends to crowd out private investment in the selected countries and this 

further underscore the importance of the private sector-led economic growth processes in the 

study countries. 
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CHAPTER 1 

INTRODUCTION TO THE STUDY 

 

1.1 Background to the Study 

The general literature of economics agrees that investment is the engine of economic growth 

(Harrod, 1939; Domar, 1947; Solow, 1956; Barro & Sala-i-Martin, 2004). What remains 

uncertain, however, is what type of investment – public or private – has a relatively larger 

effect than the other on economic growth; and whether these two types of investment crowd 

each other in or out.    

In economic theory, the Classicals (Smith, 1776; Solow, 1956) are of the view that in the 

economic growth process, public investment crowds out private investment. The Keynesians 

(Keynes & Henderson, 1929) on the other hand, believe that public investment crowds in 

private investment through the multiplier effect. According to Berndt & Hansson (1992), 

public investment can crowd in private investment when undertaken for basic infrastructural 

projects – such as transport, communication and education – which all stimulate private 

investment growth. However, public investment can also crowd out private investment when 

financed by borrowing in the presence of scarce resources or when it produces goods and 

services that compete with the private sector (Devarajan et al., 1996). Given the opposing 

views on the influence of these two components of investment on economic activity, their net 

effect on economic growth depends on which is the dominating influence. If the crowding in 

effect dominates, economic growth will increase with emphasis on more state participation in 

economic activities. In the opposite case, the full crowding out effect reduces economic 

growth and provides more support for those advocating a private sector-led economy. 

Smith (1776) and later Solow (1956) provide the theoretical framework for market-led 

economic growth. The main implication of the market theory is that private investment under 

certain hypothetical conditions is more productive and efficient than the equivalent 

investment undertaken by the state. This has prompted international development institutions 

such as the International Monetary Fund (IMF) and the World Bank (WB) to prescribe 

market reforms to developing countries to reduce budget deficits and achieve sustained high 

economic growth rates (Sithole, 1996). This has seen developing countries, particularly some 
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African economies, following the path of privatisation of state-owned enterprises (Adam et 

al., 1992; Cook & Kirkpatrick, 1995; White & Bhatia, 1998). Nonetheless, the structural 

adjustment programmes implemented by the African economies under the auspices of the 

IMF and WB were not based on empirical analysis and complete understanding of the 

relative effects of public and private investment on economic growth. 

There is, however, a growing body of empirical literature reporting mixed results on the 

relationship between public and private investment and how they impact the economic 

growth process. The contributions by Barth & Cordes (1980), Blejer & Khan (1984), 

Aschauer (1989a, 1989b), Ramirez (1994), Erden & Holcombe (2005), Bom & Ligthart 

(2014) and Beifert (2016) suggest the importance of public investment in increasing the 

marginal productivity of private investment. In this case, an increase in public investment 

spurs economic growth by supporting the private sector through the provision of the 

necessary basic infrastructure (infrastructure hypothesis). The importance of public 

investment in the growth for developing countries as was found by Blejer & Khan (1984) and 

Erden & Holcombe (2005), can be explained by the ‘catch up effect’ since these countries 

have infrastructural gaps to fill to catch up with more developed countries. However, the 

findings by Khan & Kumar (1997), Zou (2003a, 2003b), Bedia (2007), Phetsavong & 

Ichihashi (2012), Ponce & Navarro (2016) suggest that private investment is more important 

than public investment emphasising its importance for a market-led economic growth 

process. 

Given the conflicting empirical evidence on the relative impact of public and private 

investment on economic growth and the crowding in or crowding out effect of public 

investment on private investment, it is important to re-examine the matter to provide policy 

advice on the optimal investment mix that can sustainably grow the economies. 

Most of the previous studies investigating public and private investment and their impact on 

economic growth are cross-country in nature, with few focusing on individual African 

economies, especially those in the Southern African Development Community (SADC) 

region (Erden & Holcombe, 2005; Cavallo & Daude, 2011; Candelon et al., 2013). This 

thesis examines and provides new country-focused evidence on the relative effect of public 

and private investment on economic growth in four countries, namely Malawi, South Africa, 

Zambia and Zimbabwe, all being members of the SADC. Undertaking the study in these 
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SADC economies is important given that economic growth rates are lower than targeted 

against backdrops of a relatively higher share of public investment than in their counterpart 

developed countries (UNECA, 2010). 

The thesis uses time-series data to empirically examine the relative effect of public and 

private investment on economic growth and estimate the crowding in or crowding out effect 

of public investment on private investment in the selected countries. The principal motivation 

for selecting these economies is their differences and similarities in the adoption of market 

reforms and the size and structure of their economies. 

South Africa, with a Gross Domestic Product (GDP) of USD 314, 572 billion in 2015, is the 

biggest economy in the SADC sub-region and strategic insofar as the providing of a market 

and the exporting of vital foreign direct investment to most SADC economies is concerned 

(World Bank, 2016). For many years, South Africa, during the Apartheid period, adopted the 

massive state-led growth strategy that contrasts sharply with its current neoliberal economic 

growth policies. However, South Africa recently had an economic policy shift to strengthen 

its existing State-Owned Enterprises (SOEs) to contribute positively to an economic growth 

strategy as pronounced in the 2011 to 2012 economic strategic plan (Department of Public 

Enterprises, 2012a). Zimbabwe is a low-income economy but with high growth potential 

given its natural economic resource endowments (Reserve Bank of Zimbabwe, 2005). 

Although Zimbabwe made some notable efforts to privatise SOEs in recent years, it still has 

the highest number of public enterprises among the four counties. During its nationalisation 

programme, new public companies were created in Zimbabwe, an approach which was 

different from that pursued in other SADC countries. Zambia is a lower middle-income 

country that recently implemented more market reforms than in any other economy in the 

SADC region. Interestingly, it has the most liberalised economy of the SADC countries. 

Malawi, on the other hand, is a low-income and predominantly donor-funded economy that 

also recently adopted the market reforms. The ratio of public enterprises in Malawi is still 

relatively high. Finally, the four economies are among the relatively few countries in SADC 

that have reliable time-series data on public and private investment for the past number of 

years. Also, they are among the countries in SADC where scanty empirical evidence exists on 

the relative effect of public and private investment on economic growth. 
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1.2 Statement of the Problem  

Economic theory agrees that investment stimulates economic growth (Smith, 1776; Harrod, 

1939; Domar, 1947; Solow, 1956). What remains debatable, however, is whether public 

investment adds more to economic growth than private investment and whether public 

investment crowds in or crowds out private investment in the economic growth process. This 

controversy comes at a time when developing countries are adjusting their economic 

management systems to improve their economic growth rates and reduce unemployment and 

poverty (UNECA, 2010). 

Malawi, Zambia and Zimbabwe adopted the IMF sponsored stabilisation policies and South 

Africa, the equivalent Growth Employment and Redistribution (GEAR) economic strategy 

that prescribes reducing financing to the public sector and promoting the private sector as key 

to an economic growth process (Adam, 1994; Department of Finance, 1996; Bigsten & 

Mugerwa, 2000; Government of Zimbabwe, 1991b). This has resulted in indiscriminate cuts 

in public investment to a level that critics argue may undermine the essential roles performed 

by the state for optimal functioning of the market economy. While extensive theoretical 

literature persuasively prescribes the market-led economic growth process, far less is known 

empirically about the selected SADC economies concerning attaining an optimal balance 

between public and private investment that can sustain high and increasing economic growth 

rates.  

Although there is extensive empirical evidence on this subject (see, Barth & Cordes, 1980; 

Tun & Wong, 1982; Blejer & Kahn, 1984; Aschauer, 1989a; Barro, 1990; Khan & Reinhart, 

1989; Cardoso, 1993; Lin, 1994; Ramirez, 1994; Odedokun, 1997; Khan & Kumar, 1997; 

Nazmi & Ramirez, 1997; Erden & Holcombe, 2005; Bedia, 2007; Bom & Ligthart, 2014; 

Ponce & Navarro, 2016), there is no consensus on whether public investment or private 

investment adds more to economic growth and whether public investment crowds in or 

crowds out private investment in these four countries. Besides, the available evidence on the 

subject for developing countries is from cross-country studies. Nonetheless, it is agreed that 

the cross-country grouping approach is not informative for a particular economy, which 

makes single-country interpretation of results and specific policy implications difficult to 

achieve.  
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The need to redirect economies to sustainable economic growth paths and the conflicting 

empirical evidence on the subject underscores the need for further empirical examination of 

the relative impact of public and private investment on economic growth and also more 

insights into the relationship between public and private investment. This study, therefore, 

aims to provide new evidence to contribute to the ongoing debate on the subject, based on the 

experiences of the individual countries selected. 

Therefore, the current study attempts: (i) to re-examine the relative impact of public and 

private investment on economic growth using the recently developed Autoregressive 

Distributed Lag (ARDL) approach for the selected countries; and (ii) to estimate the 

crowding in or crowding out effect of public investment on private investment.  

1.3 Objectives and Hypotheses of the Study 

1.3.1 Objectives of the Study 

The primary objective of the study is to empirically examine and investigate the relative 

importance of public and private investment on economic growth in Malawi, South Africa, 

Zambia and Zimbabwe for the sample period (1970 –2014). The specific objectives are: 

1) To empirically examine the relative impact of public and private investment on 

economic growth in the selected SADC countries. 

2) To empirically examine the crowding in or crowding out effect of gross public 

investment on private investment in the study countries.  

3) To empirically investigate the crowding in or crowding out effect of infrastructural 

and non-infrastructural public investment on private investment in the study countries. 

1.3.2 Hypotheses of the Study 

The thesis tested the following hypotheses for each of the selected countries to achieve the 

objectives of the study: 

1) Public investment has a positive impact on economic growth. 

 

2) Private investment has a positive impact on economic growth. 
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3) Private investment spending has a larger impact on the long-run economic growth 

than does equal-sized spending in public investment. 

 

4) Public investment crowds in private investment. 

 

5) Infrastructural public investment crowds in private investment. 

 

6) Non-infrastructural public investment crowds out private investment. 

1.4 Significance of the Study 

This study aims to contribute to the literature on investment and economic growth in several 

ways. Firstly, it attempts to disentangle investment into public and private investment and 

examine the impact of each component on economic growth. The majority of the previous 

studies on the subject have examined the impact of either the aggregate investment or public 

investment on economic growth. However, this is less informative in setting up an investment 

mix that can best grow the economy. 

Secondly, unlike previous studies that over-relied on the cross-sectional grouping approach of 

the study countries, this study employs a time-series analysis approach. This methodology 

allows for an informative review of the institutional and historical aspects of each country 

and provides country-specific evidence and policy recommendations. 

Thirdly, in addition to estimating the economic growth model, the study estimates the private 

investment model. Unlike some previous studies on the subject, the private investment model 

assesses the crowding in or crowding out effect of gross public investment, infrastructural 

and non-infrastructural public investment on private investment (Khan & Reinhart, 1989; 

Zou, 2006; Bedia, 2007; Hague, 2013; Ponce & Navarro, 2016). The approach has important 

policy implications in terms of economic management system. 

Fourth, this study utilises the newly developed ARDL-bounds testing to cointegration 

approach in establishing long-run and short-run impacts (Pesaran et al., 2001). Unlike 

previous studies on the subject that have employed the traditional cointegration methods such 

as the Engle & Granger (1987) residual-based test and the Johansen & Juselius (1990) 

maximum-likelihood test, the approach used in this study has superior small sample 

properties (Pesaran & Shin, 1999).  
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This thesis is among the first to examine in detail the relative impact of public and private 

investment on economic growth and test the crowding in or crowding out effect of public 

investment on private investment within the ARDL bounds testing framework in the selected 

SADC countries (Malawi, South Africa, Zambia and Zimbabwe).  

1.5 Organisation of the Study 

The study is organised into nine chapters. In Chapters Two, Three, Four and Five, it analyses 

the historical experiences of public investment, private investment and economic growth in 

Malawi, South Africa, Zambia and Zimbabwe, respectively. These chapters review the 

effects of nationalisation and privatisation policies on economic growth and employ various 

descriptive statistical measures to support the analysis. In Chapter Six, the thesis reviews 

existing theoretical and empirical literature on the relative effects of public and private 

investment on economic growth and the crowding in or crowding out effect of public 

investment on private investment. Chapter Seven specifies the empirical models for the 

analysis and the estimation techniques. Chapter Eight discusses the econometric analysis and 

the empirical findings. The closing chapter, Chapter Nine, offers some conclusions, 

implications and policy recommendations based on the outcome of the preceding analysis and 

the contexts of the economic conditions in each of the selected countries.  
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CHAPTER 2 

PUBLIC AND PRIVATE INVESTMENT AND ECONOMIC GROWTH IN MALAWI 

 

2.1 Introduction 

This chapter is the first of the four chapters to focus on the public and private investment and 

economic growth policies as implemented in Malawi, South Africa, Zambia and Zimbabwe. 

The experiences vis-a-vis economic growth of these countries via state participation in 

economic activities and privatisation policies serve as a basis for the empirical investigation 

presented in Chapters Seven and Eight. This chapter follows the chronological order of the 

policies on public and private investment and their effect on economic growth in Malawi 

since independence in 1964. It is sub-divided into five sections. The second section deals 

with the dynamics of public investment in Malawi from 1964 to 2014. It discusses the 

evolution of public investment through state market intervention, privatisation and enhanced 

private sector promotion policies. The third section also deals with the dynamics of private 

investment in Malawi from 1964 to 2014 and traces private investment growth through state 

market intervention, privatisation and enhanced private sector promotion policies. The fourth 

section discusses the growth trends of public and private investment in Malawi from 1964 to 

2014.  Lastly, section five presents some concluding remarks. 

2.2 The Dynamics of Public Investment in Malawi 

The dynamics of public investment in Malawi trace back to the 1960s. Since the mid-1960s, 

the government of Malawi followed an active policy of seeking comprehensive ownership of 

the means of production and also the centralised management of the economy. This aimed to 

give the economy a state-driven growth impetus with an anticipated trickle down-effect to the 

poor majority. As a result, there was a marked increase in public investment between the 

periods 1964 to 1980 through the line ministries and the formation of parastatals (Pryor, 

1990). For example, the public sector and parastatals accounted for about two-thirds of all 

investments in Malawi during the 1970s (Pryor, 1990). 

As a public policy, the government set up State-Owned Enterprises (SOEs) in economic 

activities that otherwise would have been undertaken by the private sector more efficiently. 

The publicly funded Malawi Development Corporation (MDC) was created to establish state-
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owned companies. Its mandate was to fund share acquisition of foreign enterprises or to fund 

new investments in the agriculture industry. The rationale for the MDC was determined by 

the need for a robust financial and project development effort during the country’s early 

stages of development (Kaluwa et al., 1992).  

Initially, the MDC, with assistance from foreign companies acting as partners, concentrated 

its investments in import substitution enterprises. In the mid-1970s, as opportunities for 

efficient import substitution diminished, the MDC diversified its investment portfolio into a 

wide range of activities (Kaluwa et al., 1992). 

In the agricultural sector, the government established the Agricultural Development and 

Marketing Corporation (ADMARC) which was given the monopoly mandate to market 

agricultural products. As a marketing board, ADMARC had a number of functions to perform 

that included exporting produce, distributing inputs, ensuring food security, implementing the 

pricing policy and acting as a development-cum investment corporation (Kaluwa et al., 

1992). In addition to these functions, ADMARC was to fulfil a number of objectives which 

included the following:  

(a) generate profit from exportable crops (for example, ground nuts, cotton, tea and 

tobacco);  

(b) protect farmers from export market volatility;  

(c) offer inputs’ subsidies to food producers; and  

(d) undertake investments in other sectors of the economy such as the financial sector 

(Kaluwa et al., 1992).  

ADMARC offered various marketing services to the smallholder crop producers. Legally, its 

mandate was to purchase the smallholders’ main cash crops (cotton and tobacco), but it also 

acted as a market for the smallholders’ non-perishable crops including maize (Chipeta & 

Mkandawire, 2004). Also, ADMARC extended services to the smallholders, for example, 

transportation, grading, cleaning, storing, shelling and milling of crops and arranging for their 

sale in the domestic and export markets (Chipeta & Mkandawire, 2004). 

ADMARC was the government conduit that fixed the smallholder crop producer prices and 

announced the guaranteed minimum prices before the planting season. The same prices for 

smallholder crops were maintained across the country and for all seasons, except for tobacco 
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and tea. If ADMARC earned significantly higher prices on the local auctions than expected, 

an additional payment was made to smallholder tobacco growers later in the marketing 

season (Chipeta & Mkandawire, 2004). 

From the preceding discussion, it can be noted that the marketing of smallholders’ crops was 

not open to competitive market forces. There was no interplay between the competitive forces 

of demand and supply since ADMARC set the prices for different product grades. However, 

ADMARC earned high profits made possible by the low buying prices from the smallholder 

crops (Chipeta & Mkandawire, 2004). The huge profits made by ADMARC were used to 

fund public sector and parastatal investments in other areas of the economy. 

Regarding the composition of the state investment in developmental activities during the pre-

reform period, 1964 to 1980, the focus was to develop domestic infrastructure, that is, mainly 

transport and communication, as well as to oversee the financing of smallholder agriculture-

related delivery systems (Kaluwa et al., 1992). Table 2.1 presents the sectorial shares of 

development expenditure in Malawi from 1974 to 1981.  

Table 2.1: Sectorial Shares of Development Expenditure (1974-1981) 

Sector 1974-79 1979-80 1980-81 

Agriculture 

Social Services 

Transport and Communication 

Government Building  

Water 

Power 

Finance, Commerce and Industry 

Other 

19.4 

6.3 

50.0 

9.4 

2.4 

5.5 

1.1 

5.9 

15.7 

6.2 

34.6 

21.2 

5.6 

7.6 

1.5 

7.6 

15.9 

8.4 

36.9 

16.4 

16.4 

7.4 

0.3 

3.8 

Source: Malawi Government (1987) 

As Table 2.1 illustrates, the transport and communication sector had the highest share (50%) 

from 1974 to 1979. It retained the highest share for the years 1979 and 1980 although this 

decreased from 50% to 34.6% and then increased slightly to 36.9% during 1980 and 1981 

(Malawi Government, 1987). The allocation of the highest share of state investment 

expenditure to transport and communication was necessitated by the demand to construct 
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roads linking the smallholder farmers to markets that were inaccessible due to an absence of 

road networks during the colonial period. However, the government buildings noticeably 

absorbed an increased share of the developmental expenditure towards the late 1970s. This 

was mainly due to construction work for the new capital city, Lilongwe, after its relocation 

from Zomba, and the building of state houses (Kaluwa et al., 1992). 

In the following sections, an account of public investment growth in Malawi is given as 

follows: Section 2.2.1 focuses on public investment economic dominance through the MDC, 

ADMARC and Press Holding Ltd, while Section 2.2.2 discusses public investment during the 

first phase of privatisation (1984-1994). Section 2.2.3 discusses public investment during the 

second phase of privatisation (1994-1998), while Section 2.2.4 traces public investment 

during the economic recovery stage (2004-2014). Section 2.2.5 discusses the growth trends 

regarding public investment and economic growth from 1964 to 2014 and Section 2.2.6 

concludes by presenting an account of the challenges facing public investment in Malawi. 

2.2.1 The Economic Dominance of the Corporate Triumvirate: The MDC, ADMARC 

and Press Holdings Ltd 

The urgency for broad-based economic growth and the lack of private indigenous capital 

provided the rationale for state market intervention policies. The state economic dominance 

was achieved mainly through the activities of its enterprises, namely the MDC and 

ADMARC. Through joint ventures with foreign and local capital, the government set up 

corporations that were subsidiaries of the MDC and ADMARC. The state also nationalised 

some firms, notably the Malawi Railway in 1965, and established other state enterprises in 

utilities, hospitality and services (Ng’oma, 2010). 

Besides the MDC and ADMARC, Press Holdings Ltd (Press) was formed in 1969. Although 

privately owned, Press Holding Ltd’s activities were similar to those of the MDC and 

ADMARC, which gave it the features of a parastatal company (Ng’oma, 2010). Press 

Holdings Ltd participated in every sector of the economy, particularly estate agriculture. The 

activities of these groups resulted in the creation of a range of public and quasi-public bodies 

that invested in, managed or supported a broad spectrum of economic activities in agriculture, 

industry, commerce and finance. Together, they dominated in all economic activity spheres 

and virtually displaced the private sector (Ng’oma, 2010). 
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The corporate triumvirate formed the only local companies that, for a long time, were 

allowed to partner with foreign firms in the form of management contracts and shareholding. 

The objective of joint ventures between local and foreign capital was to reduce remittances to 

foreign countries and pursued as another route towards economic nationalisation (Ng’oma, 

2010). By 1974, the state’s policies resulted in the establishment of 320 new factories 

(Government of Malawi, 1974). By 1977, Press Holdings Ltd and its subsidiaries had a gross 

turnover of about 33% of GDP, while the parastatal sector was contributing 25% of GDP 

(Lwanda, 1993).  

The economic landscape for Malawi during the period from 1964 to 1980 was, therefore, 

dominated by public investment. For the years that followed, public investment in Malawi 

was shaped by economic policies implemented sequentially in three different phases: the first 

privatisation programme, the second privatisation programme and the Malawi growth and 

development strategy undertaken during the economic recovery stage. 

2.2.2 Public Investment and the First Phase of Privatisation (1984-1994) 

Following the economic crisis between 1979 and 1983 resulting in massive financial losses 

for the parastatals, the Malawian government embarked on the privatisation of state-owned 

enterprises under the auspices of the World Bank (WB) and International Monetary Fund 

(IMF) structural adjustment programmes (Adam et al., 1992; Adam, 1994). This was after the 

realisation that the structural rigidities posed by the government were hindering the operation 

of the market mechanisms. A number of areas were identified as sources of the basic 

structural weaknesses in the economy, which according to Malewezi (1987) and World Bank 

(1990a) included:  

(a) inefficiencies in the production sector as a result of price controls;  

(b) poor performance in the smallholder agricultural subsector due to the pricing structure 

favouring the large-scale subsector;  

(c) inefficient public enterprises due to unsystematic and wasteful investments;  

(d) a narrow export base comprising mainly tobacco, tea and sugar, all of which faced 

adverse world market conditions;  

(e) the heavy import dependence of the industrial and energy sectors;  

(f) a generally weak private investment incentive framework; and  

(g) overvalued exchange rates.  
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The key objective for adopting the structural reforms was to transform the economy into a 

market-led envisaged as being able to generate high and sustained economic growth rates 

(Chirwa, 2005). 

Ahsan et al. (1999) and Mulaga and Weiss (1996) identified two phases that the privatisation 

of State-Owned Enterprises (SOEs) underwent during the first reform period from 1984 to 

1994. The first phase between 1984 and 1987 was the rationalisation and restructuring of the 

SOEs. This involved commercialisation of the SOEs sector. The parastatal reform strategies 

included a review of corporate objectives, the introduction of performance-related incentives, 

increasing the autonomy of management in recruitment and firing of employees (Malawi 

Government, 1987). The reforms were implemented with the objective of improving the 

efficiency and effectiveness of parastatal institutions and enhancing their contribution to GDP 

(Chirwa, 2001). 

Also, during the first phase of privatisation, the two state holding corporations, ADMARC 

and MDC swapped their assets. This was required because ADMARC, MDC and the quasi-

private, Press Corporation had interlocking ownership in several investments resulting in the 

poor performance of the main subsidiaries affecting all three institutions (Harrigan, 1991). 

Press Corporation was restructured and the rationalisation of investment portfolios of 

ADMARC and MDC through assets swaps in 1984 was concluded as a short-term solution to 

the SOEs’ crises, with the assistance of the WB and IMF (Adam et al., 1992). The state 

holding corporations resulted in ADMARC holding investment portfolios in mostly 

agricultural-oriented activities, MDC focusing on industrial and service sectors and Press 

Corporation having a diversified portfolio. 

The second part of the 1984 to 1994 privatisation saw the liberalisation of the markets. This 

resulted in the participation of the private sector in markets that had been the preserve of the 

SOEs. The domestic trade was liberalised especially the agricultural and financial systems. 

Through the 1987 Agricultural Act, the marketing of small-holder agricultural produce was 

opened to private traders and export markets. In 1990, the marketing of the agricultural 

inputs, previously done by ADMARC, was liberalised.  

Accordingly, in the 1980s, as part of the Structural Adjustment Programmes (SAPs), the 

market for smallholder crops was opened up and controls on prices were removed. The aim 

was to: (i) allow private sector participation in the marketing of the agricultural produce; (ii) 
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introduce mechanisms to determine market price; and (iii) enhance the incentives for the 

provision and supply of tradable commodities (Ng’oma, 2010). As Chipeta & Mkandawire 

(2004) pointed out, the outcome of these efforts was an improvement in resource allocation 

through market signals that stimulated production. 

In support of the ongoing market reforms, ADMARC underwent restructuring, which 

involved among other processes, closure of some unprofitable units from the 1980s. In the 

marketing of the smallholder crops, ADMARC’s monopoly was removed and this increased 

the number of private sector players in the market. For instance, by the early 1990s, 

ADMARC’s market share had dropped to as low as 20% for tobacco, between 45% and 50% 

for cotton (ADMARC was the only buyer of smallholder tobacco and cotton before 

liberalisation), 5% for groundnuts, and 35% for rice. Private traders would have displaced 

more of ADMARC’s market share but were limited by the constraints they faced in the areas 

of financing, crop procurement, storage, grading, marketing and transport (especially 

regarding the remote rural areas from which ADMARC had withdrawn). As a result, their 

capacity to offer an attractive producer price to smallholders was impaired (Ng’oma, 2010). 

Such incapacity was not conducive to the growth in smallholder agricultural output and 

incomes (Chilowa & Chirwa, 1997). In the manufacturing sector, entry was also liberalised in 

1991 after completion of the phased decontrol of prices (Chirwa, 2005). 

Besides the asset swaps and market liberalisation undertaken between 1984 and 1994, the 

Malawian government implemented the sale of the subsidiaries of MDC and ADMARC. In 

the manufacturing sector, nine enterprises were privatised and two were liquidated - out of a 

total of 32 SOEs. Among the nine privatised enterprises, two were sold to existing 

shareholders who had pre-emptive rights and two to new foreign investors (Ng’oma, 2010). 

New foreign investors also participated in the sale of the three manufacturing enterprises in 

the food processing industry in 1991, but the government retained a more than 20% stake 

(Adam et al., 1992; Chirwa, 2000).  

The market liberalisation and privatisation at the end of 1994 ushered in the spirit of 

commercialisation in the public enterprise’s sector (Ng’oma, 2010). Table 2.2 gives an 

account of the profit or loss of the major parastatals in Malawi after the first phase of 

privatisation. 
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Table 2.2: Major Commercial Parastatal Sector: Profit/(Loss) in Millions of M Kwacha 

  

ADMARC 

 

MR 

 

ESCOM 

 

MDC 

 

AM 

 

BWD 

 

LWD 

 

MHC 

 

MBS 

 

WICO 

 

MIDCOR 

 

TOTAL 

GROSS 

INVEST- 

MENT 

1980 (6197) (249) (6113) (1628) (4324) 824 131 400 252 - - (5506) 68814 

1981 (1030) (2154) 3890 (648) (356) 212 (107) 1070 943 - - 1927 34630 

1982 3043 (4368) 452 2536 (507) (54) 35 (591) 614 - - (3816) 19700 

1983 7914 (6101) (816) 2755 (3035) 282 109 (365) 923 - - (2428) 12054 

1984 (6024) (2197) 5622 (11480) 378 35 1125 939 - - - (2876) 16165 

1985 (26028) (4613) 2609 10646 (9110) 261 370 382 1024 - - (24459) 26111 

1986 (10618) (3028) 8095 745 (4911) (628) 544 699 736 (2438) (254) (11058) 49559 

1987 5612 12052 2430 1046 (1745) (530) 339 653 (3005) (265) 265 5988 41294 

1988 (4355) 13507 2768 2019 (1198) (477) 2175 724 (3378) (941) 1261 18112 77802 

1989 (7478) 29035 2973 1100 668 16 994 1459 (3657) (646) 1007 42386 85433 

1990 (10106) (10511) 30361 2437 1282 (349) 15 301 695 (909) 171 39599 164088 

1991 23936 (6708) 37563 1321 10819 - 1066 3307 659 (820) 3485 74628 247801 

Notes: ADMARC=Agricultural Development and Marketing Corporation; MR=Malawi Railways; ESCOM=Electricity Supply Commission of Malawi; 

MDC=Malawi Development Corporation; AM=Air Malawi; BWD=Blantyre Water Board; LWB=Lilongwe Water Board; MHC=Malawi 

Housing Corporation; MBS=Malawi Book Services; WICO=Wood Industries Corporation; MIDCOR=Mining Investment Development 

Corporation 
Source: Ministry of Finance (Various) 



16 

 

The overall performance of the commercial parastatal sector experienced a turnaround from 

the losses characteristic of the first half of the 1980s to increasing profits after that time, as 

can be seen from Table 2.2. The primary factors that contributed to this included the 

rationalisation of the assets of the major development finance institutions, that is, ADMARC, 

MDC and Press and the rising tariffs and rents for ESCOM and MHC respectively (Ng’oma, 

2010). 

2.2.3 Public Investment and the Second Phase of Privatisation (1994-1998)  

In 1994, public investment was transformed again with the transition from a one-party state 

to a multiparty democracy. The newly elected United Democratic Front (UDF) government 

undertook to implement a much broader scope of privatisation than the first phase, which 

hugely changed the opportunities for public investment in Malawi. The second phase of 

privatisation involving an economic deregulation and restructuring of the framework took 

place as part of the SAPs. Sponsored by the WB and IMF, the government drafted the policy 

framework for privatisation, which became a policy statement after endorsement by the 

cabinet at the end of 1995. In March 1996, the Public Enterprise (Privatisation) Act was 

passed by parliament (Chirwa, 2001). 

Under the national privatisation programme, more than 100 SOEs were destined for 

divestiture (Chirwa, 2000). Eight manufacturing enterprises were privatised between 1993 

and 1998 through private placements and sales to existing shareholders with pre-emptive 

rights as one of the privatisation methods (Chirwa, 2000). Through the Malawian stock 

exchange (MSE), public offering of equity sales was only used for the privatisation of one 

enterprise in the manufacturing sector (Privatisation Commission, 1997). 

However, the other criterion used during the privatisation process was to give high preference 

to all Malawian citizens, regardless of racial descent, for the buying of stakes in SOEs. To 

ensure that Malawian nationals participated in the divestiture of state enterprises, the 

Malawian government used six mechanisms which included the following:  

 share warehousing for later sale to Malawians through the National Investment 

Limited (NITL);  

 public sales of shares;  
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 creation of a revolving fund to empower Malawians to purchase shares in state 

enterprises listed on the Malawi stock exchange;  

 the offering of concessionary loans to Malawian citizens with a significant number of 

shares in the privatised firms;  

 allowing discounted shares to be bought by Malawian citizens through the 

Privatisation Act; and  

 allowing flexible shares’ payment terms to the indigenous Malawians (Ng’oma, 

2010).  

Thirty-six public enterprises were privatised by 1999 and by 2004 the figure had reached 62. 

This plan represented a more aggressive privatisation programme than that undertaken during 

the first phase (Ng’oma, 2010). 

Despite the privatisation drive that was on going, the Malawian government nationalised 

Press Corporation, a quasi-private company owned by the then former ruling Malawi 

Congress Party (Ng’oma, 2010). Press Corporation was registered as a Trust in 1982 to 

access a bailout loan from the WB guaranteed by the government (Van Donge, 2002; PCL, 

1994). In 1994, the corporation contributed 17% of the GDP (Economist Intelligence Unit, 

1995). It was the single largest private sector entity with about 49 subsidiary companies in 

different sectors of the economy. Placing such a huge company under state ownership was a 

significant reversal to the national privatisation programme started in 1996. 

Although the end of 1998 concluded major privatisation, it continued until the early 2000s 

(Ng’oma, 2010). The conclusion of the privatisation exercise resulted in the state 

investments’ withdrawal from economic activities that competed with the private sector, such 

as agriculture, finance and manufacturing. This allowed the state to focus on investment 

portfolios that provided essential infrastructure such as transport systems, health, education 

and water systems (Ng’oma, 2010).  

2.2.4 Public Investment During the Economic Recovery Phase (2004-2014) 

In Malawi, further public investment transformations continued through the Malawi Growth 

and Development Strategy in 2004 as part of the economic recovery phase. The government 

was persuaded that public investment in roads, education, health and other public 

infrastructure could increase the productivity of the private sector. As a result, it resuscitated 
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the Public-Sector Investment Framework (PSIF) as part of the effort to promote high 

economic growth rates. The PSIF was to prioritise investment by the public sector in the high 

economic growth potential areas identified by the Malawi Growth and Development Strategy 

(2004), thereby supposedly ensuring that government priorities corresponded. The mandate 

of PSIF was to comprehensively list and coordinate the implementation of all new and 

ongoing high priority social and economic development programmes and projects in the 

economy. Support for this was required from the Ministries of Finance, Commerce and 

Industry, and Agriculture, Irrigation and Food Security (Malawi Government, 2004). 

The Ministry of Finance was to devise a tax policy efficient in promoting private investment 

and economic growth. The Ministry of Trade and Industrial Development was the core 

government ministry concerning private sector development. The success of the Malawian 

Growth and Development Strategy (2004) depended on support in implementation from the 

Ministry of Trade and Industrial Development. Since the agriculture sector was the greatest 

contributor to GDP by 2004, close cooperation with the Ministry of Agriculture, Irrigation 

and Food Security was also strategically advisable to achieve the high economic growth rates 

pronounced in the Malawi Growth and Development Strategy (2004). Specialist services 

were required for assistance with the main crops with high potential to stimulate economic 

growth, for example, tobacco, tea, sugar, cotton, maize and cassava (Malawi Government, 

2004). These government efforts resulted in public investment being undertaken in economic 

activities that stimulates private investment growth from 2004 to 2014. 

The success of the economic policies in growing public investment in Malawi during the 

2004 to 2014 period was also achieved partly due to the increase in Foreign Direct 

Investment (FDI) inflow to Malawi (UNECA, 2016). For example, FDI to Malawi increased 

from about USD 450 million in 2013 to USD 600 million in 2014 (Government of Malawi, 

2015). The highest recipients were the state enterprises in the energy sector, followed by the 

manufacturing and mining sectors (UNECA, 2016).  

2.2.5 Public Investment and Economic Growth Trends 

The ultimate goal of public investment, according to economic literature, is to generate rapid 

and sustained economic growth rates. An interesting question is whether this was achieved in 

Malawi from 1964 to 2014. Figure 2.1 illustrates the public investment trends as percentage 

of gross domestic product (GDP) and GDP growth rates in percentages during this period. 
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Figure 2.1: Public Investment and Economic Growth in Malawi (1964-2014) 

Source: Reserve Bank of Malawi (Various Issues) and World Bank (2015a) 

As seen in Figure 2.1, the economic growth rates were quite high, averaging 6.4% during the 

period from 1964 to 1980. During this period, public investment rose sharply, dominating in 

all economic activities (Kaluwa et al., 1992). It can be argued that high economic growth 

rates were partly due to the increase in public investment during the period under review. As 

reported by Blejer & Khan (1984), developing countries have achieved high growth rates in 

just a few years following the initial increases in public investment, due to the ‘catch up’ 

effect. The initial increase in the basic infrastructure provision by developing countries 

reduces their infrastructural gap with developed countries - and this, in turn, increases 

economic growth rates. This is due to the positive and increasing marginal efficiency of 

public investment during the first years of increased provision (Blejer & Khan, 1984). 

Malawi is an example as increased public investment soon after political independence in 

1964 was channelled mostly towards the necessary infrastructure that had been virtually non-

existent during colonial rule. For example, roads were constructed that linked the smallholder 

farmers to markets (Kaluwa et al., 1992). 

It can also be argued that the impressive economic growth rates registered between 1964 and 

1980 in Malawi were not only attributable to the increase in public investment (Kaluwa et al., 
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1992). The Malawian economy benefited immensely from the high export prices of its 

agricultural produce. During this period, the estate agriculture-based economy was supported 

by the favourable export prices, especially for cash crops, such as tobacco and tea (Kaluwa et 

al., 1992). 

For the period from 1981 to 1999 as illustrated in Figure 2.1, public investment and economic 

growth trends changed in comparison to the period from 1964 to 1980. Economic growth 

rates were negative in the early 1980s due to the 1978/79 second world oil shock (Chipeta & 

Mkandawire, 2004). This forced the Malawian government to adopt the first phase of the 

privatisation programme, between 1983 and 1994, which marginally reduced public 

investment relative to its pre-reform period level (see Table 1, Table 2 and Table 3 in 

Appendix 1) (Chipeta & Mkandawire, 2004). This helped to place economic growth back on 

a positive path, but only from 1983 to 1990. The economic growth rates became negative 

during the drought from 1991 to 1993. In the same period, public investment was increased to 

mitigate the drought effects. Economic growth rates then assumed an upward trend from 

1994 with the arrival of the new government which undertook to reduce the state’s market 

intervention activities. This caused a sustained decrease in public investment that reached a 

minimum of about 2.7% of GDP in 1999 (Chipeta & Mkandawire, 2004).  

There was a seemingly negative correlation between public investment and economic growth 

from 1981 to 1999. Reductions in public investment were followed by an increase in 

economic growth rates. The relationship was especially evident during the second phase of 

privatisation from 1994 to 1998 (see Figure 2.1). This may suggest that the state’s withdrawal 

from economic activities in which it had a lower marginal efficiency than the private sector 

was beneficial to the economy (Chipeta & Mkandawire, 2004).  

As shown in Figure 2.1, the negative correlation between public investment and economic 

growth was more pronounced from 2000 to 2014. Public investment registered a steady 

downward trend, from 2.7% of GDP in 2000 to about 2.2% of GDP in 2014. The continued 

decrease in public investment - GDP ratios partly indicate that public investment reached  a 

level where it focused only on basic infrastructure provision (Ng’oma, 2010). Economic 

growth rates during the period were high, trending upwards but with negative breaks in 2001 

and 2005 caused by the drought in the agricultural sector which was the backbone of the 

Malawian economy (Ng’oma, 2010). 
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2.2.6 Challenges Facing Public Investment in Malawi 

While Malawi has made significant progress in investing in the major public infrastructure 

projects, further improvements are possible if it addresses the challenges that face public 

investment. These constraints include inadequacy of funding for new public investments and 

lack of maintenance of the existing infrastructure, together with under-pricing, operation 

inefficiency and over-pricing (Government of Malawi, 2012). According to Foster & 

Shkaratan (2010), Malawi faces an enormous financial deficit while having to fund and 

maintain its vital public investment projects. For example, by 2009, Malawi’s road 

maintenance spending fell 24% short of the required amount to sustain the necessary 

infrastructures. Low domestic saving is usually blamed for the lack of adequate funding in 

Malawi (Foster & Shkaratan, 2010). 

Related to the insufficient funds for public sector projects in Malawi are the high debt 

repayments made by the government. The development budget for Malawi is financed 

through debt from the international development finance institutions (World Bank. 2015b). 

Without a strong industrial base to earn foreign currency, the government faces volatile 

exchange rates making the debt repayment expensive (World Bank, 2015b). 

Public investment growth in Malawi has also been held back by under-pricing for some state 

enterprises’ products such as power generation and distribution. For example, by 2009 

Malawi was charging lower power tariffs than required to fully recover the cost of production 

(Foster & Shkaratan, 2010). This has often resulted in these state enterprises failing to self-

fund their growth.  

Also, public investment growth in Malawi is constrained by lack of adequate competition in 

some industries. As pointed out by Foster & Shkaratan (2010), this has led to some state 

enterprises over-pricing their products and thereby producing quantities lower than the 

equilibrium levels. 
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2.3 The Dynamics of Private Investment in Malawi 

The evolution of private investment in Malawi can be traced from the period after the country 

became independent from colonial rule in 1964. There was a paradigm shift in private sector 

growth as the economy was relatively private investment-led before independence. The 

private sector leadership during the pre-reform period, 1964 to 1980, was substituted by the 

public sector through the state’s dominance in economic activities. As with public 

investment, the policies that shaped the growth of private investment had four broad 

categories: (i) the pre-reform state economic dominance; (ii) the first privatisation 

programme; (iii) the second privatisation programme; and (iv) the private investment growth 

strategy during the economic recovery phase (Chirwa, 2005). 

During the period dominated by the state investment, the private sector growth was curtailed. 

Public investment displaced private investment firstly by undertaking economic activities that 

the private sector could have carried out more efficiently (Chirwa, 2005). For example, in the 

agricultural sector, the state-owned Agriculture Development and Marketing Corporation 

(ADMARC) was the monopoly buyer of smallholder produce and supplier of agricultural 

inputs, besides its investment in estate farming and other commercial activities (Chirwa, 

2005). The state production of goods and services in such activities was, therefore, in 

competition with the private sector producers. 

Secondly, public investment crowded out private investment in its consumption of domestic 

bank credit (Chirwa, 2005). State ownership of banks during the pre-reform period gave it a 

significant influence in domestic bank credit allocation and state banks were directed to 

award a growing share of credit to parastatals at the expense of the private sector. As a result, 

from only 2% in 1973, the share of bank credit consumed by parastatals had risen to 26% in 

1978, while private sector credit reduced from 76% to 51% of total credit (World Bank, 

2000a). Before the 1973 period, public investment growth had been budget-deficit financed 

and the reliance on this financing mode was significantly reduced from 1973 to relieve fiscal 

pressure (Chirwa, 2005). In effect, this meant that the government merely shifted the resource 

haemorrhage to the banking sector and crowded out the private sector in resource allocation.  

Figure 2.2 illustrates how domestic credit was allocated in Malawi from 1964 to 1992. 
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Figure 2.2: Allocation of Domestic Credit from 1964 to 1992 

Source: International Bank for Reconstruction and Development (1994) 

As can be seen in Figure 2.2, the share of domestic credit consumed by the government and 

state enterprises increased from 1969 to 1992. The combined share of the state and 

parastatals’ domestic bank credit increased from 21% in 1969 to 45% in 1980, reaching 73% 

in 1992 – thereby implying private sector displacement in domestic credit allocation (Chirwa, 

2005).  

Besides the public sector crowding out in terms of domestic resource allocation, the growth 

of the private sector during the pre-reform period was restrained by the enactment of statutes 

that impeded private investment growth in a number of ways. The 1968 licensing regulations 

intended to control the importation of goods and services distorted the market operations, 

especially pricing and distribution (Ng’oma, 2010).  

Licensing Regulations 

The 1970 Business Licensing Act empowered the Minister of Trade and Industry with 

discretionary powers to either approve or not approve issuing of business licenses. For 

instance, in commercial agriculture, the licensing of the importation and production of certain 

crops, mainly barley and tobacco, was restricted. While any government can use business 

licensing as a legitimate tool to control business activities, it was employed to limit private 
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sector participation in economic activities; and this strategy contradicts market economy 

practice in which business activity entry and exit are not restricted (Kaluwa et al., 1992; 

Chirwa, 2005; Ng’oma, 2010). 

Price Controls and Enforcement 

The 1968 Control of Goods Act gave the government of Malawi the powers to control prices 

of goods and services. Private firms, especially those dealing in goods specified in the law, 

would need to seek approval from the ministry to make price adjustments (Ng’oma, 2010). 

This arrangement was detrimental to private firms’ growth, especially in the context of the 

1973 world oil shock that led to inflation. Private businesses experienced either stagnated 

growth or were forced to shut down since they could not automatically pass on increases in 

the cost of production that arose due to exogenous factors to their consumers.  

Business Forfeitures and Security of Property Rights 

The security of property rights for private businessmen was put at risk by the Forfeiture Act 

of 1966. In particular, this act vested unlimited discretionary powers in the political and 

bureaucratic elites to confiscate the private property of those deemed to have broken the 

business law. Practices such as selling above the government’s prescribed prices and 

violations of foreign currency quotas resulted in the cancellation of business licenses, 

freezing of bank accounts and deportations, but could also lead to forfeiture of personal 

property of the persons involved (Ng’oma, 2010). 

Ng’oma (2010) concludes that the enacted statutes were detrimental to the survival, success 

and growth of private business enterprises. These heavy-handed regulations by the state 

crowded out private investment growth while enabling SOEs to dominate economic activities 

during the pre-reform period. 

In the following sections, the policies that shaped private investment in Malawi are discussed 

as follows: Section 2.3.1 gives an account of private investment growth during the first phase 

of privatisation (1984-1994), while Section 2.3.2 traces private sector growth during the 

second phase of privatisation (1994-1998). Section 2.3.3 discusses private investment growth 

during the economic recovery period (2004-2014), while Section 2.3.4 provides an overview 

of private investment and economic development from 1964 to 2014. Section 2.3.5 concludes 

by discussing the challenges affecting private investment in Malawi.   
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2.3.1 Private Investment Growth During the First Phase of Privatisation (1984-1994) 

The first phase of privatisation achieved little regarding addressing the constraints limiting 

the growth of the private sector during the pre-reform period. The emphasis during the first 

phase of privatisation was to transform the economy into a market-led model. It was 

envisaged that the private sector would grow in dominance over the public sector in all 

economic activities to improve the economic growth rates that had been negative in the early 

1980’s. Furthermore, it was anticipated that the state would significantly dispose of its 

portfolios in SOEs to the private sector. Instead, the state took the restructuring option, thus 

making the SOEs more independent and more market-oriented. This meant that the 

government portfolio of the SOEs did not significantly reduce as anticipated (see Table 1, 

Table 2 and Table 3 in Appendix 1). The government continued crowding out the private 

sector in the allocation of the domestic resources and limiting the growth of the private sector 

(Chirwa, 2005). 

However, undertaking market liberalisation which was part of the first privatisation 

programme did release growth in the private sector. Private investors had access to business 

activities that were formerly exclusively state monopolised through its triumvirate 

conglomerates, that is, Malawi Development Corporation (MDC), ADMARC and Press 

Corporation. For example, private traders were now allowed to compete with ADMARC in 

the marketing of the smallholder growers’ produce (Chirwa, 2005).   

Moreover, the Malawian government implemented some specific initiatives intended to assist 

and develop the private sector, besides undertaking limited market liberalisation. This 

included the following strategies: freedom to invest; industrial licensing and company 

formation; transfer of land; reduction of taxes and duties; provision of external transport 

routes; availability of foreign exchange; access to local financing; encouraging small-scale 

and medium-scale enterprises; supporting export-oriented investments; investment assistance, 

promotion and protection; and access to international arbitration (Malawi Government, 

Undated).  

2.3.2 Private Investment Growth During the Second Phase of Privatisation (1994-1998) 

The principal objective of the second phase of privatisation in Malawi was to further the 

creation of the market economy, following the first phase of privatisation. Thus in 1996, the 



26 

 

Privatisation Act was passed: this paved the way for the creation of the Privatisation 

Commission with a mandate to increase the size and diversity of the private sector through 

the privatisation of the SOEs. Accordingly, the primary objectives of the Privatisation 

Commission were to: 

(i) stimulate economic efficiency; 

(ii) minimise monopolies and promote competition;  

(iii) enhance the participation of Malawi SOEs regarding necessary infrastructural 

projects; and increase government revenue (Chirwa, 2005). 

The Privatisation Commission then devised a divestiture plan selecting 100 SOEs for 

privatisation (Chirwa, 2005). The second privatisation phase was more far-reaching than the 

first and, therefore, resulted in the continued growth of private investment to a level where it 

dominated in all economic activities. The continued divestiture of SOEs thus allowed private 

investment growth through public investment displacement in economic activities. State 

holdings in ADMARC and MDC subsidiaries were sold, especially in the portfolios where 

the private sector had a higher marginal efficiency. Besides divestiture of state enterprises, 

the state fully liberalised all the economic markets, thus enhancing free participation of the 

private sector in the economy. It was after the second phase of privatisation that the 

envisaged private sector-led economy was finally achieved (Chirwa, 2005). 

2.3.3 Private Investment Promotion During the Economic Recovery Phase (2004-2014) 

In the year 2004, private investment received a further boost through the adoption of the 

Malawi Growth and Development Strategy (2004) which prioritised the growth of the private 

sector. From 2004 to 2011, it focused on addressing general weaknesses in the investment 

climate that would stimulate private investment growth in the prioritised areas. The Malawi 

Investment Promotion Agency (MIPA), established in 1991 under the investment promotion 

Act of 1991, was strengthened to stimulate inward investment. Through MIPA, private 

investors were able to access general and export incentives that included Export Processing 

Zones (EPZs). MIPA was tasked with improving the amount of new investment undertaken 

by advocating the improvement of the weak macroeconomic environment that had previously 

constrained growth in private investment. Its responsibilities included the following: 

developing the capital market, reforming the financial sector, offering investment incentives, 
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creating a stable macroeconomic environment, investing an appropriate and functioning core 

infrastructure and providing an enabling legal and regulatory framework (Malawi 

Government, 2004). 

To promote private sector investment, the Malawi Growth and Development Strategy (2004) 

adopted incentives to be applied to private enterprises. These incentives were applied to 

specific industries identified as drivers of economic growth, for example, the agricultural 

sector (tea, sugar and cotton), the mining subsector and also, the textile and garment and 

tourism sectors (Malawi Government, 2004). 

Tea investment incentives 

The incentives emphasised investment for irrigation, refurbishment and replanting in tea 

growing, as well as the provision of necessary infrastructure in education and health, thereby 

complementing the government’s roles (Malawi Government, 2004). 

Sugar Investment Incentives 

To further promote private investment in sugar growing and value addition, the following 

incentives were adopted. This included 100% tax exemption for capital expenditure in factory 

construction in manufacturing; exemptions from tax on foreign loans used to construct 

facilities for agricultural activities and a 100% allowance for investment in basic 

infrastructure (Malawi Government, 2004). 

Cotton investment incentives 

Import duties and surtax were removed on purchases for seed cotton and spare parts for 

ginneries to attract further private investment in cotton growing and value addition. The 

exemption applied to consumables such as bale ties, woolpacks and packaging for seed to 

improve the competitiveness of the industry (Malawi Government, 2004). 

Mining subsector investment incentives 

To attract new investment in the mining sector, the government of Malawi adopted the 

following incentives: exemptions from import duty on mining exploration equipment, 

offering new investments a 100% corporate tax exemption during the loan servicing period 

and allowing the repatriation of dividends (Malawi Government, 2004). 
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Textile and garment investment incentives 

For the textile industry, the proposals from stakeholders included the following: ensuring 

benefits of the EPZs were implemented by strengthening the Malawi Revenue Authority 

(MRA) regarding adequate staff complements; reducing paperwork processing; increasing 

the number of important items covered under EPZ and exempting the EPZ companies from 

Surtaxes. 

The private sector-led growth was the central aim of the Malawi Growth and Development 

Strategy (2004). All the action plans, both direct and indirect, intended to promote the private 

sector and eliminate the state from competing with the private sector in economic activities 

(Malawi Government, 2004). 

2.3.4 Private Investment and Economic Growth Trends 

Having discussed the growth dynamics of private investment in Malawi from 1964 to 2014, it 

is of interest to assess how economic growth rates were performing during the same period.  

Figure: 2.3 shows the growth trends of private investment and GDP for Malawi during the 

1964 to 2014 period. 

Figure 2.3: Private Investment and Economic Growth in Malawi (1964-2014) 

Source: Reserve Bank of Malawi (Various Issues) and World  Bank (2015a) 
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As indicated in Figure 2.3, there was a general negative growth trend in private investment 

from 1964 to 1980. Growth in private investment slowed down from a high of 13% of GDP 

in 1964 to a low of 3.8% in 1980, during the period that the economy registered relatively 

strong growth rates averaging about 6%, translating into an inverse relationship between 

private investment and economic growth.  

The negative correlation between private investment and economic growth reversed during 

the 1980 to 1999 period. As Figure 2.3 indicates, there was a positive correlation between 

private investment and economic growth, with both trending upwards during this time. The 

economic growth rates were responding positively to the first and second privatisation 

programmes emphasising private sector economic growth leadership. The privatisation 

programmes resulted in private investment growing from the low of about 5.9 % of GDP in 

1981 to a high of about 12.1% of GDP in 1999. The growth trend in private investment due to 

the privatisation programmes coincided with a change in the economic growth path from 

negative in the early 1980s to positive growth rates by the end of 1999 (Chirwa, 2005). 

The seemingly positive association between private investment and economic growth was 

more robust during the 2000 to 2014 period than 1980 to 1999 as illustrated in Figure 2.3. 

The economic growth trend positively correlated with private investment growth during this 

time. For example, private investment grew from 12.7% of GDP in 2000 to 17.6% of GDP in 

2014 in response to the private investment growth strategy of the Malawian Growth and 

Development Strategy (2004) further enhancing the market-led economy. The economy thus 

grew from the negative 1.1% of GDP in 2000 to 7.7% of GDP in 2014 (Chirwa, 2005). 

2.3.5 Challenges Facing Private Investment in Malawi 

Though the private sector in Malawi has grown over the years, surpassing the public sector, 

new investment still faces various key challenges, for example: inadequate transport 

infrastructure; irregular power supply; low diffusion in the use of modern Information 

Technology (IT); generally weak generation and transmission of research, science and 

technology outputs; low GDP per capita; and crowding out effects of public investment 

(Government of Malawi, 2012). 

The state of Malawi’s transport infrastructure is characterised by a limited road network, 

unexploited and inadequate access to ports, insufficient freight and limited air links and rail 
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capacity (Government of Malawi, 2012). This has resulted in high production costs since 

transportation demands a 55% share which is relatively higher than in other less developed 

countries which are at 17% (Government of Malawi, 2012). The current state of transport 

infrastructure limits private sector growth as it leads to high trading costs, both in local and 

international markets (Government of Malawi, 2012). 

While Malawi is endowed with a wide variety of energy resources, harnessing the full 

potential of the energy subsector is constrained by some challenges. There is inadequate 

capacity to generate and supply electricity making it unreliable (Government of Malawi, 

2012). This negatively affects private investment in the key growth sectors such as 

agriculture, tourism, mining and services. 

The growth of the private sector is also constrained by the low levels of new IT adoption and 

use (Government of Malawi, 2012). While Malawi has made significant strides in the 

investment into modern IT, there are still some restrictions to be addressed to improve the 

effectiveness and efficiency of service delivery. These include, among others, inadequate IT 

technicians and complementary infrastructure, together with high costs of equipment 

(Government of Malawi, 2012). 

Although the Malawian government has established national institutional structures such as 

the National Research Council to support research, science and technology development 

activities, the private sector has not fully benefited (Government of Malawi, 2012). This is 

due to general weaknesses in the production and transmission of the research, science and 

technology output. The limitations result from poor coordination and generation of research, 

science and technology, weak institutional capacity and inadequate funding to the relevant 

institutions (Government of Malawi, 2012). 

Low GDP per capita also negatively affects private investment growth (Government of 

Malawi, 2012). Although economic growth rates have been high in recent years, per capita 

GDP remains relatively low. This means the purchasing power of people is small and hence 

the domestic market, which is the primary focus of private investors, is not growing 

(Government of Malawi, 2012). 

Though the size of public investment in Malawi has reduced over the years since the 1980s, 

there is some evidence that it still crowds out private investment (Maganga & Edriss, 2012). 
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The state continues to displace growth of the private sector in competition for the appropriate 

scarce physical and financial resources through increases in public investment. 

2.4 Public and Private Investment Trends in Malawi (1964-2014) 

The growth trends in public and private investment in Malawi from 1964 to 2014 can also 

reveal how the two components of investment have been related in the economic growth 

process. According to economic growth theory, public investment can crowd out private 

investment thus slowing economic growth, or it can crowd in private investment and so 

accelerate economic growth (Berndt & Hansson, 1992; Devarajan et al., 1996). Figure 2.4 

shows the growth trends relating to public and private investment in Malawi from 1964 to 

2014. 

Figure 2.4: Public and Private Investment Growth Trends in Malawi (1964-2014) 

Source: Reserve Bank of Malawi (Various Issues) and World Bank (2015) 

As seen in Figure 2.4, two periods stand out in the growth trends of public and private 

investment in Malawi – the public investment economic dominance period (1964 to the late 

1980s) and the private investment economic-led growth period (early 1990s to 2014). Public 

investment growth was higher than private investment during the pre-reform period (1964 to 

1980) and the greater part of the first phase of privatisation (1984 to the late 1980s). As has 

been discussed in the previous sections, the adopted state economic management system 

during the pre-reform period enabled state ownership of the factors of production in all 
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sectors of the economy in Malawi (Chirwa, 2005). This implied that public investment’s 

economic dominance eclipsed private investment growth during this period. Though the 

government of Malawi adopted market policies in the early 1980s that intended to reverse the 

negative economic growth rates during this time, the crowding out effect of public investment 

on private investment continued as little was achieved during the first phase of privatisation 

(Chirwa, 2005). Nevertheless, the adopted market reforms positively changed private sector 

growth, which assumed a steady upward growth trend during the early 1980s. 

However, the declining growth trend related to public investment, triggered by the first phase 

of privatisation, continued with the onset of the second phase of privatisation. From the early 

1990s, private investment growth dominated public investment growth, thereby suggesting 

that public investment withdrawal from commercial activities (through privatisation) where it 

had been in direct competition with the private sector released the private enterprises’ growth 

potential. The steady decline in public investment from the 1990s to 2014, coinciding with 

the upward growth trend in private investment, also indicates that public investment in 

Malawi is becoming confined to the basic infrastructural provision which crowds in private 

investment growth. 

From the above discussion on the public and private investment growth trends in Malawi 

from 1964 to 2014, it can be concluded that there was a paradigm shift in the public 

investment crowding out effect on private investment from the state economic control period 

to the private sector-led economic growth period in which public investment stimulated 

private investment growth. 

2.5. Conclusion 

The thesis discussed the dynamics of public and private investment and economic growth 

from 1964 to 2014 for the Malawian economy. The aim is to assess the trend movements of 

the two components of investment and economic growth. Both public and private investment 

were transformed to achieve sustained high economic growth rates through a sequence of 

broad-based economic policies including (i) strong state market intervention (1964 to 1980); 

(ii) privatisation programmes (1984 to 1999); and (iii) introduction of a private investment 

growth strategy. The resultant private investment-led economic model that Malawi adopted 

coincided with economic growth rates, which were higher and more sustained than that 

achieved by the public investment-led model of the 1964 to 1980 period. 
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The Malawian economy registered impressive economic growth rates through the public 

investment-led model (see Figure 2.1), in which private investment was choked through 

displacement in scarce resource allocation and strict business licensing. However, it can be 

argued that two factors overshadowed the real efficiency of public investment. Firstly, as 

Blejer & Khan (1984) contented, due to the ‘catch up’ effect in basic infrastructure provision 

soon after Malawian independence in 1964, the marginal efficiency of public investment was 

high. Secondly, the agriculture-based economy benefited immensely from the favourable 

export prices of the Malawi principal cash crops, such as tobacco, tea and sugar. These 

factors made it appear that public investment was making a higher contribution to economic 

growth than private investment. 

However, the transformation to the private investment-led economy necessitated by the 

economic crisis of the early 1980s was triggered by the 1978/9 second world oil shock. 

Through the privatisation programmes of the 1984 to 1999 period, private investments took 

centre stage in all economic activities, thus limiting public investment to complementary core 

infrastructure provision. Economic growth rates responded positively to this economic 

system, changing from the negatives of the early 1980s to a high of 7.1% in 1999. The 

economic model was further enhanced by the Malawi Growth and Development Strategy 

(2004) that promoted private investment and strengthened public investment in its 

complementary role of basic infrastructure provision. This resulted in the Malawian economy 

making a rebound to a high and sustained economic growth path. 

Though the Malawi economy has achieved high growth rates, coinciding with the private 

investment economic leadership era, it can realise even higher rates if it addresses the 

challenges affecting the growth of private investment. Realising the full potential contribution 

of private investment in Malawi is hindered by (i) inadequate and poor transport 

infrastructure; (ii) erratic power supply provision; (iii) low technological progress; and (iv) 

the continued crowding out by public investment in scarce resource allocation. 
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CHAPTER 3 

PUBLIC AND PRIVATE INVESTMENT AND ECONOMIC GROWTH IN SOUTH 

AFRICA 

 

3.1 Introduction 

This chapter is the second of the four chapters focusing on the public and private investment 

and economic growth policies implemented in Malawi, South Africa, Zambia and Zimbabwe. 

The empirical investigation presented in Chapters Seven and Eight will be outlined against 

the background of these countries’ experiences regarding economic growth and state 

participation in economic activities and privatisation policies. This chapter has five sections. 

The second section discusses the dynamics of public investment and the roles played by the 

State-Owned Enterprises (SOEs) in the economic growth process of South Africa during and 

after the apartheid era. The third section documents the dynamics of private investment and 

the contribution to economic growth by the private sector enterprises, also during and after 

the apartheid period. The fourth section discusses trends in public and private investment 

from 1965 to 2014. Lastly, section five presents some concluding remarks. 

3.2 The Dynamics of Public Investment in South Africa 

The evolution of public investment in South Africa can be traced from the period dating back 

to the apartheid era (1948-1994). State investment in core infrastructural activities was a 

catalyst for the development of an economy based on natural resources (mining and 

agriculture), which later became a resource-processing economy (Department of Public 

Enterprises (DPE), 2012a). The construction of ports and railways were the first vital 

infrastructure investments as these were important to sustain the developing industrial 

process. This resulted in the state formation of the South African Rail and Harbours (SARH) 

in 1916 (DPE, 2012a).   

Initially, the discovery of diamonds in 1867 in Kimberley and later gold in the Witwatersrand 

in 1886 played a principal role in the origins of public investment in South Africa, which at 

first primarily centred on railway line construction. The colonial government invested in 

railways linking Cape Town and Durban using reserves from the diamond mines between 

1860 and 1867. Public investment in railway track construction continued connecting 
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different parts of South Africa. It grew at an average rate of 5.7% between 1885 and 1910 

before slowing to 2.5% from 1910 to 1930 (Perkins et al., 2005). Its growth trajectory 

continued after 1930 but later fell after 1980 signalling the general decline in public 

investment spending by the government of South Africa (Perkins et al., 2005). 

Before the 1916 establishment of SARH, the state invested in core communications’ facilities 

in 1910 overseen by the Department of Ports and Telegraphs. This department supported by 

the state, formed enterprises that were responsible for the development of telephones, 

broadcasting, postal and other related infrastructure (DPE, 2012a). 

Moreover, State-Owned Enterprises (SOEs) were created in the 1920s to provide a sound 

basis for the improvement of the processing of the national resources. These included Eskom 

in 1923 for electricity generation and later Iscor in 1928 for the steel manufacturing industry. 

In 1950, Sasol was established to add value to coal resources through the production of fuel 

(Clark, 1994). Fuel production from coal was needed to decrease the requirement for 

imported petrol following the international economic sanctions instituted against the 

apartheid regime (Clark, 1994). 

The period from 1950 to 1994 is notable for the sustained growth of SOEs established to 

process the energy resources intensively. Since the private sector could not meet the huge 

capital required to achieve the necessary economies of scale in these industries, public 

investment was ideal. However, these industries were formed primarily through Eskom as it 

aimed to add value to the country’s coal reserves. Iscor was another catalyst in the economic 

growth process, especially as it supported the development of the manufacturing sector 

(Clark, 1994).  

In the following sections, the evolutionary growth of public investment in South Africa from 

1994 to 2014 is discussed as follows: Section 3.2.1 describes the restructuring of SOEs in 

South Africa from 1994 to 2004, while Section 3.2.2 discusses the resurfacing of the state in 

economic activities from 2004 to 2014. Section 3.2.3 looks at the growth trends of public 

investment and economic growth from 1965 to 2014, while Section 3.2.4 concludes by 

outlining the few challenges still facing public investment growth in South Africa.  
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3.2.1 The Restructuring of State-Owned Enterprises in South Africa During the 1994 to 

2004 Period 

With the demise of the apartheid regime in 1994, the new South African government 

inherited over 300 state enterprises (Jerome, 2004). These controlled over 50% of the fixed 

capital assets in the economy and reflected the strong state economic management system. 

However, owing to the perpetuating inefficiencies of these state enterprises inherited from the 

apartheid era, the new government embarked on the privatisation of some portfolios in the 

parastatal sector (Jerome, 2004). 

Thus, the DPE changed its name to the ‘Office of Privatisation’ in 1994. Under the economic 

philosophy which dictated that the government would have no active commercial function in 

the economy, the directive of the new department was to dispose of some SOEs. The 

privatisation programme was modified into a state enterprise restructuring policy to 

accommodate the pressing economic needs of the society (DPE, 2000). The restructuring 

framework adopted later, after some initial efforts to dispose of some state enterprises to the 

private sector, sought to introduce the commercial spirit of the private sector to strategic areas 

of the public enterprises’ value chain – but without necessarily selling them off (DPE, 2000). 

The state enterprise restructuring strategy was endorsed by policy efforts such as 

Reconstruction and Development Programme (RDP) in 1994; the Growth Employment and 

Redistribution (GEAR) policy in 1996; the National Framework Agreement (NFA) in 1996 

and later, the Inter-Ministerial Cabinet Committee on Restructuring of state assets (IMCC) in 

1999. The new South African government used this instrument to address some of the 

economic, social and political imbalances inherited from the apartheid era. According to the 

DPE (2000), the specific objectives of the restructuring programme were as follows: 

 to boost economic growth through improvement in economic efficiency; 

 to enable a broad redistribution and ownership of wealth. It was also believed to be 

the vehicle to enhance genuine black economic empowerment; 

 to promote competitiveness and efficiency of SOEs; and 

 to create a fair and competitive economic environment. 
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In 1999, this restructuring strategy was narrowed down to the biggest four state enterprises- 

Telkom (telecommunication), Transnet (transport), Denel (defence production) and Eskom 

(electricity generation and distribution). This was because of their strategic importance as 

they collectively control the entire economy. Out of the top 30 South African SOEs, these 

four controlled a growing 90% of economic assets. They also controlled 86% of turnover and 

94% of net income of the leading 30 South African state enterprises (DPE, 2000). Their 

economic dominance was extensive indicating their potential to boost the state’s industrial 

policies (DPE, 2000). 

3.2.2 The Resurfacing of the State in Economic Activities 

From 2004, there was a deliberate policy by the South African government to stall the 

ongoing restructuring of state enterprises and instead, use the same enterprises as vehicles to 

achieve the creation of a developmental state agenda (Pitcher, 2012). Thus, the restructuring 

and privatisation programme of SOEs were subordinated to the strategy of using public 

enterprises to enhance significant national goals. For example, provision of domestic goods 

and services, the creation of sustainable employment and black economic empowerment. 

These key goals were to be achieved in parallel to the fostering of state enterprises’ 

productivity and ensuring profitability and competitiveness (Pitcher, 2012). 

In pursuant of the developmental state agenda, the DPE was tasked with promoting state 

enterprises in their contribution to economic growth and employment creation during the 

2009 to 2012 period. In principle, state enterprises were expected to address market failure, 

provide essential infrastructure, offer procurement, absorb labour and partner with domestic 

and foreign investors in infrastructural projects requiring huge capital outlay (Molefe, 2009; 

DPE, 2012b). 

Both the Accelerated and Shared Growth Initiative for South Africa (ASGISA) which was 

launched in 2003/2004 and later the New Growth Path (NGP) economic strategies provided 

the institutional backing for the dependence on public enterprises to grow the economy (The 

Presidency, 2006; Republic of South Africa, 2010). According to this economic philosophy, 

the South African government increased its allocation of funds to public enterprises for 

investments in various economic infrastructures. 
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According to the Medium-Term Budget Policy Statement in October 2005, for the period 

April 2005 to March 2008, public investment was expected to grow to R370 billion. This was 

an increase from about 6% to 8% of the GDP (The Presidency, 2006). A significant 

proportion of this amount was to be taken by the state enterprises, mainly Eskom (R84 

billion) and Transnet (R47 billion). This indicated that the public infrastructures to receive a 

boost in investment were engaged in the development of power generation and distribution, 

harbours, oil pipelines and rail transport (The Presidency, 2006). 

The need for high public investment growth was also supported by the NGP framework in 

2010, which identified strong public infrastructure growth as the backbone for high and 

sustained economic growth. It focused on five key public investment areas, namely: 

communication, transport, water, energy and housing. In these areas, NGP assumed that the 

much-needed higher employment and economic growth rates could be achieved (Republic of 

South of Africa, 2010). Thus, the assumption was that new capital formation and the 

expanded maintenance programme of the existing infrastructure in the identified areas would 

provide the avenues where new value could be unlocked in employment and hence growth 

achieved (Republic of South of Africa, 2010).    

Furthermore, the necessity for the massive increase in public investment was also propelled 

by the need to meet the requirements of FIFA for South Africa to host the 2010 Soccer World 

Cup (Quist et al., 2008). Hence, out of total public expenditure, investment expenditure by 

the state-owned enterprises averaged about 25% between 2004 and 2007 period (Quist et al., 

2008). Thus, the overall public-sector investment as a share of GDP almost doubled during 

the 2005 to 2009 (South African Reserve Bank (SARB), 2013a). For example, the State 

through the DPE directed Eskom and Transnet to intensify investment in their core business 

areas. They had the mandate to increase their fixed asset investment programmes funded 

from their balance sheets and in some cases, from the Treasury (DPE, 2012b). 

In terms of employment creation, the SOEs provided most of the jobs to the historically 

disadvantaged group for the period up to 2011. Regarding employment equity for persons 

with disabilities, women and blacks, the parastatal sector met the government targets (Erwin, 

2006). In the public sector, 55% of the managerial positions were held by blacks, while as 

their first job, 70% of black university students were to get placements in the sector (Pitcher, 

2012). 
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3.2.3 Public Investment and Economic Growth Trends 

These economic policies implemented during the apartheid period had various implications 

until 2014 regarding growth trends concerning public investment and economic growth rates 

in South Africa. Figure 3.1 illustrates these growth rates from 1965 to 2014. 

Figure 3.1: Public Investment and Economic Growth in South Africa (1964-2014) 

 

Source: World Bank  (2015a) 

As Figure 3.1 shows, the economic growth rates in South Africa in the 1960s and 1970s had 

been high - though with significant fluctuations. Growth rates had been oscillating around 

4%. The high economic growth rates coincided with the positive growth trend of public 

investment which rose from about 3.7% of GDP in 1965 to a maximum of 6.4% of GDP in 

1977. The public investment positive growth trend was interrupted in 1979 when it reached a 

bottom of about 2.4% of GDP but recovered to a high of about 9.7% of GDP in 1980. The 

high public investment and economic growth during this period benefited from the adopted 

inward-looking economic growth policy that strove to replace dependence on imports and 

position state enterprises as the drivers of economic growth (DPE, 2012a). The state 

enterprises in energy, transport, communication and defence were the primary drivers of this 

positive growth in new public capital formation (DPE, 2012a). 
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There was, however, a slowdown in public investment growth in the 1980s. This was against 

a backdrop of the intensification of international economic sanctions on the apartheid regime 

which dried up funding for new state projects. The decline in public investment growth was 

also attributable to the market reforms adopted by the apartheid government at the time 

(DPE, 2012a). Economic growth rates during the period were thus moderate, spiking around 

2% of GDP – with swings reaching a low of a negative 1.8% in 1983 and a high of about 5% 

in 1984. 

Public investment growth was steady during the early 1990s to the early 2000s. This was 

against the expectations of the adopted privatisation programme of the 1994 to 2004 period, 

that sought to reduce public investment growth through state enterprises’ disposal 

significantly. On the economic growth rate front, there was an improvement from the 

negative of about 2.1% of GDP in 1992 to a high of about 4.3% in 1996. The economic 

growth rates, however, slipped back again to a bottom of 0.5% of GDP in 1998 before  

recovering to about 2.4% of GDP in 1999. From the year 2000 to 2004, growth rates were 

moderate, averaging 3.6%. However, the achieved economic growth contrasted to the high 

growth rates expected from the market policies implemented during the period (DPE, 2012a). 

From 2004 to 2014, public investment assumed a positive growth trend, rising from about 

4.3% of GDP in 2004 to about 7.3% of GDP in 2014. Public investment growth during the 

period benefited from the adopted developmental state agenda in South Africa that sought to 

leverage state enterprises for poverty alleviation and employment creation and also, from the 

World Cup 2010 effects (Quist et al., 2008). However, economic growth rates were not 

impressive during this era of the state re-emerging into economic activities. Initially, growth 

rates steadily increased, reaching a peak of about 5.5%  in 2006 and then declined again to a 

negative 1.5% in 2009. It recovered after that to about 3% in 2010, but since then, it has had a 

negative growth trajectory up to 2014. 

3.2.4 Challenges Facing Public Investment in South Africa 

While in South Africa public investment is high and growing, at least in comparison to other 

African countries, its sustained strong growth faces challenges that include low domestic 

savings, low level of competition and exchange rate depreciation (Faulkner et al., 2013; 

OECD, 2013). According to Faulkner et al. (2013), low domestic savings has been one of the 

major constraints impeding sustained high growth in public investment in South Africa. For 
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example, gross domestic savings have reduced from 19.1% of GDP in 1990 to 13.9% of GDP 

in the first half of 2014 (World Bank, 2015). The low domestic savings in South Africa can 

be attributed to low household savings owing to weak employment growth rates (Faulkner et 

al., 2013). These inadequate domestic savings often result in the South African government 

relying on  Foreign Direct Investment (FDI) to address its public investment financing gap. 

However, given the erratic nature of FDI, sustaining public investment growth by relying on 

this source of finance is a continuing challenge for South Africa (Faulkner et al., 2013). 

Secondly, unlike Malawi, Zambia and Zimbabwe, the increase in social welfare expenditure 

over the years has been a challenge for public investment growth. For instance, spending on 

grants has been growing at an average annual rate of 7.3% (Republic of South Africa, 2015). 

The rise in social grants has had the effect of crowding out funds for the public investment 

expenditure growth (Republic of South Africa, 2015). 

Lastly, while South Africa has a good competition policy enshrined in the National 

Development Plan 2030 and the NGP, low levels of effective competition have been a 

challenge impeding public investment growth (OECD, 2013, p.8). This has been the case of 

industries dominated by a few big enterprises, for instance, network industries such as 

transport and communication. Low competition has usually resulted in monopoly pricing, 

which is inefficient and results in the production of goods and services short of the Pareto 

optimal quantities (OECD, 2013). 

3.3 The Dynamics of Private Investment in South Africa 

The roots of private investment in South Africa go back to the apartheid period (1948-1994). 

At that time, the government depended on large-scale state enterprises set up in response to 

the economic sanctions levelled against the apartheid system. As a result, the growth in 

public investment surpassed the growth prospects of the private enterprises. However, private 

investment growth benefited enormously from the adopted inward looking-strategy that 

aimed to limit imports and grow domestic absorption, thus resulting in a vibrant mixed 

economic system, although with state dominance in economic activities (Mostert, 2002). 

Private investment in South Africa during apartheid was driven mostly by mining. There was 

a rapid expansion in the private mining business, particularly in gold production in the 1950s 

and 1960s. Its growth was furthered when mining groups vertically diversified their 
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investments in the 1960s, following the restriction on the exportation of capital from South 

Africa in 1961 (Innes, 1984). Thus, taking advantage of the high core infrastructure growth in 

the 1960s and 1970s, combined with the adopted import substitution policies, the mining 

houses invested in supplier industries such as specialist drilling equipment production and 

their market industries, such as steel value adding production (Innes, 1984). 

Thus, private investment in South Africa experienced growth buoyancy in the 1960s and 

1970s, mainly due to the growing domestic aggregate demand stimulated by the inward-

looking economic policy (Faulkner & Loewald, 2008). The limit to this growth was, 

however, reached during the 1980s when international economic sanctions intensified against 

the apartheid system. In the face of high international economic isolation, private investment 

growth decreased, and this corresponded to the building up of inefficiencies in SOEs 

(Faulkner & Loewald, 2008). 

Before 1994, the apartheid government embraced the neoclassical policies centred on 

privatisation of SOEs - promoting the private sector to lead in the economic growth process. 

This was also thought to be a panacea for the high losses and low-efficiency characteristic of 

state enterprises during the early 1980s (DPE, 1987). 

The rationale for privatisation was also partly derived from the general international belief 

(especially amongst the western developed economies) that increasing the share of 

government investments as a ratio to GDP implies an increasingly declining proportion of the 

resources allocated to the dictates of the market and price mechanisms. This change was 

believed to foster economic inefficiency and retard economic growth rates (DPE, 1987). 

Privatisation of state enterprises in South Africa was also based on a worldwide trend 

proposing that economies with the highest economic growth rates kept state economic 

participation to basic low levels - inferring the allocation of a rising share of national 

resources to the competitive private sector (DPE, 1987). 

Thus, the state and capital embraced privatisation as a good strategy to stimulate high 

economic growth rates through the elimination of the state in commercial economic 

activities. This was also aimed to promote competition by enhancing private capital 

ownership and embracing the ideologies of the free market system in economic management 

(Reddy & Moodley, 1993). 
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Hence, privatisation during the end of the 1980s proceeded by first commercialising the 

targeted state enterprise to enhance its efficiency and profitability before its final disposal.  

Though the privatisation spirit lost some momentum in the early 1990s due to constitutional 

negotiations, few state enterprises were sold, including Sasol and Iscor (DPE, 1987). 

The following sections discuss private investment growth through the economic policies 

implemented in South Africa from 1994 to 2014 as follows: Section 3.3.1 looks at private 

investment growth during the 1994 to 2004 privatisation programme, while Section 3.3.2 

reviews the extent of SOEs’ privatisation by 2004. Section 3.3.3 discusses the private 

investment growth promotion from 2004 to 2014, while Section 3.3.4 looks at the private 

investment growth initiatives apropos the National Development Plan Vision 2030. Section 

3.3.5 discusses private investment and economic growth trends from 1965 to 2014. Section 

3.3.6 concludes by outlining the challenges facing private investment. 

3.3.1 Private Investment During the 1994 to 2004 Privatisation Programme 

The new South African government, at the dawn of democracy in 1994, set out to continue 

with the privatisation programme started by its predecessor. The new administration was 

persuaded that the market economy infused with the developmental agenda would address the 

socioeconomic imbalances inherited from the apartheid regime. Thus, promotion of private 

sector growth, with a streak of a development state creation, was envisaged to produce 

sustainable high growth rates that were all-inclusive (Picher, 2012). The adopted promotion 

of private investment growth policy received support from the economic policies soon 

adopted, that is, the Reconstruction and Development Programme (RDP), the National 

Framework Agreement (NFA) and the Growth, Employment and Redistribution (GEAR) 

macroeconomic strategy (Picher, 2012). 

The RDP and Privatisation 

The RDP was the first economic policy of the new government in 1994 with its principal 

focus on the creation of a mixed economy in the spirit of a developmental state. Another 

emphasis of the RDP was on the growth of public investment via the provision of an enabling 

infrastructure to complement private sector growth. According to the RDP, the state was 

supposed to decide on the optimal balance vis-a-vis the size of an efficient public sector and a 

vibrant private sector. Therefore, by implication, the RDP provided the sound basis for the 
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privatisation of SOEs to enhance economic efficiency, while protecting the historically 

disadvantaged members of society (ANC/Alliance, 1994). 

The NFA and Privatisation   

The NFA was crafted in 1995 to accommodate the conflicting views of labour, business and 

government on the adopted privatisation exercise. Labour, through its various unions and 

pressure groups, was pushing for the creation of a robust developmental state with a focus on 

education, health, housing and enhancing the general welfare of citizens. This was contrary to 

objectives of the business community, which was of the view that the state should disengage 

from economic activities that were in direct competition with the private sector and instead, 

focus more on providing private enterprise growth with equal opportunities (Mostert, 2002). 

The NFA reconciled these opposing views by setting out the parameters under which 

privatisation would proceed while enhancing the interests of labour (DPE, 2000; Mostert, 

2002). 

The NFA then endorsed privatisation and restructuring of state enterprises as a good 

economic strategy to achieve the following major objectives: 

 to raise funds for the RDP by mobilising capital from the private sector enterprises 

and the proceeds from privatisation; 

 to stimulate high economic growth potential through enhancing competition that 

promotes greater economic efficiency; 

 to cut back on state debt; and 

 to improve on the effectiveness and competitiveness of state enterprises. This was 

believed important for the parastatals to access cheap international resources and 

markets (Government of National Unity, 1996). 

The GEAR and Privatisation 

GEAR macroeconomic policy was adopted in 1996 to buttress RDP and NFA policies. It 

provided a strong case for the privatisation of state enterprises and promotion of private 

sector economic leadership. It called for the state to create a lean and mean economic system. 

This would be achieved when the state withdrew from owning manufacturing enterprises’ 

assets that were in the growth path of the private sector enterprises (Department of Finance, 
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1996). The economic position of the state was to play the regulatory role and create 

opportunities to attract foreign investors and local private capital (Department of Finance, 

1996). 

Growth in private investment under GEAR would be propelled through tax and exchange rate 

reforms. It called for a lower corporate tax, the gradual removal of the exchange controls and 

reduction of tariffs to create a competitive investment environment. In the previously 

disadvantaged areas, the state was to provide the necessary infrastructure that would crowd in 

private investment. Thus, the agenda of GEAR macroeconomic strategy was market economy 

oriented (Department of Finance, 1996).  

With its targeted economic growth rate of 4.2% between 1996 and 2000 through its aggregate 

demand increase agenda, growth in private investment was the central instrument to achieve 

this goal. Private investment was envisaged to grow at an annual rate of 11.7% in parallel to 

an annual growth target of about 7% in public investment (Weeks, 1999). The increase in 

public investment was expected to crowd in private investment growth through the creation 

of a favourable investment climate (Weeks, 1999). 

The increase in government investment expenditure was, however, expected to be achieved in 

parallel to cutting back of the fiscal deficit. The reduction of the deficit was predicted to 

result in the falling of interest rates and stimulate private investment growth. Thus, the GEAR 

document presumed that public sector investment growth, which was deficit financed, would 

crowd out private investment (Weeks, 1999). This was contrary to the findings by Van 

Seventer & Gibson (1995) who reported that growth in public investment funded by a fiscal 

deficit promotes growth in private investment for the South African economy. 

Nevertheless, the GEAR macroeconomic programme firmly supported the privatisation 

programme that was expected to result in rapid private sector capital formation. Private 

investment growth was to be the engine through which the target economic growth rate of 

about 6% by the year 2000 would be achieved. Tables 3.1 and 3.2 illustrate GEAR’s 

investment growth targets and their actual outcomes, respectively, for the period from 1996 

to 2000. 
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Table 3.1: GEAR’s Target Annual Investment Growth Rates (%) 

 1996 1997 1998 1999 2000 Average 

Real Private Sector Investment Growth 9.3 9.1 9.3 13.9 17.0 11.7 

Real Parastatal Investment Growth 3.0 5.0 10.0 10.0 10.0 7.6 

Real Government Investment Growth 3.4 2.7 5.4 7.5 16.7 7.1 

Source: Department of Finance (1996) 

Table 3.2: GEAR’s Actual Annual Investment Growth Rates (%) 

 1996 1997 1998 1999 2000 Average 

Real Private Sector Investment Growth 8.1 5.5 6.3 -8.8 1.9 1.4 

Real Parastatal Investment Growth 60.2 13.3 13.3 -8.5 6.7 11.7 

Real Government Investment Growth 14.1 7.3 -4.4 -9.6 -0.2 2.6 

Source: SARB (2013a) 

Despite GEAR’s sound policies and incentives aimed to stimulate investment growth, the 

realised private sector capital formation was lower than expected as illustrated in Tables 3.1 

and 3.2. 

3.3.2 The Extent of State Enterprises Privatisation by 2004 

By the year 2004, the progress on privatisation in South Africa had been patchy and slow 

since its adoption in 1994. In most cases where the sales were concluded, they were partial, 

targeting non-core infrastructure and business units. Included in the privatisation transactions 

completed were the disposal of state-owned resorts, a forestry company, six stations of the 

South African Broadcasting Company (SABC) and several state-owned airports (DPE, 2001; 

2002). Table 3.3 shows the privatisation status of SOEs and their worth by 2004. 

 

 



47 

 

Table 3.3: Privatisation Status and Worth of the SOEs in South Africa 

Enterprise Assets (R million) Privatisation Status Year Ending 

Transnet 55 435 Fully state owned March 2003 

Eskom 81 422 Fully state owned December 2003 

Telkom 53 154 60.7% privatised March 2003 

Denel 4 211 Fully state owned March 2003 

South African 

Airways 

15 555 Renationalised March 2003 

Spoornet - Fully state owned March 2003 

Land Bank 17 423 Fully state owned March 2003 

National Ports 

Authority 

- Transnet Subsidiary March 2003 

SABC 1 566 Fully state owned March 2003 

IDC 29 802 Fully state owned June 2003 

South African Post 

Office 

2 446 Fully state owned March 2003 

Rand Water 4 892 Fully state owned June 2003 

ACSA 3 825 Partially Privatised Mach 2003 

Metrorail - Fully state owned March 2003 

South African Ports 

Operations 

- Transnet Subsidiary March 2003 

Foskor - IDC Subsidiary June 2003 

Petronet 7 576 Transnet Subsidiary March 2003 

DBSA 20 919 Fully state owned March 2003 

Armscor 536 Fully state owned March 2003 

Sasria 1 306 Fully state owned December 2002 

Impofin 1 646 IDC Subsidiary June 2003 

Findevco 1 662 IDC Subsidiary June 2003 

Konoil 7 622 IDC Subsidiary June 2003 

Safcol 728 Fully state owned June 2003 

Freight Dynamics 296 Transnet Subsidiary March 2003 

Alexkor 156 Fully state owned June 2003 

Konbel 10 IDC Subsidiary June 2003 

Total 312 208 - - 

Source: Business Map (2004) 

As can be seen in Table 3.3, the privatisation exercise by the year 2004 was not a substantial 

success as reflected by the significant number of enterprises which were still fully owned by 

the state. It can be argued measuring it against its set objectives that the South African 

privatisation experience did not do much regarding creating private enterprises out of state 
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enterprises. In most privatisation deals concluded, the South African government remained 

the majority shareholder. Foreign investors were mostly involved in the sales, with some 

equity sold to the Black Economic Empowerment Group (BEEG) (Schwella, 2002). 

3.3.3 Private Investment Growth Promotion in South Africa (2004-2014) 

At the end of 2003, the South African government stalled the privatisation programme 

adopted in 1994. The new economic policy that replaced it from 2004 to 2014 was to rely 

once again on the state enterprises, which were to be transformed into commercial entities. At 

the same time, the state also deliberately aimed to create an enabling environment for the 

growth of the existing private enterprises and the creation of new ones. The deliberate actions 

by the state to grow private business focused on enhancing macroeconomic stability, growing 

human capital, investing in more economic infrastructure and introducing investment 

incentives and industrial support measures (Department of Trade and Industry (DTI), 2005). 

Note: See Appendix 2 for the comprehensive list of the incentives. 

Stability in the macroeconomic environment was identified as key to new private enterprise 

formation and growth. By 2003, South Africa had performed well in terms of some 

macroeconomic measures. For example: (i) as a ratio of GDP, the budget deficit fell from 9% 

in 1992-93 to 1% in 2003; (ii) national debt fell from a high of 64% of GDP in 1994 to 50% 

in 2000; and (iii) productivity and real wages increase by about 20% from 1994 to 2003 was 

registered (Ministry of Finance, 2003). 

Infrastructure 

While South Africa has a modern and advanced infrastructure, at least in comparison to other 

African countries, it aimed to commit more resources to improve its quality and quantity 

from 2004. The economic infrastructure allocated for further improvement included sectors 

such as transport (rail, ports and roads), telecommunication technology, energy and 

technology. Economic infrastructure given high priority was the rehabilitation and expansion 

of the major ports and the Gautrain rapid transit rail system linking Johannesburg and 

Pretoria (The Presidency, 2003). 

Technology and Skills  

South Africa had a limited supply of skilled and semi-skilled labour: a shortage of between 

350 000 and 500 000 in technical and managerial skills was estimated (South Africa Institute 
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of Race Relations, 2001). Critical skills’ areas that were not readily available included 

Information Communication Technology (ICT) and financial services. The shortage of these 

skills was deemed critical for the private investment growth. 

The South African government introduced the human resource development strategy to grow 

the skill resource base. This policy legislation required all South African companies set aside 

funds for development and training that ultimately would benefit the same contributing 

private entities regarding the availability of affordable critical skills (South Africa Institute of 

Race Relation, 2001). 

Investment Incentives and Industrial Support Measures 

From 2004, the South African government offered to review the general investment 

incentives, with the intention of attracting the inward flow of direct investment. It abandoned 

the tax holidays and other ring-fenced incentives, which are usually deemed harmful to the 

host nation, and adopted more generous investment incentives such as allowing qualifying 

production assets to depreciate on an accelerated basis (DTI, 2005). This significantly 

improved the South African investment climate (DTI, 2003; 2005) (See Appendix 2). 

The adopted technical measures aimed to improve industrial efficiency. This was expected to 

be achieved through the promotion of research and development, and by enhancing the 

effectiveness and competitiveness of the existing production techniques, as well as promoting 

manufactured goods’ exports (DTI, 2003; 2005). 

3.3.4 Private Investment Growth and National Development Plan, Vision 2030   

In its quest to achieve an all-inclusive economic growth process that would yield higher 

employment rates, in 2011 the South African government adopted the National Development 

Plan (NDP) aimed to accelerate investment growth. Private investment promotion then 

became the cornerstone of this developmental plan (Republic of South Africa, 2011). 

The government recognised the need to adopt measures by reducing business operating costs 

and uncertainty to raise the rate of investment. Also, there was a need to stimulate business 

profitability, public sector commitment to fixed capital investment and maintenance and 

expanding the consumer base through regional integration (Republic of South Africa, 2011).  
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With the realisation that it is not just the rise in fixed capital formation that guarantees growth 

through private investment crowding in, greater importance was placed on the nature of the 

infrastructure required to form a base for investment. The major focus changed to 

infrastructure that could offer direct benefits and lower the real cost of private enterprises. 

These included transport services, communication network services and power generation 

and distribution. Plans were that public sector fixed capital formation to contribute more 

meaningfully to growth in such infrastructure should rise to 10% of the GDP, a target 

consistent with ratios during high growth rates in other countries (Republic of South Africa, 

2011). 

Gaining Global Market Share 

Sustained growth in private investment in South Africa can benefit from high domestic 

aggregate demand, but also from a growing foreign market (Republic of South Africa, 2011). 

In this regard, the South African government aimed to promote export expansion focusing on 

areas where the country had revealed competitive advantage and where the global demand for 

these commodities was increasing. South Africa still needed to gain global market share in 

these areas, which included minerals, agriculture and some fast-growing goods and services 

(Republic of South Africa, 2011). 

The South African industrial policy was poised to position the private sector to take 

advantage of this fully unexploited export market by changing from the historical approach 

that favoured only energy and capital-intensive goods production to a diversified industrial 

base approach. However, private businesses in the services sector would receive more 

attention chiefly because of the high demand for output from this sector, in which South 

Africa has high capability that is not sufficiently exploited. The prime example, in this case, 

is tourism (Republic of South Africa, 2011).   

Stimulating Domestically Oriented Activities 

It was recognised that there were trapped private investment growth opportunities that could 

be unlocked if the state adopted policies to encourage locally-oriented activities, where there 

was less intense international competition. Demand stimulating policies on activities such as 

retail, housing construction and personal services such as hairdressing were believed to be 

able to propel higher new private enterprise capital formation. This has driven the South 

African government to emphasise policies for creating an economic environment that is 
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conducive to the new capital formation and the expansion of existing private business in these 

areas (Republic of South Africa, 2011). The key policies that have been presented are public 

and private procurement, improving access to debt and equity finance, simplification of the 

regulatory environment, consolidation and strengthening of small business support services 

and addressing the skills’ gap (Republic of South Africa, 2011). 

Public and Private Procurement 

Leveraging the local procurement board to buy from small and expanding firms was believed 

would stimulate demand and promotes their further growth and sustenance. In this 

arrangement, the public sector was directed to commit to 30 days’ payment to its small to 

medium private suppliers (Republic of South Africa, 2011). 

Improving Access to Debt and Equity 

The state’s intervention was required in the domestic resource allocation to ease access to 

finance to emerging private businesses. It was noted that credit providers were reluctant to 

avail funds to these emerging new private enterprises because of the high additional cost of 

advisory, monitoring and support services to manage the risk of default. Hence, the policy 

proposal was to provide a subsidy to the existing banks that were in the credit extension 

business to cover these support service costs. As a result, credit would be cheaper and more 

accessible to the emerging new business enterprises (Republic of South Africa, 2011).  

Consolidation and Strengthening of the Small Business Support Services 

In this regard, the state formed an agency whose mandate was to create a unified small 

business service delivery centre. The centre would oversee and sustain the formation and 

growth of the new private businesses (Republic of South Africa, 2011). 

Addressing the Skills’ Gap  

This involved artisans and the practical skills that can result in the formation of new private 

firms. These skills were not adequately available. It was proposed that a joint venture of 

action by the government, SOEs and the education and training institutions be commissioned 

to identify these critical skills and craft practical measures to address the deficits (Republic of 

South Africa, 2011). 
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3.3.5 Private Investment and Economic Growth Trends 

Three private investment growth phases stand out in South Africa in response to the various 

economic growth strategies implemented from 1965 to 2014, that is, the positive growth 

trend until 1976; the steady decline phase from 1977 to 1993; and the gradual increase from 

1994 to 2014. Figure 3.2 shows these private investment growth stages, together with 

economic growth rates from the 1965 to 2014 period in South Africa. 

Figure 3.2: Private Investment and Economic Growth in South Africa (1964-2014) 

Source: World Bank (2015a) 

As illustrated in Figure 3.2, private investment enjoyed a positive growth trend from 1965 

until 1976. It rose from about 24.3% of GDP in 1965 to a peak of about 30% of GDP in 1976. 

The high private investment growth rates during the period coincided with the impressive 

economic growth rates, averaging 4%. The large public investments of the 1950s and 1960s 

were partly responsible for this positive private investment growth trend. The adopted 

inward-looking economic growth strategy implemented by the apartheid regime also 

provided the impetus for high private investment through the increase in domestic aggregate 

demand (Molefe, 2009; DPE, 2012b). 

The private investment growth buoyancy ended in 1977 changing to a declining growth trend 

from 27.5% of GDP in 1977 to a low of 10.3% of GDP in 1993. International economic 
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sanctions against the apartheid regime, coupled with the growing inefficiencies of the SOEs, 

are partly to blame for this downward growth trend (DPE, 1987). Although the apartheid 

government adopted market reforms that sought to reduce public investment growth, these 

failed to reverse the downward private investment growth trend taking place (Molefe, 2009; 

DPE, 2012b). Economic growth rates were also not impressive during the period, oscillating 

around 2% with wide swings. 

However, a reversal of the downward private investment growth occurred in the 1994 to 2014 

period. Private investment assumed a positive steady growth trend in 1994 when it was 

11.3% of GDP and grew to about 13% of GDP in 2014. The rise was against a backdrop of 

the renewed privatisation programme implemented by the new government in 1994, which 

lasted until 2004, together with the private investment promotion initiatives supported by 

several economic growth strategies, adopted in South Africa in the 2004 to 2014 period. High 

private investment expenditure in sectors such as real estate, tourism, manufacturing, mining 

(notably platinum) and automotive industries was behind this growth trend (DPE, 2012b). 

Economic growth rates also steadily recovered from the 1992 bottom to a peak of about 5.5% 

in 2006 but slid back again to a negative 1.5% in 2009. These rates assumed a downward 

trend indicating a negative correlation with private investment growth from 2010 lasting until 

2014. 

The growth trends of private investment in South Africa from 1966 to 2014 can also be 

revealed by the allocation of domestic credit to the private sector during the period. Figure 

3.4 shows the growth trends in domestic credit extended to the private sector investment in 

South Africa from 1966 to 2014. 
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Figure 3.3: Domestic Credit Extended to the Private Sector Investment in R Millions 

(1966-2014)  

Source: SARB (2015) 

As can be seen in Figure 3.3, domestic credit to the private sector from 1966 to the early 

1990s remained suppressed. Most of this period corresponds to the era of high public 

investment growth largely financed by domestic resources since the state could not easily 

secure cheap foreign credit due to the international sanctions levelled against the country 

(Molefe, 2009). This may imply that private investments were crowded out in domestic 

resource allocation by its public investment counterpart. However, the higher economic 

growth rates in the 1960s and 1970s may also suggest that the crowding in effect of the high 

public capital formation outweighed the private sector investment crowding out. 

The sharp growth in domestic resources allocated to the private sector for investment (see 

Figure 3.3) from 1994 to 2014 can be explained by the pro-private sector economic 

leadership policies implemented during the period. These were the privatisation programmes 

of the 1994 to 2004 period; the GEAR macroeconomic programme in 1996; the Accelerated 

Shared and Growth Initiative-South Africa (ASGISA) in 2006; the NGP in 2010 and the 

National Development Plan Vision 2030 in 2011, which all promoted private sector 

economic leadership. 
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3.3.6 Challenges Facing Private Investment in South Africa 

Relative to other African economies, the South African investment climate is considered to 

be more competitive with affordable and high-quality infrastructure and excellent property 

rights. The result is that South African private investment has grown tremendously over time. 

However, sustained higher growth in private investment - and hence the economy - is 

possible if the South African government addresses the problems of a high unemployment 

rate, volatile exchange rates, skill shortages and mismatches, low levels of product market 

competition, trade deficits and a non-all-inclusive infrastructure (National Planning 

Commission, 2012; South African Government & European Commission, 2006; SARB, 

2013b) 

While some challenges relate to short-term disequilibrium in the economy, skill shortages 

and non-all-inclusive infrastructure are persistent problems. Owing partly to the apartheid 

legacy and the emigration of its human resources to other countries, South Africa has a skill 

gap that denies it the wherewithal to unlock higher growth potential. While it has world-class 

institutions, there are deficits in managerial, technical and specialised skills critical to the full 

working of the market economy (SARB, 2013b). The supply of low-skilled and medium-

skilled workers is abundant, but there is a shortage in the supply of highly-skilled workers 

(SARB, 2013b). 

Low levels of product market competition have also been holding back full private 

investment growth in South Africa. As proxied by the mark-ups, the growing body of 

empirical literature for South Africa suggests that in comparison to industries worldwide, the 

manufacturing mark-ups are high and not falling (Fedderke et al., 2007; Aghion & Durlauf, 

2007; Aghion et al., 2008).  

The high mark-ups, and hence the resultant depressed product market competition in South 

Africa, keep business operations static and prevent the dynamic gains consistent with 

increased competition (Nickell, 1996). Dynamic gains rise due to resource reallocation 

resulting in higher productivity and improved use of technology in response to high 

competition. As suggested by Faulkner and Makrelov (2009), eliminating the manufacturing 

sector mark-ups would unlock the economic growth potential by 1-2 percentage points. 
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Non-all-inclusive infrastructure in South Africa has restricted private investment growth and 

hence slowed down economic growth rates (OECD, 2013). Although several parts of South 

Africa have world-standard infrastructure in IT, transport networks, energy and education, 

some areas suffer from extreme deprivation and exclusion from this infrastructure (OECD, 

2013). 

Lastly, difficulties in accessing affordable finance have hampered growth in small and 

medium enterprises (SARB, 2013b). The importance of growth in these small firms has 

recently been acknowledged as they constitute potentially important drivers of further high 

investment growth and hence, the growth of the economy. 

3.4 Public and Private Investment Trends in South Africa (1965-2014) 

The growth trends in public and private investment in South Africa from 1965 to 2014 also 

reveal how the two components of investment relate regarding the crowding in effect or the 

crowding out effect. Figure 3.4 presents the growth trends of the two components of 

investment in South Africa from 1965 to 2014. 

Figure 3.4: Public and Private Investment Growth Trends in South Africa (1965-2014) 

 

Source: World Bank (2015a) 
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As can be seen in Figure 3.4, private investment growth dominated public investment growth 

for the entire sample period from 1965 to 2014. This may suggest that public investment 

mainly crowded in private investment in the economic growth process in South Africa during 

this time. Initially, private investment achieved high growth rates in the 1960s and 1970s in 

the wake of high public investment in the 1950s. Private investment growth was stimulated 

by public investment in basic infrastructure such as in energy, transport and communication 

(DPE, 2012b). 

After that, both public and private investment growth appeared to be on a downward growth 

trend from the end of the 1970s to the early 1990s. The decline in their growth was 

pronounced at the beginning of the 1980s when international economic sanctions against the 

apartheid regime intensified (Molefe, 2009). The steeper decline in private investment growth 

than in public investment growth during the period may suggest that when the apartheid 

government could not secure funding from the international financial markets due to 

sanctions, it turned to the domestic markets to fund public enterprises, which crowded out 

private investment (Molefe, 2009). 

However, from the early 1990s to 2014, there was a general increase in private and public 

investment growth trends. The increase was achieved at a time when various private 

investment strategies were implemented focusing on growing public investment in 

infrastructural projects to sustain the created market economy. Thus, public investment 

growth steadily rose, underpinned by infrastructural projects in energy and transport that 

crowded in private investment growth (DPE, 2012b). 

The following section discusses the sectorial contribution of public and private investment to 

total investment, which can indicate the investment components driving economic growth in 

South Africa during the sample period. The section also further discusses the public 

investment crowding in or crowding out effect on private investment by disaggregating 

public investment into various economic activities. 

Disaggregation of Total Investment by Economic Sectors 

The analysis of gross investment by sector in South Africa since the 1950s suggests private 

investment was the driving force behind its economic growth process. Table 3.4 presents 

sectorial contributions to gross investment in South Africa from 1950 to 2014. 
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Table 3.4: Sectorial Contribution to Investment (1950-2014) 

 

                       Sector 

 

1950s 

 

1960s 

 

1970s 

 

1980s 

 

1990s 

2000 

to 

2012     

Agriculture, Forestry and Fishing 16.72 9.89 7.08 5.04 3.82 2.56 

Mining and Quarrying 12.15 7.45 6.42 11.36 9.92 9.50 

Manufacturing 10.83 15.02 16.47 17.02 21.62 19.65 

Electrical, Gas and Water 7.12 7.46 8.65 12.41 7.22 7.47 

Construction 0.43 0.97 1.54 1.33 1.09 1.76 

Wholesale and Retail Trade 5.49 6.48 6.45 5.67 6.22 7.01 

Transport, Storage and Communication 13.62 13.79 15.03 10.82 10.95 15.29 

Financial Services 20.03 19.43 19.31 22.46 23.40 20.35 

Community, Social and Personal Services 13.60 19.50 19.06 13.89 15.75 16.37 

Source: SARB (2015) 

As indicated in Table 3.4, the financial services’ sector enjoyed the highest share of the gross 

capital formation in the South African economy, followed by manufacturing from 1950 to 

2014. Ironically, these industries were dominated by the private sector enterprises - and this 

implied the importance of private investment in the South African economic growth process 

(Molefe, 2009; DPE, 2012b). 

Since the 1980s, areas that consistently lost their shares in total capital formation were 

agriculture, mining and electricity. On the positive side, the construction, community, social 

and personal services sectors recovered their shares from the 1990s to 2014. The overall 

growth trend of investment was such that private investment was higher in sectors where it 

had comparatively higher efficiency than its counterpart and public investment was high in 

areas where it was expected to stimulate higher gross capital formation (Molefe, 2009; DPE, 

2012b).  

The consistent withdrawal of public investment from commercial activities is confirmed by 

the South African disaggregated total public investment data from 1969 to 2014. Figure 3.5 

presents total public investment disaggregated into economic infrastructure and social 

infrastructure public investment. 
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Figure 3.5: Public Investment in South Africa, 2000 Constant Prices (1969 to 2014)  

 

Source: SARB (2015) 

As can be seen in Figure 3.5, until the end of the 1980s, economic infrastructure public 

investment was higher than its social infrastructure counterpart. This signified the 

participation of the state in infrastructural projects predominantly in power generation, 

transport and telecommunication and by their nature, crowded in private investment. The 

reversal of this trend was in 1995, 2005, 2007 and 2008 when the share of social 

infrastructure public investment exceeded economic infrastructure public investment. 

Overall, economic infrastructural component has been the primary driver of public 

investment growth in South Africa during the review period (Molefe, 2009; DPE, 2012b).  

The sectors in which the economic infrastructural public investment projects were undertaken 

are reflected by disaggregating public investment by asset type. Figure 3.6 presents public 

investment in South Africa by asset type from 1960 to 2014. 
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Figure 3.6: Public Investment by Asset Type (1960-2014)  

 

 
Source: SARB (2015) 

 

The feature that is most obvious from Figure 3.6 is that construction work consistently 

occupied the greatest share of public investment, even though machinery and other 

equipment increased from the end of the 1980s to the end of 1990s. This was in line with the 

inward-looking growth strategy supported by public works implemented by the apartheid 

regime and even later by the new unity government (Molefe, 2009; DPE, 2012b). 

The share of residential housing public investment showed an upturn soon after the transition 

from the apartheid era. The increase in this kind of investment was in line with the new 

government policy that aimed to provide decent shelter for the previously disadvantaged. 

Moreover, the decline in public investment in machinery and transport equipment after the 

transition to the new government in 1994 distinctly shows the disengagement of the state 

from commercial economic activities (Molefe, 2009; DPE, 2012b). 

The overall analysis vis-a-vis disaggregated public investment in South Africa may suggest 

decreasing competition with the private sector enterprises. A growing share of public 

investment resources has been allocated towards the complementary private sector activities. 
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However, the reduction in public investment in transport, telecommunication and electricity 

in South Africa is calling for increased new capital formation in these essential infrastructure 

sectors that can catalyse higher private capital formation (DPE, 2012b). 

3.5 Conclusion 

This chapter has discussed the evolution of public and private investment and the resultant 

economic growth rates from 1965 to 2014 in South Africa. From the analysis, three broad 

economic reform periods that shaped the two components of investment and economic 

growth stand out. These are: (i) the rise of public investment under the auspices of the 

inward-looking growth strategy during the apartheid era; (ii) the privatisation and 

restructuring of the state-owned enterprises between 1994 and 2004; and (iii) the re-

emergence of the state in economic activities in parallel with the enhanced private 

enterprises’ growth promotion (2004-2014). 

Under pressure from intensified international economic sanctions, the apartheid government 

adopted an inward-looking economic growth policy. This gave rise to a massive increase in 

core infrastructure public investment that crowded in private investment in various sectors of 

the economy. Initially, the economic growth strategy received the credit for these impressive 

economic growth rates, but as the international economic sanctions intensified, it was 

abandoned for neo-liberal policies. 

To cut back on the growing inefficiencies in the parastatal sector, the new South African 

government at the dawn of independence in 1994 perpetuated the market policies that were 

initiated by its predecessor. Pivotal to these policies were the commercialisation of the state 

enterprises and the disposal of their non-core economic activities to revamp their efficiency. 

By 2004, not much had been achieved on the privatisation front, implying continued high 

state presence in economic activities. 

Necessitated by the objective to achieve high and all-inclusive economic growth, the 

government re-emerged more strongly in economic activities during the 2004 to 2014 

economic reform period. Massive developments in core infrastructure public investment, 

notably in electricity generation and communication, was rolled out as a catalyst for sustained 

private investment growth. Though varying, the economic growth rates remained high during 

this economic policy. 
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Despite the higher investments and economic growth rates achieved by the South African 

economy, at least in comparison with other African economies, there are still some internal 

challenges holding back higher growth potential. Sustained high growth in private and public 

investment is achievable if the South African government determinedly addresses the 

challenges of the volatile exchange rate, skill shortages and inadequate infrastructure.  
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CHAPTER 4 

PUBLIC AND PRIVATE INVESTMENT AND ECONOMIC GROWTH IN ZAMBIA 

 

4.1 Introduction 

This chapter is the third of the four chapters that focus on the public and private investment 

and economic growth policies as implemented in Malawi, South Africa, Zambia and 

Zimbabwe. The experiences of these countries’ state participation in economic activities and 

privatisation policies serve as a basis for the empirical investigation of economic growth 

presented in Chapters Seven and Eight. This chapter is subdivided into five sections. The 

second section discusses the dynamics of public investment in Zambia from 1964 to 2014, 

while the third section discusses the dynamics of private investment in Zambia from 1964 to 

2014. The fourth section reviews public and private investment growth dynamics during the 

1964 to 2014 period.  Lastly, the fifth section presents some concluding remarks. 

4.2 The Dynamics of Public Investment in Zambia 

At its independence in 1964, Zambia inherited a market-driven economy based on large-scale 

copper mining and the commercial agricultural sector (Kaunda, 1968). Public investment was 

limited to a few state-owned companies and statutory bodies that included utility industries 

such as agricultural finance, railway, electricity, marketing board and an Industrial 

Development Corporation (INDECO) (Republic of Zambia, 1966a). While the government 

continued to promote new private enterprises after independence, it also made direct equity 

investments in state enterprises through INDECO. Public investment grew in projects 

especially those outlined in the First National Development Plan. Through INDECO, state 

enterprises were established in industries essential to the economy and which constituted 

domestic monopolies or demanded higher investment in resources than the private enterprises 

would be able to afford (Republic of Zambia, 1966b). 

The following sections detail the growth dynamics of public investment in Zambia from 1967 

to 2014. Section 4.2.1 discusses the intensification of the state market intervention strategy in 

Zambia during the late 1960s, while Section 4.2.2 examines the economic dominance of 

State-Owned Enterprises (SOEs) through the Zambia Industrial and Mining Corporation 

(ZIMCO) in the 1970s and its financial performance. Sections 4.2.3 discusses attempts by the 
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Zambian government to reverse the public investment-led economic growth model and 

Section 4.2.4 analyses the public investment and economic growth trends in Zambia from 

1964 to 2014. Section 4.2.5 concludes by outlining the challenges facing public investment in 

Zambia. 

4.2.1 The Rise of State Intervention in the Economy 

Although the adopted market-led model was responsible for relatively high economic growth 

rates, the growth quality fell short of the Zambian government’s economic objectives. By the 

end of the 1967’s period, the government realised that the private sector-led model had failed 

to accomplish its economic development plans in a number of ways (Kaunda, 1968; 1969). 

The main arguments against the economic model were: (i) private sector business was largely 

dominated by expatriate investors; (ii) failure of the large foreign businesses to adequately 

reinvest in the economy; (iii) excessive repatriation of profits; and (iv) inability of the 

government to control the pace and quality of economic development in the wake of private 

sector leadership. These arguments, together with the strong government belief that the public 

investment-led economic model gives relatively higher growth rates than the private 

investment-led, added impetus for the accelerated state market intervention programmes that 

followed (Kaunda, 1968; 1969). 

The state market intervention policies undertaken were mainly through the takeovers of 

foreign-owned firms between 1968 and 1970. The takeovers had two parts, that is, via the 

1968 Mulungushi and 1969 Matero reforms (Mudenda, 1984). Through the former, the 

government nationalised private-owned enterprises involved in different activities including 

brewing, wholesaling and retailing, and the supply and manufacture of building materials 

(Kaunda, 1969). Private enterprises in the mining sector were at least spared during the 

reforms. Through these acquisitions, INDECO grew to become one of the biggest Zambian 

companies in the economy in 1968 (Mudenda, 1984). 

The Mulungushi reforms were soon followed by the Matero reforms in 1969, in which the 

government targeted the nationalisation of mainly private enterprises in the mining sector. 

The government took over 51% interests in mining, previously dominated by foreign private 

firms (Mudenda, 1984). 
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In the financial sector, the government’s market interventionist policies operated through a 

combination of takeovers and the creation of new industries. The nationalisation programme 

only targeted private enterprises in building societies and the insurance financial subsector. 

Private firms in the commercial banking subsector were spared from government acquisition. 

In commercial banking, the government established three banks to compete with the 

dominant foreign-owned banks. For example, the Zambia National Commercial Bank 

(ZNCB) was set up in the 1970s. The state-owned bank then grew to dominate in the sector 

since it monopolised the banking services from the SOEs (Mudenda, 1984). 

In the agricultural sector, the nationalisation exercise was relatively less successful. Although 

there were farms nationalised, the privately-owned farms were still dominant and the state-

owned farms did not survive long. The government continued to depend on the expatriate 

commercial farms for the supply of food and cash crops (Mudenda, 1984). 

After the completion of the Mulungushi and the Matero reforms, the parastatal sector 

dominated the economy. For example, INDECO’s assets sharply rose from K49.9 million in 

1966 to K1009 million in 1979 (Mudenda, 1984). The parastatal sector contributed 50% of 

GDP between 1973 and 1979 and employed a third of the workers in the formal labour 

market (Mengistu & Haile, 1988). 

4.2.2 State-Owned Enterprises’ Economic Dominance Through the ZIMCO 

The Zambian government formed ZIMCO to oversee all the SOEs in the 1970’s, taking over 

INDECO. ZIMCO became a holding corporation with sub-holding companies namely: 

INDECO; Mining Development Corporation (MINDECO) and Financial Development 

Corporation (FINDECO). INDECO’s role was expanded to hold wholesale and retail 

portfolios. MINDECO was a holding company for the group mining assets. The focus for 

FINDECO was to hold and manage assets in the financial sector. With this expanded 

portfolio, ZIMCO via its assets grew to be the biggest corporation in Zambia (ZIMCO, 

1985). Table 4.1 presents the net assets of ZIMCO by holding corporation in 1972. 
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Table 4.1: The Net Assets of ZIMCO by Holding Corporation in 1972. 

 

Sub-Holding Company 

Share of Aggregate Group Net Assets 

Before 

Consolidation in percentage 

INDECO 19.7 

MINDECO 78 

FINDECO 0.5 

National Transport Corporation 1.3 

National Hotel Corporation 0.5 

Source: ZIMCO (1985) 

 

As can be seen in Table 4.1, MINDECO’s assets had the largest share of all ZIMCO assets 

and mirrored the centrality of copper mines to the Zambian economy. It also implied that 

more than 75% of ZIMCO assets were formed as a result of takeovers, rather than due to the 

creation of new enterprises (ZIMCO, 1985). 

 

The nationalisation of the economy at the end of the 1960s meant that the government’s 

economic developmental objectives (central to these was the rate of growth of the economy) 

were to be achieved through SOEs (Republic of Zambia, 1971; 1979). This put the financial 

performance of ZIMCO in the spotlight since it was the holding company of all state 

enterprises. The financial performance of the ZIMCO group of businesses had a direct 

bearing on economic growth rates and its financial results during the state economic 

hegemony period (1971–1989) are illustrated in Table 4.2. 

Table 4.2: Profitability of ZIMCO (1971-1989) 

Period Average Profit Margin After Tax (in percentage) 

1971-74 16.37 

1975-78 2.83 

1979-82 2.03 

1983-86 -1.68 

1987-89 2.1 

Source: ZIMCO (various issues); Republic of Zambia (Various). 
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Since the copper mining company dominated the ZIMCO group of companies, the group’s 

financial performance reflected that of the copper mine enterprise. As can be seen in Table 

4.2, ZIMCO recorded high profits of 16.37% in the 1971–74 periods (boom prices of the 

copper era) and these decreased during the years that followed until it reached a negative 

1.68% in the 1983 to 1986 period. This low to negative financial performance of the SOEs set 

the stage for the re-examination of the public investment economic growth leadership 

strategy (Bigsten & Mugerwa, 2000). 

4.2.3 Rethink of the Public Investment Dominant Strategy 

Following the poor financial performance of most SOEs under ZIMCO at the end of the 

1970s, the Zambian government considered reverting to the market-led economic model of 

the early 1960s. The first attempt to change to a market economy started in 1978 when the 

first Structural Adjustment Programme (SAP) was adopted, with the backing of the 

International Monetary Fund (IMF) (Bigsten & Mugerwa, 2000). Once again, there was a 

significant effort placed in promoting the growth of private enterprises, while at the same 

time cuts in public investment expenditure were made. The first SAP was soon followed by 

the second in 1983, which emphasised sweeping parastatal reforms (Bigsten & Mugerwa, 

2000). The second SAP package included removal of subsidies extended to SOEs, 

liberalisation of interest rates and prices and the reduction of tariffs characteristic of the 

previous command economy set up. 

In 1985, a third version of the SAP package was adopted with accelerated market reforms. It 

was short-lived, however, as it was soon abandoned for another economic programme, that is, 

the New Economic Recovery Programme (NERP) in 1987. Through NERP, public 

investment leadership was once again at the economic centre stage signalling a drift back 

towards a command economy. Through deficit financing, public investment grew, crowding 

out private investment. However, this economic programme was again short-lived and 

abandoned when the government reverted to the previously abandoned IMF SAPs. This 

change brought positive economic growth rates again against the upward growth trend in 

private investment at the end of the 1980s. The change to market forces at the end of the 

1980s set a stage for the privatisation-dominated exercise that followed (Bigsten & Mugerwa, 

2000). Hence public investment growth from the 1990s to 2014 was subdued, following the 

sweeping privatisation strategy adopted and also the private investment growth promotion 
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policies implemented. However, its growth was refocused on the infrastructural projects 

which crowd in private investment (Republic of Zambia, 2011).  

4.2.4 Public Investment and Economic Growth Trends 

The overall analysis of public investment growth and economic growth in Zambia from 1970 

to 2014 suggests no clear-cut relationship between the two variables. Figure 4.1 presents 

public investment growth and economic growth trends in Zambia for the 1970 to 2014 

period. 

Figure 4.1: Public Investment and Economic Growth in Zambia (1970-2014) 

  

 

 

 

 

 

 

 

 

 

Sources: World Bank (2015a) and Central Statistical Office (Various Issues) 

As Figure 4.1 illustrates, public investment growth was high in the 1970s. It rose from 8.8% 

of Gross Domestic Product (GDP) in 1970 to a peak of 18.1% of GDP in 1978, but this was 

before it assumed a downward trend lasting until the early 1980s. The high public investment 

growth during the time followed the 1968 Mulungushi and 1969 Matero nationalisation 

programmes (Mudenda, 1984). During this period, high public investment growth coincided 

with high economic growth rates in Zambia, though it had significant fluctuations. The 

negative economic growth variations were more pronounced towards the end of the 1970s – 
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the period when world copper prices fell coinciding with the growing inefficiencies 

characteristic of most state enterprises (Mudenda, 1984). 

In the 1980s, public investment growth was relatively lower than the growth achieved in the 

1970s. The fall in public investment precipitated in the 1970s continued until the mid-1980s, 

then assumed moderate growth rates for the remainder of the 1980s. The subdued public 

investment growth during the time was achieved against the backdrop of the IMF’s adopted 

SAPs, which aimed to promote a market economy (Bigsten & Mugerwa, 2000). Economic 

growth rates were erratic during the period, rising from about 3% in 1980 to 6.1% in 1981 

before slipping to a negative 2.8% the following year. The growth rates, however, steadily 

recovered from the 1982 negative, peaking at 6.2% in 1988 before falling to a negative 1% in 

1989. The rise and fall pattern of economic growth rates appear associated with market 

reforms adopted for a while and later abandoned for a state-led economic growth model at the 

end of the 1980s – a model which was also short-lived (Bigsten & Mugerwa, 2000). 

The moderate public investment growth was also extended from the 1990s to 2014, while in 

2010 there was a marked upward growth trend. The subdued public investment growth was 

achieved against the more sweeping privatisation programmes and the private investment 

promotion programmes adopted during the period (Bigsten & Mugerwa, 2000; Republic of 

Zambia, 2011). On the economic growth front, initially in the early 1990s, growth rates were 

erratic, reaching a negative 8.6% in 1994. There was, however, a marked upward trend in 

GDP from 1999 which was interrupted in 2011 when growth fell to 5.6% from a high of 

10.2% in 2010. 

While there was no distinctive relationship between public investment growth and economic 

growth during the period, there are clear observations that can be made. For example, 

although economic growth rates were erratic, they were high during the public investment-led 

growth period (1970–1980s). However, during the private investment-led economic growth 

period (1990–2014), growth rates tend to show a more consistent positive trend. 

4.2.5 Challenges Facing Public Investment in Zambia 

Zambia has achieved high public investment growth over the years from the 1960s, 

particularly regarding necessary infrastructure provision. However, further improvement in 

public investment growth is still possible if the Zambian government addresses the challenges 
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such as insufficient domestic resources and weak growth enhancing infrastructure (Republic 

of Zambia, 2011; 2013). As is the case with Malawi and South Africa, Zambia faces the 

inadequacy of domestic resources to fund new capital formation in public infrastructural 

projects. The inadequacy of resources has frequently led to the Zambian government needing 

to rely on foreign capital to address the financial gaps. However, with its growing external 

debt ratio to GDP, this source of finance may be unsustainable (Republic of Zambia, 2011; 

2013). 

The weak growth-enhancing infrastructure has also been a challenge for public investment 

growth in Zambia (Republic of Zambia, 2011, p.7). The critical sectors in which poor 

infrastructure exist are transport, energy, water and sanitation. In particular, the poor 

transportation infrastructure together with inadequate and expensive Information 

Communication Technology (ICT) services takes the blame for the low competitive ability 

and productivity of the Zambian economy (Republic of Zambia, 2011, p.7). 

Lastly, as in the case of Malawi, the growing indebtedness of the government to the 

international creditors has negatively affected public investment growth in Zambia. The vast 

amount of resources usually required to service these external debts has been crowding out 

the funds that would otherwise support public projects growth (Bank of Zambia, 2015). 

4.3 The Dynamics of Private Investment in Zambia 

The dynamics of private investment in Zambia can also be traced from 1964, the beginning of 

its independence. As the new government inherited a market-led economy, private 

investment growth was initially economically dominant over public investment growth. The 

key sectors driving the economy were large-scale copper mining and commercial agriculture, 

all of which were controlled by private foreign capital. The economic growth rates were 

relatively good compared to other Sub-Saharan African Countries (Mudenda, 1984).  

For the first three years following independence, the Zambian government perpetuated the 

inherited market-led economic model, mainly through INDECO created by the previous 

administration, principally as a development agency to promote private investment through 

finance and research. The new government extended its role to include the promotion of 

indigenous Zambian entrepreneurs (Republic of Zambia, 1966b). Through INDECO, the 

government created a package of incentives to promote private enterprise growth. For 
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example, tariff protection provided incentives; tax exemption for up to five years for selected 

new industries was allowed; the relaxation of repatriation of dividends, interest and capital 

was permitted; and there was positive discrimination towards local indigenous producers in 

government tendering (Republic of Zambia, 1966b). 

The growth buoyancy of private investment, however, ended with the 1968 Mulungushi and 

1969 Matero reforms that resulted in the nationalisation of several private enterprises 

(including the copper mining business) and the creation of new state companies in various 

sectors of the economy (Bigsten & Mugerwa, 2000). From then until the end of the 1980s, 

private investment growth was overshadowed by public investment economic dominance led 

by ZIMCO conglomerates (Bigsten & Mugerwa, 2000). 

Even though public investment economic leadership remained unchanged from 1968 to 1990, 

there were deliberate efforts by the government of Zambia to revert to the market-led 

economic growth model during this period (Bigsten & Mugerwa, 2000). As discussed in the 

previous section, due to the growing inefficiencies of ZIMCO conglomerates starting at the 

end of 1978, three rounds of IMF-backed SAPs were implemented to promote the private 

investment-led economic growth model. The second part of the third SAP adopted at the end 

of the 1980s established the foundation for more sweeping privatisation that was to follow 

(Bigsten & Mugerwa, 2000). 

In the following sections, the evolution of private investment in Zambia from the 1990s to 

2014 is discussed. Section 4.3.1 gives an account of the enhanced privatisation programme of 

state enterprises from 1991 to 2000, while Section 4.3.2 outlines the private investment 

enhancement policies implemented in Zambia from 2000 to 2014. Section 4.3.3 gives an 

analysis of private investment and economic growth trends from 1964 to 2014. Finally, 

Section 4.3.4 concludes by presenting the challenges facing private investment in Zambia. 

4.3.1 Enhanced Privatisation of the State-Owned Enterprises: 1991-2000 

With the arrival of the new government in 1991, the Zambian economy started a broader 

privatisation exercise under the IMF’s SAPs than had been carried out by the previous 

administration. The principal objectives of privatisation of the Zambian economy from 1991 

to 2000 were to promote private enterprise growth, accelerate economic efficiency and 

increase economic growth rates (Zambian Authorities et al., 1999). The privatisation 
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undertaken was a solid reversal from the command economy characteristic of the economy 

from 1968 to1990 to a market-led model. The Zambian government’s dissatisfaction with the 

inefficiency and the sustained financial losses of most SOEs under the ZIMCO umbrella 

holding corporation was the primary reason for the divestiture of state enterprises. Thus, the 

new government resolved to institute the outright disposal of all state enterprises excluding 

public utilities and other strategic industries in the economy (World Bank, 1991). The 

guiding economic philosophy during the privatisation process was that the government would 

disengage from commercial activity and concentrate its investment on the country’s basic 

infrastructure. 

To provide a legal framework for the privatisation programme adopted, the Privatisation Act 

was passed in July 1992, leading to the establishment of the Zambian Privatisation Agency 

(ZPA) as an independent statutory body (ZPA, 1995; 1996). According to ZPA (1995), the 

ZPA had a broad range of duties that included the following: 

 recommendations to the cabinet on privatisation policy guidelines; 

 drawing up the privatisation schedule; 

 monitoring all steps in implementation and progress of the privatisation exercise; 

 endorsing the long-term divestiture plan for approval by cabinet; 

 advising the cabinet on the method of sale of each SOE; 

 setting the qualifying conditions for the selection of buyers of the SOEs to be 

privatised; 

 assessing offers from potential investors on the criteria of (i) price, (ii) capability to 

develop enterprise, (iii) expertise brought in; 

 putting forward measures to ensure that no monopolies were created during the 

privatisation exercise; and 

 undertake the general administration of the privatisation exercise. 
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The Privatisation Act of 1992 also set out a list of various methods of privatisation from 

which the ZPA could choose and recommend to the cabinet for adoption (ZPA, 1995; 1996). 

As outlined by ZPA (1995), the list included the following methods: 

 dilute government shareholding; 

 offering shares to the public; 

 competitive bids or negotiated private sales; 

 selling to management or employees of the SOEs to be privatised; 

 assets and business selling of SOEs; 

 lease and management agreements; and 

 restructuring of the SOEs before sale. 

Provisions in the Privatisation Act were made for Zambian indigenous initiatives to be 

afforded preferential treatment during the privatisation exercise through different avenues. 

These included selling small batches of shares at a discount and permitting instalments for 

payment of shares (Privatisation Act, iv, 30). The Act also provided for the formation of a 

trust fund to hold shares for later disposal to Zambian indigenous citizens resulting in the 

creation of the Zambian Privatisation Trust Fund (ZPTF) in 1993(Privatisation Act, v, 39) 

(ZPA, 1995; 1996).  

To proceed with the privatisation programme, the ZPA drew up a divestiture sequence plan 

that was to run for a period of five to ten years. The plan grouped all the SOEs to be 

privatised except Zambian Consolidated Copper Mines (ZCCM) in 11 tranches (see 

Appendix 3). The size and sector of origin were the criteria used to tranche the SOEs to be 

privatised. Small companies that were easy to sell were in the first instalment and used as the 

pilot test for the privatisation programme (ZPA, 1995; 1996; 1997). 

For the first two years after implementation of the privatisation exercise, the rate of the 

divestiture of SOEs registered by ZPA was low. From 1995, however, the disposal rate 

increased with the selling of the medium and large enterprises. Table 4.3 gives a summary of 

the number of SOEs that were sold from 1993 to 1999. 
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Table 4.3: Privatisation of SOEs by Quantity (1993-1999). 

Year Number of units sold 

1993 4 

1994 5 

1995 52 

1996 85 

1997 58 

1998 11 

1999 5 

Source: ZPA (1/1999a) 

 

As can be seen in Table 4.3, most of the SOEs were privatised in the three years, 1995 to 

1997, that is, in these years the highest number of units was sold. In 1999, the rate of 

divestiture slowed with only five units sold. By the end of 1999, a total of 222 SOEs had been 

privatised and this represented more than 80% of all SOEs targeted for divestiture (ZPA, 

1/1999a). 

The rate of the divestiture of SOEs can also be assessed by the method used. Most SOEs 

privatised were sold on a competitive bidding basis, mostly to individuals and corporate 

clients - both local and foreign. Table 4.4 gives a privatisation summary of the SOEs units 

sold by the method of disposal used at the end of 1999. 

Table 4.4: Privatisation Summary of SOEs by Method of Disposal by the end of 1999 

Method of Privatisation Number of Units Sold 

Competitive bidding to Zambian individuals 28 

Competitive bidding to Zambian Companies 77 

Competitive bidding to foreigners 20 

Returned to previous owners 23 

Management buy out 20 

Sold to foreigners with Zambian minority participation 7 

Sold to foreigners on the basis of pre-emptive rights 17 

Liquidated 14 

Public floatation 16 

Source: ZPA (Various) 
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The Privatisation of Zambian Consolidated Copper Mines Limited from 1996 to 2000 

Since the copper mines were the springboard of the economy, the successful privatisation of 

the Zambian Consolidated Copper Mines Limited (ZCCM) was essential for the rejuvenation 

of the Zambian economy (ZPA, 1995). Privatisation of ZCCM was crucial given that its 

earnings over the years from the early 1970s were on a downward trend due to depressed 

world copper prices resulting in low production of copper. Compounded with the high 

production costs, this negatively affected the returns for ZCCM which were the principal 

source of re-capitalisation for the industry. The industry needed high capitalisation to 

improve efficiency and productivity:  it was the private sector that had the potential to bring 

in new expertise and technology. As it was the biggest SOE, this put the privatisation of 

ZCCM under more spotlight than the other SOEs (ZPA, 1998a). 

The ZCCM assets were eventually privatised starting from 1996 after extensive consultation 

and using the unbundling method (ZCCM, 1998a). Table 4.5 presents the unbundling method 

used to privatise ZCCM.  

Table 4.5: Packages of the Unbundled ZCCM 

Package Mine/Assets 

A Nchanga and Nkama Division 

B Luanshya Division 

C Mufulira Mine and Concentrator 

D Chambishi Mine 

E Kanshansi Mine 

F Nampundwe Pyrite Mine 

G Chambishi Cobalt Plant 

H Ndola Precious Metals Plant 

I Electricity Distribution Division 

Source: ZPA (1996) 

 

As can be seen in Table 4.5, the ZCCM was privatised in packages from ‘A’ to ‘I’, and in 

each package, the Zambian government retained a minority shareholding. 



76 

 

The first package to be successfully sold was ‘E’ in 1997. Other packages followed, and their 

disposal took place during the period from 1997 to 2000. The rate of disposal was low, 

however, mainly because of the depressed world copper prices that rendered the assets of 

ZCCM unattractive at the time. Despite this, these sales attracted mostly foreign investors 

with much-needed new capital and technology to help resuscitate the copper mining 

operations (ZIMCO, Various Issues). 

4.3.2 Private Investment Enhancement Policies in Zambia: 2000-2014 

After having privatised most SOEs successfully by 2000, the Zambian government 

established policies to improve the general business and investment environment that still 

handicapped the full operation of the adopted private sector-led economic model. The first 

step was to implement the ambitious Private Sector Development Reform Programme 

(PSDRP) in 2004 to accelerate economic growth led by the private sector (Republic of 

Zambia, 2004a). The principal aim of the PSDRP was to establish a favourable and 

competitive climate to enable the private enterprises to flourish. Its goal was to create an 

impetus for a faster and more sustainable economic growth pattern led by the private sector 

through establishing an easy-to-do business environment in Zambia. It was anchored on six 

reform pillars which were to: 

      (a) improve the policy environment and institutions that serve the private sector;  

      (b) institute regulations and legal reforms;  

      (c) introduce business facilitation and economic diversification;  

      (d) ensure trade expansion;  

      (e) promote citizens’ economic empowerment; and  

       (f) accelerate infrastructure development (Republic of Zambia, 2004a; 2006). 

Policy Environment and Institutions  

The PSDRP of 2004 recognised the importance of a stable and conducive policy environment 

as a pre-condition for sustained private sector investment growth and faster general economic 

performance. According to the Republic of Zambia (2004a), the key policies adopted to 

guarantee macroeconomic stability included:  
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     (a) inflation and interest rate reduction; 

     (b) transparent debt contraction and management;  

     (c) efficient public expenditure and revenue management;  

     (d) financial sector policies which included micro finances;  

     (e) a stable competitive exchange rate; and  

     (f) sound economic governance and transparency. 

Key to the expansion of the private sector was the availability of affordable credit. Before the 

1991 to 2000 privatisation programme, lack of adequate credit handicapped private 

investment growth. The increase in public investment to economic dominance in the 1970s 

and 1980s was achieved at the price of private investment crowding out in the presence of 

scarce domestic and foreign resources. In that regard, the PSDRP focused on strengthening 

the financial system that grossly favoured state enterprises (Republic of Zambia, 2004a). The 

focus on the financial intermediation growth in the financial sector was also consolidated by 

the Financial Sector Development Plan (FSDP) that was to run from 2004-2009 (Republic of 

Zambia, 2004b). 

The PSDRP also prioritised the need to have efficient public institutions to serve the private 

sector. Activities to enhance delivery efficiency in state institutions were administered to 

three pilot organisations - Ministry of Lands, Immigration Department of the Ministry of 

Home Affairs and the Zambian Revenue Authority. The goal of the programme was to 

produce reforms tailored to each institution to simplify the operating processes and reduce 

bureaucracy and corruption (Republic of Zambia, 2004a). The expectation after the reforms 

was that there would be a faster access to service, and quicker and less flawed public 

institutions serving the private sector. After the successful programme implementation in the 

three pilot public institutions, the programme extended to other public organisations serving 

the private sector (Republic of Zambia, 2004a; 2006). 

Regulations and Laws 

The PSDRP noted with concern that for the period up to 2004, enforcing the contract would 

be a long and tedious procedure in Zambia and detrimental to the starting up of new private 

enterprises. The reform programme then aimed to reduce the number of processes and also 



78 

 

the time needed to start businesses in Zambia, initially by two-thirds. This process would be 

accomplished through the rationalisation and simplification of the regulatory and licensing 

framework in the identified key sectors of the economy (Republic of Zambia, 2004a; 2006). 

The PSDRP also focused on restrictive labour market issues, especially concerning the 

retirement and termination of work. The average worker in Zambia was too protected and this 

would impinge on the full operation of market forces in the private sector-led economic 

model. The action plan adopted was to reduce the power of trade unions to make labour in 

Zambia more competitive (Republic of Zambia, 2004a). 

Business Facilitation and Economic Diversification 

Although Zambia made some progress in the period extending to 2004 in improving the 

business operating environment, new business and foreign direct investment developments 

were still facing some challenges. This included numerous regulations by different statutory 

bodies and licenses required by private sector enterprises (Republic of Zambia, 2006). The 

PSDRP embarked on the process of establishing a ‘one stop shop’ through the Zambia 

Development Agency (ZDA) that would reduce the bureaucratic procedures required to start 

up new businesses in Zambia. Thus, in 2007, the ZDA combined the operations and 

procedures of five statutory bodies comprised of the Zambia Export Processing Zones 

Authority (ZEPZA), the Zambia Investment Centre (ZIC), the Export Board of Zambia 

(EBZ), the Small Enterprise Development Board (SEDB) and the Zambia Privatisation 

Agency (ZPA) (Republic of Zambia, 2004a; 2006). 

In addition to the formation of the ZDA, the PSDRP proposed the creation of a Patents and 

Registration Office (PACRO) at the provincial level for easy access to businesses and 

investment opportunities operating outside the capital, Lusaka. This objective hoped to 

reduce the unnecessary administrative barriers for private enterprises established outside 

Lusaka when registering new businesses. 

Land was one of the factors of production whose acquisition to start new ventures entailed a 

long and bureaucratic process: this was a hindrance to private enterprise growth and 

economic diversification. Streamlining the land delivery system to reduce the lengthy 

processes for land acquisition became one of the central goals of the reform agenda platform 

of the PSDRP (Republic of Zambia, 2004a). 
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Trade Expansion 

In terms of trade growth, the PSDRP sought to create opportunities to enable access to 

regional and international markets by Zambian private enterprises. Although progress was 

made to allow access to regional markets through the Southern African Development 

Community (SADC), the Common Market for East and Southern African (COMESA) and 

the World Trade Organisation (WTO), some international trade growth obstacles remained. 

According to the Republic of Zambia (2006), these included: 

(a) inadequate and poor information communication technology (ICT) infrastructure; 

(b) inefficient application of modern customs techniques; 

(c) insufficient human resources; 

(d) excessive red tape in trade procedures primarily because of numerous government 

agencies and clearance systems at the borders; and 

(e) excessively long waiting times for inspection and certification processes. 

To address these obstacles, a Diagnostic Trade Integration Study (DTIS) was embarked on by 

the PSDRP exploring ways to have realistic export incentives, improve trade facilitation, 

integrate trade agreements and enhance the capacity to formulate, coordinate and implement 

trade policy (Republic of Zambia, 2006). Also the duties on imported capital goods were 

eliminated to stimulate private investment expansion. 

Citizens’ Empowerment 

The government of Zambia believed that economically empowering its citizens, especially 

those operating in the informal sector, would feed into the growth of the formal private 

sector. Through the PSDRP, the government aimed to create growth opportunities for the 

citizens through business development support and empowerment initiatives (Republic of 

Zambia, 2004a). In light of this, the Citizen Economic Empowerment Act was passed in 

2006, and it was envisaged that it would result in high participation levels of citizens in 

business and the economy in general (Republic of Zambia, 2006). 
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Infrastructure Development 

Infrastructure was identified as one of the key catalysts for fast and sustainable economic 

recovery led by the private sector. Provision of adequate and good quality infrastructure was 

crucial in enabling the full operation of the private sector in the direct provision of goods and 

services. The vital infrastructures needed urgently included transport, energy and Information 

Communication Technology (ICT). These were especially important in driving growth in the 

four leading economic growth sectors, that is, mining, manufacturing, tourism and agriculture 

(Republic of Zambia, 2004a; 2006). 

The development of adequate transport infrastructure was also important to move raw 

materials and finished products to the markets, particularly in the mining and agricultural 

sector.  To that effect, the development of the prerequisite transport infrastructure in the road, 

railway, air and water transport modes became a high priority issue in the PSDRP (Republic 

of Zambia, 2004a; 2006). 

Road infrastructure was inadequate, and where available, it was mostly in poor condition. 

Only 50 to 57% of the trunk, main and district roads were in good shape, while 20% of paved 

roads were in fair condition in 2004 (Republic of Zambia, 2006). In the same year, roads in a 

state of bad repair increased from 17 to 21% (Republic of Zambia, 2006). The poor and 

inadequate road conditions in 2004 unnecessarily increased operating costs for the private 

enterprises, particularly for the rural communal farmers who faced challenges in accessing 

the market for their produce. 

Railway infrastructure was crucial for the movement of bulky raw material and finished 

goods to the market. As the Zambian economy was copper based, a fully developed rail 

system was envisioned to significantly reduce the operating costs of the newly privatised 

copper mining companies (Republic of Zambia, 2006). 

Regarding air transport, Zambia made some progress in improving service delivery including 

rehabilitation and upgrading of the airports by modernising the terminal buildings and ground 

handling facilities. Further improvement of the air transport infrastructure was essential, 

especially for the growth of the private enterprises operating in the Zambian tourism sector 

(Republic of Zambia, 2006). 
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To enhance the adequacy and quality of the general transport infrastructure, the PSDRP 

adopted actionable strategies which included: 

(a) advising the government institutions and construction industry on the technical public 

works; 

(b) reviewing the process for registration of contractors and consultants with the aim of 

strengthening it; 

(c) developing a plan for the development of air and railway transport infrastructure; 

(d) directing the provision of technical information and specifications to consultants and 

contractors; 

(e) enforcing quality standards through collaboration with the professional bodies; and 

(f) training small-scale contractors and technicians (Republic of Zambia, 2006). 

Energy Infrastructure  

Zambia has untapped potential regarding energy sources, ranging from coal, woodlands and 

forests to hydropower and renewable sources. However, the unavailability and inaccessibility 

of modern energy services was an obstacle to ensuring sustained private sector-led economic 

growth. To fully develop and provide satisfactory quality energy services, the Zambian 

government through the PSDRP adopted policies that included creating the necessary 

legislative and institutional framework, reviewing the regulatory and pricing mechanism in 

the sector and ensuring efficient energy access by domestic households (Republic of Zambia, 

2004a; 2006). 

Education and Skills Development 

The PSDRP and the Fifth National Development Plan (FNDP) placed the highest importance 

on education and training in driving economic growth. Productivity growth in the private 

sector in Zambia needed to be anchored on the availability of the right quality skills. 

Although Zambia had made tremendous progress in education and skill attainment, it still 

needed to improve its quality and quantity (Republic of Zambia, 2004a; 2006). To this end, 

the PSDRP and the FNDP aimed to increase the investment of resources to increase the stock 

and quality of available skills. 



82 

 

Health 

Provision of suitable health facilities was identified as pivotal to ensuring sustained economic 

growth. Increasing productivity in the private sector can only be guaranteed if there is a 

healthy workforce. However, the Zambian workforce had experienced deteriorating health 

service delivery as a result of the increases in the demand for the service caused by rapid 

population growth. The situation was also compounded by the declining economy that 

resulted in low investment in the health sector. This challenge was to be addressed through an 

increase in funding for health services’ facilities (Republic of Zambia, 2004a; 2006). 

4.3.3 Private Investment and Economic Growth Trends  

An overview of private investment and economic growth trends in Zambia from 1970 to 2014 

suggests that they co-moved during the period. Figure 4.2 illustrates the growth trends 

regarding private investment and economic growth for the Zambian economy over the period 

1970 to 2014. 

Figure 4.2: Private Investment and Economic Growth in Zambia (1970-2014) 

 

 

 

 

 

 

 

 

 

Sources: World Bank (2015a) and Central Statistical Office (Various Issues) 

As illustrated in Figure 4.2, private investment growth was high in the 1970s, as were 

economic growth rates. Although private investment achieved high growth rates during the 
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period, it was on a decline trend following the adopted nationalisation programmes of the 

1968 Mulungushi and 1969 Matero reforms (Mudenda, 1984). 

The decline in private investment growth, however, stabilised in the 1980s, although there 

were still moderate swings. The private investment growth during the period was related to 

early market reforms adopted to reverse the negative growth rates of the late 1970s 

(Mudenda, 1984). Economic growth rates during the 1980s were erratic, with wide swings, 

despite the adoption of the market reforms. 

The switchover from public investment-led to the market-led economic system during the 

1991 to 2000 period carried high expectations of achieving sustainable high economic growth 

rates. With the hypothesised greater efficiency and productivity of private enterprise 

controlled commercial activities rather than a state-led enterprise, it was envisaged that the 

performance of the economy would consistently improve during and after the tenure of the 

privatisation exercise. However, despite having privatised most state enterprises, the 

economic growth rates were still erratic (ZPA, 1998b).   

As Figure 4.2 illustrates, the growth in GDP was negative at 0.03% in 1991: however, this 

was a slight improvement relative to the negative 0.4% recorded in the previous year. In 

1993, the economic performance showed a positive trend with a growth of 6.7%. It appears as 

if this economic recovery was attributable to the privatisation process gaining momentum 

during the time (Bigsten & Mugerwa, 2000). However, economic performance slipped to 

becoming negative again the following year before recovering in 1996 and 1997, and this 

coincided with the privatisation of the Zambian biggest state enterprise, that is, ZCCM (ZPA, 

1998b). The gains in growth slipped away to a negative 0.38 % in 1998 before recovering and 

continuing to grow in the subsequent two years. 

When focusing on the GDP growth by sector contribution, it can be noted that the 

performance of agriculture had a high bearing on economic growth performance during the 

1991 to 2000 period. Table 4.6 shows GDP contributing factors in Zambia from 1991 to 

2000.
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Table 4.6: GDP Contributing Sectors in Zambia (1991-2000) 

 

 

 

1991 

 

1992 

 

1993 

 

1994 

 

1995 

 

1996 

 

1997 

 

1998 

 

1999 

 

2000 

Real GDP Growth (percentage) -1.1 -0.9 7.0 -7.4 -2.5 -7.7 3.7 -1.9 2.2 3.7 

Manufacturing 0.27 0.301 0.26 0.097 0.098 0.097 0.101 0.107 0.103 0.102 

Mining and Quarrying 0.091 0.111 0.095 0.167 0.125 0.117 0.117 0.105 0.067 0.065 

Agriculture, Forestry and 

Fishing 

1.51 1.71 0.252 0.135 0.184 0.172 0.157 0.152 0.177 0.173 

Wholesaling and Retailing 

Trade 

0.091 0.093 0.097 0.149 0.137 0.172 0.169 0.169 0.185 0.183 

Electricity, Gas and Water 0.009 0.007 0.006 0.033 0.032 0.029 0.029 0.029 0.03 0.029 

Construction 0.031 0.029 0.022 0.05 0.049 0.04 0.053 0.052 0.048 0.047 

Transport and Communication 0.05 0.054 0.047 0.06 0.059 0.06 0.058 0.064 0.064 0.063 

Real Estate 0.047 0.05 0.048 0.05 0.056 0.061 0.066 0.075 0.084 0.095 

Finance 0.021 0.018 0.018 0.083 0.11 0.086 0.083 0.083 0.086 0.083 

Hospitality 0.05 0.041 0.036 0.017 0.017 0.018 0.018 0.019 0.018 0.019 

Community, Social and 

Personal 

0.093 0.083 0.08 0.08 0.081 0.078 0.078 0.075 0.08 0.077 

Source: Central Statistical Office (Various Issues)  



  

85 

 

 

As can be seen in Table 4.6, the recovery of growth performance during the years 1993, 

1995, 1996, 1997, 1999 and 2000 can largely be explained by the agricultural sector enjoying 

good rainfall conditions during these periods (African Development Bank (AfDB), 2003). 

The agricultural sector was the second highest after the trading sector in terms of contribution 

to GDP before and after the privatisation exercise (AfDB, 2003).  

The economic growth rates for the period 1991 to 2000 could not reflect the full effect of the 

privatisation exercise mainly for two reasons. Firstly, there was a time lag while the newly 

privatised firms adjusted, for example, they needed to acquire new plants and equipment, and 

this could require considerable time depending on the industry. Also, the full measure of 

growth performance could not be realised since the privatisation programme was still 

ongoing during this period (Bigsten & Mugerwa, 2000). Secondly, though the economic 

dominance of the parastatal sector ended with the privatisation programme, the conditions 

that guarantee the full working of a free market system were still inadequate. Inefficiencies 

after privatisation continued in the wake of poor infrastructure, lack of technology, 

information asymmetry and too few market players, among other obstacles (Republic of 

Zambia, 2004a). It was principally for these reasons that the Zambian government set out to 

establish conditions that would enable the full operation of a private sector-led economic 

model in the years following the privatisation exercise (Republic of Zambia 2004a). 

However, there was a clear positive correlation between private investment growth and 

economic growth rates during the period 2000 to 2014 (see Figure 4.2). Private investment 

experienced an upward trend from 2000, although the growth decelerated from 2008 to 2014. 

Economic growth rates displayed similar growth characteristics to private investment during 

the period. The growth rate of GDP was positive from 2000 to 2010 and then slowed down 

until 2014. The increase in private investment during the period can be attributable to the 

various private investment growth promotions implemented (Republic 2004a; 2011). 

Overall, it can be concluded that economic growth rates were higher and more consistent 

during the private investment-led economic growth era (1990–2014) than during the public 

investment-led economic growth period (1970–1990). 
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4.3.4 Challenges Facing Private Investment in Zambia 

While the Zambian economy has transformed into a private sector-led model, higher 

economic growth rates expected of a market economy can still be unlocked if the government 

addresses challenges affecting private investment growth. These difficulties include the high 

cost of financial services, the continued low quality of human capital, inadequate and low-

quality infrastructure and limited access to land (Republic of Zambia, 2011; 2013). While 

some of the challenges can be attributed to short-term disequilibrium, the inadequacy of basic 

infrastructure has been persistent. 

According to the Republic of Zambia (2011; 2013), limited access to credit and high costs of 

capital are cited as major factors slowing down private investment growth. The cause has 

mostly been few domestic savings and little competition in the financial sector. The small to 

medium businesses that usually provide the growing source of new private investment growth 

in developing countries have mostly been affected by the inaccessibility of capital funds 

(Republic of Zambia, 2011; 2013). 

Moreover, the low quality of human capital has been slowing down private investment 

growth in Zambia. Various factors contributed to this phenomenon, including a mismatch 

between the skills supplied and the demands of the labour market, the limited supply of 

skilled personnel and restricted access to sanitation and water negatively affecting population 

health (Republic of Zambia, 2011; 2013). These challenges have adversely affected private 

sector productivity, particularly in agriculture (Republic of Zambia, 2011; 2013). 

The inadequate - and in some instances low-quality infrastructure - is one major factor 

negatively affecting private investment growth in Zambia. The critical infrastructures that 

need further investment are transport, sanitation and water, electricity and ICT (Republic of 

Zambia, 2011; 2013). The inadequacy of these infrastructures has adversely affected private 

sector productivity and the competitiveness of the Zambian economy (Republic of Zambia, 

2011). 
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4.4 Public and Private Investment Trends in Zambia (1970 to 2014) 

An overview of public and private investment growth in Zambia from 1970 to 2014 reveals 

two economic growth eras: the public investment-led economic period (1970–1990) and the 

private investment-led economic growth period (1990–2014). Figure 4.3 presents these 

growth trends in public and private investment in Zambia from 1970 to 2014. 

Figure 4.3: Public and Private Investment Growth Trends in Zambia (1970-2014) 

 

 

 

 

 

 

 

 

 

 

 

Sources: World Bank (2015a) and Central Statistical Office (Various Issues) 

As can be seen in Figure 4.3, public investment growth was higher than private investment 

growth for the greater part of the 1970s and 1980s. This is despite the fact that at times 

private investment growth was greater than public investment growth in 1970, 1972, 1974, 

1984, 1985 and 1987. The economic dominance of public investment growth during the 

period came at the price of private investment displacement in economic activities. Public 

investment growth crowded out private investment growth through takeovers and the 

formation of new state enterprises in commercial activities – following the 1968 Mulungushi 
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and 1969 Matero reforms (Mudenda, 1984; Bigsten & Mugerwa, 2000). The crowding out 

effect of public investment was more pronounced from 1975 to 1983: this was the period 

when world copper prices fell and the growing inefficiencies of ZIMCO corporations were 

more pronounced (Bigsten & Mugerwa, 2000). According to Andersson et al. (2000), the 

Zambian government borrowed from both the domestic and foreign markets to meet the 

financial gap following the financial losses of state enterprises, which further crowded out 

private investment growth. 

However, the periods of higher private investment growth over public investment growth in 

1984, 1985 and 1987 correspond to the early market reforms implemented in Zambia 

(Bigsten & Mugerwa, 2000). The higher public investment growth in 1986 can be related to 

the reversal to the state-led growth model in which public investment was deficit financed, 

thus crowding out private investment growth (Andersson et al., 2000). 

Private investment growth enjoyed a clear dominance over public investment growth from 

1993 to 2013, though the latter briefly surpassed the former in growth in 1996. Private 

investment growth benefited from the market policies implemented during the time that 

sought to promote private sector growth and limit public investment to basic infrastructure 

provision that crowded in private investment (Republic of Zambia, 2004a). Public investment 

growth in sectors such as energy, transport and communication were the major stimulants of 

private investment growth (African Development Bank, 2012). 

From the above, it can be concluded that public investment had both a crowding out and a 

crowding in effect on private investment growth during the review period. It crowded out 

private investment during the state-led economic growth period (1970–1990), yet stimulated 

private investment growth during the private sector-led economic growth era (1990–2014). 

4.5 Conclusion 

This chapter has outlined the growth trends of public and private investment and economic 

growth for the Zambian economy from 1964 to 2014. The principal objective was to assess 

the dynamics of the two components of investment and economic growth during the sample 

period. The assessment focused on the different transformational periods experienced by the 

Zambian economic landscape including: (i) extension of the market economy (1964–1967); 
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(ii) the rise to economic dominance of public investment (1968–1975); (iii) maintenance of 

the public investment leadership (1975–1990); (iv) privatisation of the SOEs (1991–2000); 

and (v) consolidation of the private sector-led economic model (2000–2014). 

High and growing economic growth rates characteristic of the 1964 pre-independence period 

continued to be realised when the new government extended the inherited market-led 

economic model from 1964 to 1967. The private sector was the engine of economic growth 

with public investment playing the complementary role in basic infrastructure provision. 

Although the buoyancy in growth rates continued during the rise to economic dominance 

(1967–1975), the marginal efficiency of public investment may have been overstated - 

possibly due to two factors. Firstly, the copper-based economy benefited immensely from the 

booming world copper prices during the late 1960s and the early 1970s. Secondly, public 

investment growth during the period mainly focused on the provision of basic infrastructure 

that was non-existent, especially in the rural areas. Due to the catch-up effect in infrastructure 

provision, a high marginal efficiency of public investment was realised (Blejer & Khan, 

1984). These two factors may have overstated the apparent relative efficiency of the public 

over private investment on economic growth. 

However, the weakness of the public investment-led economic model in Zambia was exposed 

with the bursting of the world copper price bubble in the mid-1970s. The falling world copper 

prices precipitated by the 1970s-world oil crisis tested the strength of the state economic 

hegemony. The undiversified Zambian economy, which relied only on the mining sector, 

worsened the situation, thereby leading to the failure of the public investment-led model 

during the 1980s. The private investment could not take up the slack because the general 

business operating environment was skewed in favour of public investment. 

As with the Malawian case, the Zambian economic crisis up to the late 1980s resulted in the 

government reconsidering the adopting of a market-led economic model in 1991. Though 

most SOEs were privatised by 2000, the market model could not immediately produce the 

envisaged sustainable high economic growth rates. The newly privatised firms in the short 

term continued to be inefficient as conditions allowing the full operation of the market 

economy had not been put in place. This resulted in the Zambian government introducing 

PSDRPs, FSDP and the FNDP initiatives to create an enabling environment that could 
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guarantee the unrestricted operation of the private sector-led economy. These initiatives 

involved public investment growth allowing for necessary infrastructure provision that would 

complement private sector activities. It can be argued that since 2000, the Zambian economy 

under the leadership of the private sector has registered high and growing economic growth 

rates averaging 5.55%. The economic growth rates are thus higher and more sustainable than 

recorded during the rise to economic dominance of public investment (1968–1974). 

Though Zambia has wholly adopted the private sector-led economic model, the higher 

growth rates expected of a fully operational market economy are still hindered by a number 

of factors. These include poor and inadequate infrastructure, the high cost of human capital 

and also the high cost of capital (Republic of Zambia, 2011).  
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CHAPTER 5 

PUBLIC AND PRIVATE INVESTMENT AND ECONOMIC GROWTH IN 

ZIMBABWE 

 

5.1 Introduction 

This chapter is the last of the four chapters that focus on the public and private investment 

and economic growth policies as implemented in Malawi, South Africa, Zambia and 

Zimbabwe. The empirical investigation presented in Chapters Seven and Eight is informed by 

these countries’ experiences of economic growth regarding state participation in economic 

activities and privatisation policies. This chapter is subdivided into five sections. The second 

section discusses the dynamics of public investment in economic growth processes in 

Zimbabwe from 1965 to 2014. The third section examines the dynamics of private investment 

in Zimbabwe from 1965 to 2014, while the fourth section analysis public and private 

investment trends in Zimbabwe from 1965 to 2014. Lastly, section five presents some 

concluding remarks. 

5.2 The Dynamics of Public Investment in Zimbabwe 

The dynamics of public investment in Zimbabwe can be traced back to the period before its 

independence in 1980. Two reform periods that shaped public investment in Zimbabwe prior 

to 1980 stand out, that is, before and after the Unilateral Declaration of Independence (UDI). 

Before the UDI in 1965, the colonial government promoted high public investment in railway 

lines, power generation, road construction and the formation of an iron and steel state 

company (Government of Zimbabwe, 1982). During the economic era, the state funded 

public investment growth in sectors vital to the economy, yet unattractive to private investors. 

The economic system was also fashioned by the use of market controls and subsidies to the 

public enterprises (Government of Zimbabwe, 1982). 

From 1965 to 1980, a new economic era emerged that would shape public investment growth. 

During the period, economic sanctions were imposed on the colonial government after the 

UDI in 1965. As a result, the colonial government developed an economic system that was 

interventionist and protectionist in nature within the spirit of an import substitution strategy 



  

92 

 

 

(Seidman, 1986). The culmination of this was an unprecedented growth in public investment 

aimed at achieving self-sufficiency (Government of Zimbabwe, 1982). The following 

sections discuss the evolution of public investment in Zimbabwe from 1980 to 2014. Section 

5.2.1 focuses on the rise of public investment during the 1980 to 1990 period, while Section 

5.2.2 presents the restructuring of state enterprises in Zimbabwe from 1990 to 2014. Section 

5.2.3 analyses the public investment and economic growth trends in Zimbabwe from 1965 to 

2014 and Section 5.2.4 concludes by presenting the challenges affecting public investment in 

Zimbabwe. 

5.2.1 The Rise of Public Sector Investment in Zimbabwe: 1980-1990  

The new Zimbabwean government when it became independent in 1980 extended the highly 

market interventionist economic growth strategy characteristic of its predecessor, the colonial 

government. The need to address the social and economic imbalances created during the 

colonial era motivated this economic growth strategy (Government of Zimbabwe, 1981). 

Therefore, the government set out to create an economic growth process that would enjoy 

active support and participation from the mass of the populace through rural sector 

development, employment creation and access to the public services. Public sector 

investment growth became the vehicle to achieve the government’s developmental objectives 

(Seidman, 1986). 

In line with the adopted growth path via this equity economic policy, public sector enterprises 

were expanded, chiefly through the creation of new enterprises in sectors such as agriculture, 

mining, manufacturing, health, education, energy, tourism, transport and communication and 

banking and finance (Seidman, 1986). Most of the new State Owned-Enterprises (SOEs) 

were created by the Industrial Development Corporation (IDC) formed in 1963 to promote 

the growth of new investment (Government of Zimbabwe, 1981). Through the IDC, state 

investment increased in the different sectors of the economy to the extent that IDC had 45 

investment portfolios that were wholly or partially-owned subsidiaries (Herbst, 1990). 

The government’s ambitious economic growth plan with its equity programme using state 

enterprise growth was expanded by the Transitional National Development Policy (TNDP) of 

1982 (Government of Zimbabwe, 1982). Table 5.1 illustrates the planned gross fixed capital 

formation through the TNDP of 1982 in Zimbabwe. 
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Table 5.1: Planned Gross Fixed Capital Formation by Sector (in Millions of Z$ at 

current prices) 

  

 

1981 

Base 

Year 

81/2 

           Plan   Period 

 

    82/3      83/4      84/5     Total 

Percentage 

 Share 

(Total=100) 

Gross Fixed Capital 

Formation 

    

Public Sector      1015     1162     1441       3618   66 

Private Sector       431       636       791        1858    44 

Total 706 978    1446     1798      2232      5476       100 

     

Increase in Stocks     

Public Sector     

Private Sector       161        206       253        620   100 

Total 305 237     161        206       253        620   100 

     

Gross Capital  

Formation        

    

Public Sector       1015      1162      1441       3618   59 

Private Sector          92        842       1044       2478   41 

Total 1011 1215     1607      2004      2485       6096   100 

Source: Government of Zimbabwe (1982) 

 

As can be seen in Table 5.1, the public sector was planned to have a high share in gross 

capital formation during the period 1982 to 1985. Out of the Z$ 6 096 million cumulative 

total investment budget proposed, 59% was to be undertaken by the public sector with the 

private sector taking the remaining 41% (Government of Zimbabwe, 1982). The high new 

capital formation was also necessary given the physical damage to the infrastructure during 

the liberation war of independence. Strategies included two-thirds of the cumulative planned 

investment funds going towards repair, maintenance, modernisation, and refurbishing while 

investing one-third in new infrastructure (Government of Zimbabwe, 1982). 

 

The allocation of investment resources by the industrial sector for the 1982–1985 planning 

horizon also reflected the then ongoing economic philosophy, that is, balanced economic 

growth and development. Table 5.2 presents the 1982 TNDP planned gross fixed capital 

formation by the industrial sector in Zimbabwe 
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Table 5.2: Gross Fixed Capital Formation by Industrial Sector (in Millions of Z$ at 

constant 1981 prices) 

  

 

 

1982 

 

Base 

Year 

81/2 

          

           Plan   Period 

 

    82/3    83/4    84/5     Total 

Average 

Annual 

Percentage 

Change 

Index 

1984/5 

1981/2 

=100 

Agriculture, 

Livestock and  

Forestry 

 

 

85 

 

 

119 

 

 

    152    164.5    177.5    494 

 

 

14.3 

 

 

149.2 

Manufacturing and      

Quarrying 

 

106 

 

105 

 

     87       94        101      282 

 

-1.3 

 

96.2 

Manufacturing 155 191     265     286       309.5   861 17.5 162.0 

Electricity and Water 57 68       86      93        101      280 14.1 148.5 

Construction 11 18      29.5    31.5      34         95 23.6 188.9 

Distribution, 

Restaurants and 

hotels 

 

14 

 

27 

 

      69      74.5     80.5      224    

 

43.9 

 

298.1 

Transport and 

Communication 

 

56 

 

100 

 

     166.5   180     193.5     540 

 

24.6 

 

193.5 

Material 

Production 

Total 

 

484 

 

628 

 

    835      924      997      2776 

 

16.7 

 

158.8 

      

Housing 113 145     167      181      195       543 11.0 134.5 

Education 18 31     45.5      49       53.5       148        68.4 477.4 

Health 11 14     18.5     20.5      22           61 16.3 157.1 

Public 

Administration 

 

49 

 

60 

 

     52       56        60        168 

 

0.0 

 

100.0 

Finance and 

Insurance 

17 18      20.5    22       23.5       66 9.3 130.6 

Other Services 14 14      11.5    12.5     14         38 0.0 100 

Non-Material 

Production Total 

 

222 

 

282 

 

     315     341      368     1024 

 

9.3 

 

130.5 

(Excluding 

Housing) 

(109) (137)     (148)    (160)   (173)  (481) (8.1) (126.3) 

Total Gross Fixed 

Capital Formation 

 

706 

 

910 

 

   1170     1265    1365  3800 

 

14.5 

 

150.0 

Source: Government of Zimbabwe (1982) 
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As indicated in Table 5.2, the growing share of the level of investment in electricity and 

water, agriculture and rural development, transport and communication over the period was 

heavily propelled by public investment. Both transport and power infrastructures were 

acknowledged as critical for high efficiency in future production (Government of Zimbabwe, 

1982). The agriculture sector occupied by the peasant subsector provided the largest 

catchment of participants where growth with equity consideration could be attained with 

sufficient public-sector investment support (Government of Zimbabwe, 1982). 

Table 5.2 shows that a total of Z $ 5 476 million in gross fixed capital formation was planned 

for all industrial sectors. Material production was anticipated to take up 73% of the scheduled 

investment expenditure. Manufacturing, construction and distribution, transport and 

communication, restaurants and hotels in the material production subsector were to increase 

their shares in total gross fixed capital formation over the planned period. Electricity, water 

and agriculture were to maintain their shares while the mining sector’s share was reduced 

(Government of Zimbabwe, 1982). In the non-material sector, the shares of education and 

health were to rise while decreasing in all other subsectors (Government of Zimbabwe, 

1982). 

While the share of gross fixed capital formation in agriculture and rural development was 

maintained during the planning period, its ratio of 13% of the total for all sectors was 

relatively high. This reflected the high priority assigned to it in addressing the colonial 

infrastructure imbalance to be corrected through high public-sector investment (Government 

of Zimbabwe, 1982). The manufacturing sector, which was also largely private sector driven, 

was envisaged to benefit immensely from the opportunities created by significant public 

investment outlays and high economic growth rates (Government of Zimbabwe, 1982). 

Even though the TNDP emphasised the growth of public enterprises to achieve the 

government’s developmental objectives, it recognised the importance of the role of the 

private sector, especially in material production. In that regard, it created the necessary 

incentives that promoted growth in the private sector in line with the framework of 

government aims and priorities, which were as follows: 

 balanced economic growth; 
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 developing growth points and rural areas and the decentralisation of industries; 

 value addition to the exportable raw material; and 

 greater labour intensity and the use of appropriate technology and local raw materials 

in the economy (Government of Zimbabwe, 1982). 

Thus, while the vibrancy of the private sector enterprises was improved, in parallel the public 

enterprises’ sector expanded from the 20% of the 1980s to over 40% of all economic 

activities in 1990. These state enterprises were set up for developmental, commercial, 

promotional and regulatory purposes (Government of Zimbabwe, 1982). However, the 

achievement of faster growth in public investment than in private investment during the 1980 

to 1990 period came through a subsidy policy system financed by the deficit (Government of 

Zimbabwe, 1982). 

Largely because of the state taking a social approach to running economic affairs, the public 

enterprises were subject to a system of price controls. In the government’s view, it was 

necessary to achieve the growth with an equity objective principally by enhancing the welfare 

of the communal peasant farmers through low price provision to the poor (Herbst, 1990). 

Table 5.3 presents the trends in government subsidies to public enterprises from 1986 to 

1990. 
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Table 5.3: Trends in Government Subsidies to Public Enterprises in Z$ Millions (1986-

1990) 

Major Public Enterprise in 

Zimbabwe 

 

1986/87 

 

1987/88 

 

1988/89 

 

1989/90 

 

1990/91 

Agric Marketing Boards   166.0    210.0    156.1   160.2     - 

Grain Marketing Board    48.1    123.9    80.0    48.9     - 

Dairy Marketing Board    65.0    43.3    40.0    56.1     - 

Cold Storage Commission    49.5    31.2    11.0    37.5     - 

Cotton Marketing Board     -    11.7    25.0    17.7     - 

AMA     3.4     -     -             -     - 

National Railway of Zimbabwe     80.0    100.0    120.0     100.0    255.0 

Air Zimbabwe     45.0     39.9    10.0     15.0    9.0 

Affretair     15.0     3.0      -       -     - 

Zimbabwe Iron and Steel 

Company 

    82.0    100.0     167.0     100.0    100.0 

Agricultural Finance Corporation     18.4     4.5     15.0      12.5      - 

National Oil Company of  

Zimbabwe 

 

     - 

 

     - 

 

      - 

 

      - 

 

     - 

TOTAL     406.4     457.4    468.1    387.7     628,6 

Source: Government of Zimbabwe (1991a) 

 

As illustrated in Table 5.3, the major parastatal beneficiaries of the government subsidies and 

transfers were the Zimbabwe Iron and Steel Company (ZISCO), National Railways of 

Zimbabwe (NRZ) and the Agricultural Marketing Boards. These were deemed pivotal in 

achieving the government’s developmental objectives – growth with equity (Herbst, 1990). 

The subsidies that were extended to the parastatal sector steadily rose from the low levels of 

1981 to 10% of GDP in 1990. To finance such a huge obligation, the government of 

Zimbabwe borrowed heavily from the domestic and external financial markets, which dried 

up resources, thereby denying private enterprises the wherewithal to finance their productive 

business ventures (Herbst, 1990). 
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Despite taking the growing share of the national budget through direct and indirect subsidies, 

the financial performances of the state enterprises were poor. Table 5.4 presents the trends in 

profit or loss of the major parastatals in Zimbabwe from 1986 to 1990.  

Table 5.4: Trends in Profits and Losses (-) of Major Parastatals in Millions Z$ (1986-

1990) 

Major Public Enterprises in  

Zimbabwe 

 

1986/87 

 

1987/88 

 

1988/89 

 

1989/90 

 

1990/91 

Agricultural Marketing Boards  (-183.0)  (-214.8)  (-193.1) (-163.0)  166.7 

GMB  (-82.9)  (-86.6)  (-71.7)  (-71.8)  (-59.2) 

DMB  (-55.6)  (-49.3)  (-51.3)  (-52.2)  (-59.8) 

CSC  (-33.4) (-28.9)  (-36.7)  (-18.0)  (-15.2) 

CMB   -   -   -   -   - 

AMA  (-91.7)  126.7  (-116.7)  (-117.6)  (-216.0) 

NRZ  (-25.1)  (-23.2)  (-27.1)  (-10.1)  (-4.5) 

Air Zimbabwe  (-3.3)   -   -   -   - 

Affrettair  (-57.9)  (-89.4)   87.2   77.6  (-80.0) 

ZISCO (-14.6)  (-17.9)  (-16.0)     -    - 

AFC  (-13.4)  119.0  112.2   5.9  (-106.9) 

NOCZIM  (-11.1)  (-50.0)  (-33.4)  (-21.0)  (-15.2) 

Total  (-389.0)  (-353.1)  (-327.9)  (-362.4)     - 

 Source: Government of Zimbabwe (1991a) 

As can be seen in Table 5.4, the major parastatals in Zimbabwe between 1985 and 1991 

reported negative returns on their portfolio investments. This eroded their capital base to the 

extent that their government dependency on subsidies and transfers increased or else they 

borrowed directly from the financial markets (Government of Zimbabwe, 1991a). 

5.2.2 The Restructuring of State Enterprises: 1990-2014 

Following the financial losses of most state enterprises at the end of the 1980s, a privatisation 

programme was adopted in the 1990s, firstly under the International Monetary Fund (IMF) 

sponsored Economic Structural Adjustment Programmes (ESAP) and later through the 

Zimbabwe Programme for Economic and Social Transformation (ZIMPREST). Public 

investment growth during this privatisation era was subdued as the government adopted 

several market measures, including the elimination of state enterprises’ subsidies 
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(Government of Zimbabwe, 2009a). Moreover, in 1999 public investment growth was further 

curtailed after the creation of the Privatisation Agency of Zimbabwe (PAZ) to spearhead the 

disposal of the state enterprises. PAZ was assigned to embark on the privatisation of the big 

state enterprises including the Cold Storage Commission (CSC), the Zimbabwe Iron and 

Steel Company (ZISCO), the Forestry Commission of Zimbabwe and the National Railways 

of Zimbabwe (NRZ) (Reserve Bank of Zimbabwe (RBZ), 2007).  

There were some privatisation transactions concluded after the establishment of PAZ. 

However, in the context of the economic meltdown (2001–2008), no meaningful privatisation 

was completed (Government of Zimbabwe, 2009a). The high economic decline significantly 

incapacitated government bodies and state enterprises in the discharge of their mandates. 

Partly for this reason and the then ongoing indigenisation policy, the privatisation emphasis 

changed to the restructuring of state enterprises. In line with the new economic philosophy, 

the PAZ changed its name to the State Enterprises Reform Agency (SERA) (RBZ, 2007). 

The objective of the state enterprises restructuring exercise was to unbundle and fully 

commercialise the remaining parastatals. This resulted in a number of parastatals taking this 

route: for example, Zimbabwe Electricity Supply Authority (ZESA) was unpackaged into 

five subsidiaries namely; the Zimbabwe Electricity Transmission Company (ZETC), the 

Zimbabwe Power Company (ZPC), the Power Tel, the Zimbabwe Electricity Distribution 

Company (ZEDCO) and the ZESA parent enterprise (Government of Zimbabwe, 2009b). 

The state enterprise restructuring exercise was also reinforced with the advent of the inclusive 

government in 2009. In the new unity government, state enterprises were recognised as 

drivers of the national socioeconomic objectives (Government of Zimbabwe, 2009b). This 

means that the huge portfolios of state enterprises were maintained during the tenure of the 

inclusive government (2009–2013). Tables 5.5 and 5.6 present government shareholding in 

the restructured state enterprises after the restructuring exercise in Zimbabwe. 
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Table 5.5: List of Parastatals with 100% Government Shareholding 

  Public Enterprise 

1 National Railways of Zimbabwe 

2 ZESA 

3 Cold Storage Commission (CSC) 

4 NOCZIM 

5 Zimbabwe National Water Authority 

6 ARDA 

7 Netone 

8 Telone 

9 CMED 

10 Air Zimbabwe 

11 Zimbabwe Mining Development Corporation 

12 Grain Marketing Board 

13 Industrial Development Corporation 

14 District Development Fund 

15 Minerals Marketing Corporation of Zimbabwe 

Source: RBZ (2007) 

 

Table 5.6: Government Stake through the Reserve Bank of Zimbabwe (RBZ) 

Shareholding 

 State Enterprise Government Stake Through 

RBZ Shareholding 

1 Aurex 100% 

2 Cairns Foods 65% 

3 Tractive Power Holding 65% 

4 Sirtech 60% 

5 Homelink 100% 

6 Dairiboard  21% 

7 Cotton Company of Zimbabwe 7% 

8 Export Credit Guarantee Company 100% 

9 St Lucia Park 50% 

10 Astra Holding 66% 

11 Old Mutual 8% 

12 Fidelity Printers and Refineries 100% 

13 Tuli Coal  70% 

14 Infrastructure Development Bank of Zimbabwe 16.75% 

Source: RBZ (2007) 
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As illustrated in Tables 5.5 and 5.6, the portfolios of state enterprises were not significantly 

reduced after the inception of the privatisation exercise in 1991. Besides holding portfolios of 

state enterprises in the justifiable core sectors like energy, transport (national railways) and 

water, the state owned other portfolios in the commercial activities’ spheres in direct 

competition with the private sector enterprises. 

5.2.3 Public Investment and Economic Growth Trends  

The overview analysis of public investment and economic growth trends in Zimbabwe from 

1965 to 2014 suggests that there was no clear cut relationship between the two variables. 

Figure 5.1 presents public investment and economic growth trends during the 1965 to 2014 

period. 

Figure 5.1: Public Investment and Economic Growth in Zimbabwe (1965-2014) 
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Figure 5.1 shows that public investment in Zimbabwe grew steadily from 5.2% of GDP in 

1965 to 9.7% of GDP in 1975 after which it declined steadily until 1980 at 4.7% of GDP. The 

upward public investment growth trend was against the backdrop of the adopted market 

interventionist policies implemented by the colonial government soon after its UDI in 1965 

(Government of Zimbabwe, 1982). However, the declining phase of public investment 

growth coincided with the intensification of the liberation war destroying physical 

infrastructures (Seidman, 1986). On the economic growth front, a weak positive correlation is 

recognisable during these two public investment growth episodes. Initially, economic growth 

assumed a positive trend from 3.2% in 1965 to about 13% in 1970, with wide swings. The 

positive economic growth pattern correlated with the increasing public investment growth 

during that time. From 1971 to 1977, economic growth rates were in free fall coinciding with 

the declining phase of public investment growth. 

 

From 1980 to 1983, there was a marked sharp increase in public investment that corresponds 

to the high market interventionist policies extended by the new government in 1980 (Herbst, 

1990). A year later, in 1984, public investment growth fell from its peak in 1983 to 7.9% of 

Gross Domestic Product (GDP) and then it assumed moderate growth rates that lasted until 

1989. The decline to moderate growth suggested the building up of public investment funding 

constraints as the external debt to GDP ratio was growing to unattainable levels (Herbst, 

1990). Economic growth, however, recovered from the 1977 bottom peaking at 12.5% in 

1981. This economic recovery correlated with a rise in public investment, essentially in 

education, health, transport and agriculture (Herbst, 1990). Economic growth rates 

subsequently became erratic, that is, from 1982 to 1989, with no distinct pattern. 

 

Public investment growth again assumed a steady downward trend from 1990 until 2008, 

which was a period marked by IMF sponsored commercialisation and privatisation of state 

enterprises (Government of Zimbabwe, 2009b). However, economic growth rates continued 

their erratic growth pattern, recovering from the 1992 bottom before reaching a peak in 1996. 

They then slipped back into negative growth rates from 2002 until 2008. The low economic 

growth rates achieved in the years 1992, 2003 and 2008 are mainly explained by the droughts 

which adversely affected productivity in the agricultural sector - the backbone of the 

economy (Government of Zimbabwe, 2009b). 
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The reversal of the 1990 to 2008 public investment growth decline commenced in 2009 when 

it assumed a steady positive growth trend. In 2009, the new unity government set up state 

enterprises to tackle the provision of critical infrastructures, as one of the drivers of economic 

growth (African Development Bank (AfDB), 2011). Economic growth responded positively 

to this policy: it recovered from the negative of 2008 to a high of 10.6% in 2012, before 

decelerating to 3.8% in 2014. 

Overall, while there is no definite relationship established between public investment and 

economic growth in Zimbabwe from 1965 to 2014, there are some growth episodes in which 

they appear to be correlated. These are: (i) the UDI period until 1977; (ii) from 1980 to 1983; 

and (iii) from 2008 to 2014. 

5.2.4 Challenges Facing Public Investment in Zimbabwe 

While Zimbabwe has made significant progress in easing its business operating environment, 

there are still some challenges that impede further public investment growth. These include 

inadequate capital, huge debt overhang and inefficient operations and pricing models (AfDB, 

2011). As is the case with most African countries, Zimbabwe faces the challenge of capital 

inadequacy to fund its public infrastructural projects (AfDB, 2011). To some extent, this is 

due to low gross domestic savings, particularly from the household sector. The high 

Zimbabwe external debt is equally to blame for the country’s challenges in accessing long-

term capital from the international financial markets for adequate funding of its public 

infrastructural projects. This unsustainable high external debt to GDP ratio has often 

negatively affected Zimbabwe credit-worthiness, which restricts it access to cheap credit lines 

(AfDB, 2011). 

The inadequacy of capital for public investment growth in Zimbabwe has also been caused by 

the inefficient operating and pricing models used by some state enterprises (AfDB, 2011). 

These inefficiently employed operations often lead to revenue leakages limiting state 

enterprises’ capacity to fund their routine maintenance programmes and introduce new 

expansion. Moreover, the adopted inefficient pricing systems by some state enterprises do not 

allow for the full recovery of production costs often resulting in unsustainable losses (RBZ, 

2007; AfDB, 2011). 
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Lastly, while the government of Zimbabwe has made significant investment policy 

interventions to ease doing business, it still needs to improve its business operating 

environment. According to the World Bank’s 2013 business indication, Zimbabwe, unlike 

Malawi, Zambia and South Africa, fell from the ranking of 157 out of 185 countries in 2011 

to 173 out of 185 countries in 2012 (AfDB, 2013). The low ranking for Zimbabwe is 

attributable to the higher perceived political and economic risks associated with the country 

(Nyarota et al., 2015).  

5.3 The Dynamics of Private Investment in Zimbabwe 

The evolution of private investment in Zimbabwe also started before its independence in 

1980. In the period before the UDI in 1965, private investment was economically dominant 

since the economy was market-led (Government of Zimbabwe, 1982). The growth in private 

investment was propelled by the established essential public infrastructures such as transport 

and energy. For example, taking advantage of the availability of power and the railway 

system, private investment in the manufacturing industry escalated (Government of 

Zimbabwe, 1982). 

During the 1965 to 1980 period, private investment growth was significantly influenced by 

the market interventionist and protectionist policies adopted by the colonial government after 

its UDI in 1965 (Seidman, 1986). For example, private farmers (mostly whites), through the 

established agricultural parastatals, accessed subsidised inputs and credit facilities and had a 

guaranteed market for their produce (Seidman, 1986). In the same way, the protectionist 

tariffs helped the growth of private manufacturing industries as they shielded them from 

external competition (Seidman, 1986). 

  

From 1980 to 1990, the extended market interventionist policies adopted by the new 

government in 1980 shaped private investment growth. The private investment state 

takeovers and creation of state monopolies characteristic of the period overshadowed private 

investment growth. The new administration's chief preoccupation was to address the 

economic imbalances of the colonial era, so public investment in health, education and 

agriculture became necessary (Seidman, 1986). This meant that private investment growth 
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remained subdued for the greater part of the 1980 to 1990 period (Government of Zimbabwe, 

1992). 

 

The following sections discuss private investment growth from 1990 to 2014. Section 5.3.1 

presents the commercialisation and privatisation of state enterprises in Zimbabwe through the 

ESAP from 1991 to 1996. Section 5.3.2 discusses private investment growth during the 

ZIMPREST era to 2014. Section 5.3.3 analyses private investment and economic growth 

trends from 1965 to 2014 while Section 5.3.4 concludes by discussing the challenges 

currently affecting private investment growth in Zimbabwe. 

 

5.3.1 The Commercialisation and Privatisation of State Enterprises through the 

Economic Structural Adjustment Programme (1991–1996) 

Following the heavy financial losses incurred by public enterprises and the resulting high 

government debt-GDP ratio which weighed down economic growth rates, the Zimbabwean 

government adopted market reforms in 1991 under the auspices of the IMF and the World 

Bank (WB)-backed ESAP (Government of Zimbabwe, 1991a). The main aim of the ESAP 

was to remove all the market interventionist practices of the old economic policy regime 

remaining in the growth path of the private sector enterprises. The ultimate goal was to 

position the private sector as the engine of an economic growth process in Zimbabwe. Thus, 

some critical reforms implemented to enable the operation of market forces included 

domestic deregulation, financial sector and monetary policy liberalisation, fiscal policy and 

tax changes and labour market liberalisation (Government of Zimbabwe, 1991a). These 

reforms were applied in parallel with the public enterprise reforms designed to start with the 

commercialisation of the identified SOEs in preparation for full privatisation (Government of 

Zimbabwe, 1991a). 

Domestic Deregulation  

Domestic deregulation involved removal of price controls, and distribution and investment 

approvals that were obstacles to the full working of the market system. The result was the 

deletion of some products from the restrictive price control list, except food-stuff 

(Government of Zimbabwe, 1991c). Only five products were still under government price 
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control by 1992. To promote new private enterprises, the red tape that was prevalent in the 

approval process was also eliminated (Government of Zimbabwe, 1992). 

Financial Sector and Monetary Policy Reforms 

The government removed all restrictive measures to enhance competition in the financial 

sector in the formation of financial institutions. This resulted in the establishment of a 

number of banks, particularly of indigenous origin in the area dominated by foreign and 

government-owned banks (Government of Zimbabwe, 1992). Central to the financial sector 

and monetary policy reform was the gradual interest rate liberalisation undertaken in 1992. 

Interest rates were made to respond to the dictates of the market forces. The exception, 

however, was mortgage interest rates which remained controlled (Government of Zimbabwe, 

1992). 

Fiscal Policy and Tax Reform 

The objective of fiscal policy and tax reform was to reduce high public expenditure and re-

allocate the resources to the productive sectors of the economy. The budget deficit of 10% of 

GDP primarily driven by public enterprise subsidies and financial losses was targeted to 

reduce to 5% of GDP by 1994/1995 (Government of Zimbabwe, 1991c). The reallocation of 

resources to more productive business ventures was to be achieved by the reduction of the 

35% tax ratio to GDP to 33% by the end of 1995 (Government of Zimbabwe, 1991b). 

 Labour Market Reforms 

The restrictive labour market practices, which were too protective on the workers’ side, were 

reduced, giving more flexibility to the firms to lay off workers when necessary and pay them 

productivity-based earnings. This entailed the elimination of the minimum wage policy of the 

1980s, replacing it with collective bargaining-based remuneration. A statutory instrument 404 

of 1990 to enhance the smooth flow of labour was introduced and this quickened and relaxed 

the process of labour retrenchment (Government of Zimbabwe, 1991b). 
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Public Enterprise Reform 

As part of the ongoing economic reforms, in 1999, the government of Zimbabwe started the 

privatisation of public enterprises to eliminate budget deficits and enhance economic 

efficiency (Government of Zimbabwe, 1991b). In preparation for their full privatisation, the 

state enterprises were first to undergo the commercialisation process to wean them off 

government protection and expose them to the competitive environment. Thus, the parastatals 

were made autonomous in micro decision-making on issues such as hiring and firing, 

investment and price setting (Government of Zimbabwe, 1998). 

The fully commercialised state enterprises were registered as private limited companies with 

a 100% government ownership. The government of Zimbabwe would benefit from this 

arrangement through revenue collection. The newly commercialised state enterprises were 

expected to pay a tax that would improve the government’s resource base. The government’s 

tendency to borrow from foreign and domestic capital markets to support the parastatals was 

also expected to decline as they were now independent entities (Government of Zimbabwe, 

1998). The commercialisation of the state enterprises was envisaged as resulting in the 

release of more resources, thereby contributing towards more productive activities in the 

economy (Government of Zimbabwe, 1991b). 

The inter-ministerial committee was set up in 1994 to accelerate the commercialisation and 

privatisation programme. This team was to produce a policy paper on how it would proceed 

with the commercialisation and privatisation of state enterprises. Hence, it adopted the 

tranching approach grouping state enterprises into three major tranches (Appendix 4). 

Tranche 1a contained state enterprises in the social function category and these would be 

retained as parastatals. Tranche 1b was composed of state enterprises that had a promotional 

purpose and were also retained. Tranche 2 consisted of state enterprises of strategic 

importance to the government and were to remain as government-owned entities. The state 

enterprises in the first two tranches were the candidates for full commercialisation only 

(Government of Zimbabwe, 1998). The third tranche consisted of state enterprises in 

commercial activities and these were candidates for commercialisation and then for a 

privatisation exercise (Government of Zimbabwe, 1998).    
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The agricultural sector was one of the areas where the restructuring and commercialisation 

were significant after the tranching of state enterprises. The important cases are the Cotton 

Marketing Board (CMB), Dairy Marketing Board (DMB), Grain Marketing Board (GMB) 

and the Cold Storage Commission (CSC). These agricultural parastatals were subjected to the 

fast track reform process to achieve high operating efficiency. After commercialisation, the 

state enterprises were incorporated as private companies which were 100% government-

owned. In assuming their new legal status, CMB became the Cotton Company of Zimbabwe 

(Cottco), DMB converted to Dairiboard Zimbabwe Ltd (DZL) and the CSC became the Cold 

Storage Company (CSC) (Government of Zimbabwe, 1998). Also, the government of 

Zimbabwe assumed the Z$4 billion debt of these three major agricultural state enterprises 

(Government of Zimbabwe, 1996). 

5.3.2 Enhanced Privatisation Under the Zimbabwe Programme for Economic and 

Social Transformation (1996-2000) 

At the end of the first phase of commercialisation under ESAP in 1995, no public enterprise 

in Zimbabwe was ready for privatisation. In fact, the conditions responsible for the 

ineffectiveness and inefficiency of the public enterprises were still prevalent. Though the 

commercialised state enterprises were registered as private companies under the Companies 

Act, they were still governed by their line ministries through the Act of Parliament 

(Government of Zimbabwe, 1996). On the positive side though, there was a significant 

reduction in fiscal deficit for the aggregate public enterprises. The financial losses which 

were Z$4 707 million in the 1992/93 financial year had reduced to Z$ 648 million in the 

1993/94 financial year (Government of Zimbabwe, 1996). However, the commercialisation 

and privatisation targets set during the ESAP era were not met. 

The government of Zimbabwe then introduced the ZIMPREST to take over from ESAP and 

finish the privatisation exercise. Completing the public enterprise reform through the 

restructuring, rationalisation and privatisation of public enterprises became the core mandate 

of ZIMPREST. To speed up the reform process, a programme for the divestiture of state 

enterprises (mostly for those whose Acts of Parliament remained in force) was formed (See 

Table 2 in Appendix 4).   
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More notable progress was registered, however, in the second phase of privatisation (1996 – 

1999) than in the first stage. Out of a total of 40 state enterprises planned for divestiture, five 

were successfully privatised. These were the Commercial Bank of Zimbabwe (CBZ), the 

DZL, the Zimbabwe Reinsurance Company (ZIMRE), the Zimbabwe Tourism Group of 

Companies (RTG) and Cottco (Government of Zimbabwe, 2000). The first to be privatised 

were the DZL, Cottco and CBZ in 1997. ZIMRE and the RTG were later privatised in 1999 

(Government of Zimbabwe, 2000). The state, however, retained some minority stakes in all 

the privatisation exercises concluded. 

In comparison to the first phase of privatisation, there was some progress in the second phase 

of privatisation. However, the speed of privatisation fell short of the expectations by the 

stakeholders who included the WB and the IMF. This slow pace resulted in the formation of 

PAZ in 1999 to take over the privatisation business from the 1994 established inter-

ministerial committee of the cabinet (RBZ, 2007). According to the RBZ (2007), PAZ was to 

manage and lead the privatisation exercise with the following roles: 

 it was mandated to help, support and speed up the privatisation programme working 

in liaison with line ministries and parastatals; 

 to ensure smooth progress subject to approval by the inter-ministerial committee on 

privatisation on the plan of divestiture; 

 ensure that all the privatisation processes were successful; and 

 ensure that the privatisation processes would lead to job creation and foreign 

currency earnings for Zimbabwe. 

5.3.3 Private Investment and Economic Growth Trends 

The economic growth strategies implemented in Zimbabwe from 1965 to 2014 had various 

implications regarding private investment and economic growth. Figure 5.2 illustrates the 

private investment and economic growth trends for the Zimbabwean economy from 1965 to 

2014. 

 



  

110 

 

 

Figure 5.2: Private Investment and Economic Growth in Zimbabwe (1965-2014) 

 

 

 

 

 

 

 

 

 

 

 

Sources: RBZ (Various Issues) and World Bank (2015a) 

As illustrated in Figure 5.2, private investment assumed an upward growth trend from 7.6% 

of GDP in 1965 to 14.2% of GDP in 1974. The adopted inward-looking growth strategy by 

the colonial government during the period partly explained this increase in private investment 

growth (Seidman, 1986). However, this reversed the following year when private investment 

growth followed a downward trend in 1975 at 13.7% of GDP to 8.4% of GDP in 1978. The 

negative macroeconomic environment due to the intensification of the liberation war could 

partly explain this decline (Seidman, 1986). Economic growth rates co-moved with private 

investment growth in these growth episodes. 

Private investment recovered in 1979 from its low of 1978, but this recovery was short and 

ended in 1983. It then grew at a moderate rate until 1990. The recovery phase could be a 

reflection of the private investment promotion policies that were implemented in parallel to 

the enhancement of public enterprises’ growth by the new government in 1980 (Government 

of Zimbabwe, 2006). However, its moderate growth rates could be a reflection of the growing 
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resource constraint that emanated from the high public debt to GDP ratio during the period 

(Government of Zimbabwe, 2006). Economic growth rates were still positively responding to 

private investment growth, particularly in the recovery phase. 

From 1990 to 2000, private investment achieved relatively higher growth rates, reaching the 

highest level of 22.5% of GDP in 1993. The privatisation programmes which promoted 

private sector-led economic growth were responsible for these high growth rates 

(Government of Zimbabwe, 2006). During this growth episode, economic growth rates were 

high, although they continued exhibiting an erratic growth pattern. 

In the 1990s, this reversed and private investment followed a downward growth path from 

2000 until 2008. This period registered the two lowest growth rates – 1.2% of GDP in 2003 

and 0.1% of GDP in 2008 and this coincided with the highest economic contraction of a 

negative 17.16% in 2003 and negative 17.66% in 2008. There are a number of factors, which 

caused this private investment and economic growth phenomenon, including the fast track 

‘land reform’ programme adopted in 2000 that adversely affected the productivity of related 

agricultural industries (AfDB, 2011). 

However, from 2009 until 2014, private investment was on a general upward trend and so 

were economic growth rates. Private investment growth benefited from the private sector 

growth promotion initiatives undertaken by the new unity government in 2009 (AfDB, 2011).      

5.3.4 Challenges Facing Private Investment in Zimbabwe 

Even though the Zimbabwean government launched a one-stop shop in 2010 to reduce the 

new business formation period from more than 50 days to 11 days, a number of investment 

growth constraints still needed to be addressed. The challenges that affect private investment 

growth in Zimbabwe include the following: (i) lack of clarity with regard to the policy 

environment that emanates from implementation inconsistencies, particularly the regulations 

for economic empowerment and indigenisation; (ii) high national debt overhang that reduced 

the country’s credit worthiness and resulted in highly priced lines of credit; (iii) low business 

confidence; (iv) liquidity constraint that has denied long-term finance to the productive 

sectors; (v) low industrial competitiveness due to the use of outdated technology and obsolete 

equipment; (vi) inadequate infrastructure, particularly in energy, water, health and transport; 
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(vii) general inefficiencies in public enterprises; and (viii) small and unpredictable rain 

pattern (Government of Zimbabwe, 2014; RBZ, 2013; AfDB, 2012). 

Although the prevalence of the challenges cut across all sectors in Zimbabwe, they are felt 

most by enterprises in the mining, agriculture, manufacturing and construction, which are the 

pillars of the country’s economy. For example, their growth has been burdened by the 

scarcity of long term and cheap finance, principally because of the country’s high-risk 

premium caused by huge debt and policy inconsistencies (AfDB, 2012). This has 

significantly undermined industrial competitiveness in Zimbabwean enterprises through, for 

instance, the inability to invest in modern technology and power generation and to hire 

skilled labour. 

Lastly, the exchange rate movements of the United States Dollar and the South African Rand 

have recently posed growth challenges to private investment in Zimbabwe (UNECA, 2015). 

Zimbabwe, having adopted the multiple currency system since 2009, the exchange rates of 

these two major currencies have created trade balance challenges. For example, the 

strengthening of the United States Dollar against other currencies has rendered the 

Zimbabwean exports uncompetitive. In the same way, the weakening South African Rand has 

also made Zimbabwean manufactured goods uncompetitive in its domestic market (UNECA, 

2015). 

5.4 Public and Private Investment Trends in Zimbabwe (1965-2014) 

In summing up the economic policies from 1965 to 2014, the growth trends of public and 

private investment, which are reflective of such policies, are illustrated in Figure 5.3.  
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Figure 5.3: Public and Private Investment Growth Trends in Zimbabwe (1965-2014) 

 

 

 

 

 

 

 

 

 

Sources: RBZ (Various Issues) and World Bank (2015a) 

As can be seen in Figure 5.3, both private and public investment steadily rose from 1965 and 

peaked in 1975/76. This growth was precipitated by the adopted inward-looking economic 

growth policy following UDI by the then colonial government (Seidman, 1986). Though few 

new state enterprises were formed, growth in public investment occurred in the then existing 

parastatals in the manufacturing, agriculture, mining, and transport and energy sectors 

(Government of Zimbabwe, 1982). The success of the adopted import substitution policy 

demanded the strengthening of public investment in these enterprises. The growth in the 

private capital also took advantage of the increase in core infrastructure provision emanating 

from public enterprise growth during the time. This created a mixed economy in which 

private capital was dominant and the economic system was responsible for the impressive 

economic growth performance (Government of Zimbabwe, 1982). However, due to the 

intensification of the ongoing physical liberation war, which destroyed the fixed physical 

capital, both public and private investment declined from their 1975/76 peaks, reaching the 

bottom in the 1978-1980 period (Seidman, 1986). 

Upon attaining independence in 1980, the new government advanced the market 

interventionist economic policy that was characteristic of the former administration. Public 
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investment grew rapidly for the first four years (1980 to 1983), but it did not compromise the 

vibrancy of private capital during the same period. Public investment growth was enhanced to 

correct on the inherited racial and economic imbalance (Seidman, 1986). Hence, growth in 

state investment in road construction (linking communal farmers to markets), energy, health, 

education and other social services became increasingly important (Seidman, 1986). 

However, the effect of high growth in public investment on private investment growth was 

evident during the period 1983 to 1989. The highly deficit-financed public investment growth 

crowded out the growth potential of private investment. Private investment growth, which 

used to be higher than its counterpart during the 1965-1982 period, was slowed and  lagged 

behind public investment in 1982/1983 (Government of Zimbabwe, 1991b).  

With the privatisation that started in the 1991 to 2000 period, growth in private investment 

increased, surpassing that of public sector investment. The newly adopted economic policy 

promoted private capital leadership as the engine of economic growth, limiting the increase in 

public investment to core infrastructure provision that crowded in private investment. Thus, 

public investment declined from its highs of 1989, reaching the lowest in 1999 (Government 

of Zimbabwe, 2006). 

From 2000 to 2008, both public investment and private investment grew at declining rates, 

reaching the bottom at 0.1% of GDP in 2008. The effect of the ‘land reform’ programme that 

resulted in capital flight in several sectors of the economy cannot be separated from the low 

growth performance of the two components of investment in Zimbabwe (AfDB, 2011). 

However, the government of national unity framework that operated from 2009 set in motion 

a positive growth trend for both public and private investment in Zimbabwe. With growing 

investor confidence, private investment (both from domestic and foreign markets) recovered 

from its low of 2008. Also, the government resumed its role of ensuring necessary 

infrastructure provision by expanding public sector investment (AfDB, 2011). This 

stimulated further growth in private investment which assumed a sharp recovery, reaching a 

peak in 2012 at 14.2% of GDP. 
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5.5 Conclusion 

This chapter has discussed the growth dynamics of public and private investment and 

economic growth in Zimbabwe from 1965 to 2014. Five extensive economic periods were 

identified that influenced the growth trends of the two components of investments and the 

resulting relative effect on economic growth rates. These are: (i) the rise in public enterprise 

growth during the UDI period (1965-1980); (ii) the extended growth in public enterprise after 

independence (1980-1990); (iii) the first phase of privatisation under ESAP (1991-1995); (iv) 

the second phase of privatisation under ZIMPREST (1996-2000); and (v) state enterprise 

restructuring (2000-2014). 

Necessitated by the adopted import substitution economic growth strategy following the UDI 

(1965–1980), massive public enterprise growth became a stimulus tool to self-grow the 

economy. With the advantage of the core infrastructures provided by public enterprise, 

private enterprises grew during the period, thereby creating a vibrant mixed economic 

system. The economic growth rates were very positive, averaging 6.5%. However, 

interruptions to the growth trend occurred during 1977 to 1979 with the destruction of 

physical infrastructure due to the intensification of the physical liberation war.  

The new government extended the market intervention policies from 1980 to 1990 to correct 

the economic imbalances inherited from the colonial rule. Public enterprise growth was 

regarded as the vehicle through which the government was to achieve its developmental 

objectives, that is, growth with equity. Partly because of the huge infrastructural gap that was 

inherited, economic growth rates were impressive following the massive public investment 

growth in utilities. The limit to this growth buoyancy was reached when the private sector 

crowding out effect set in as the public enterprise growth was being debt-financed. The 

enormous financial losses of most parastatals that followed reversed the high economic 

growth rates initially achieved.  

Just like most African economies during that time, the economic crisis developing in 

Zimbabwe due to the huge debt burden and public enterprises’ inefficiencies, forced the 

government to adopt market policies in the spirit of ESAP in 1991. Through the privatisation 

programme central to ESAP, efficiency of the identified state enterprises was to be enhanced 

by their commercialisation before their final sale to the private sector. Though no deals were 
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concluded by the end of the first privatisation phase in 1995, the result of the exercise was 

evident: the growth of public enterprises was suppressed. The growth of private enterprises 

increased and the economic growth rates were high and growing. 

Private investment growth was further enhanced through ZIMPREST interventions during 

1996 to 2000. In relative terms, compared to its Malawian and Zambian counterparts, the 

Zimbabwean privatisation exercise was less successful. Out of a total of 40 enterprises 

planned for divestiture, only five were successfully sold. With the setting in of the economic 

meltdown from 2000 to 2008, following the fast track land reform programme in 2000, the 

privatisation exercise slowed down. In contrast to the ongoing spirit of privatisation, the 

government’s emphasis changed to restructuring of state enterprises by dismantling them into 

small units, which were then subject to commercialisation. The high portfolio of state 

enterprises was maintained and the new unity government that came in 2009 ushered in 

investor confidence, which helped reverse the negative economic growth that had bottomed 

in 2008. 

While it is argued that the Zimbabwean economy is a mixed system, it is important to point 

out that besides holding large portfolios in the basic infrastructure enterprises, the state still 

actively participates in the commercial activities that compete directly with the private sector 

enterprises. 
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CHAPTER 6 

 

PUBLIC AND PRIVATE INVESTMENT AND ECONOMIC GROWTH: 

THEORETICAL AND EMPIRICAL LITERATURE REVIEW 

 

6.1 Introduction 

This chapter is the part of the thesis that focuses on the theoretical and empirical literature 

review on the relationship between public and private investment and economic growth. It is 

subdivided into four sections. Section 6.2 reviews the theoretical literature on the relationship 

between public and private investment and economic growth. Section 6.3 examines the 

empirical literature on public and private investment and economic growth. Finally, Section 

6.4 presents some concluding remarks. 

6.2 Public and Private Investment and Economic Growth: A Theoretical Framework 

Policymaking and academic circles have recently been inundated with debates on the relative 

importance of public and private investment in the economic growth process. The focus of 

the debate has centred on two related issues, namely: (i) whether a resource unit allocated to 

public investment contributes more to economic growth than the equivalent amount allocated 

to private investment; and (ii) whether public investment spending crowds in or crowds out 

private investment in the economic growth process.  

The following Sections review the theoretical literature on the relationship between public 

and private investment and economic growth. Section 6.2.1 reviews theoretical literature on 

economic growth models vis-a-vis public and private investment while Section 6.2.2 reviews 

literature on the theories of investment – how they relate to national output. Section 6.2.3 

looks at the theoretical literature on the crowding out or crowding in effects of public 

investment on private investment. 

 

 



  

118 

 

 

6.2.1 Economic Growth Models and Public and Private Investment: A Theoretical 

Review 

Several theoretical models explain the relationship between investment and economic 

growth. They range from the Harrod (1939) and Domar (1947) models to the modern 

economic growth approaches. Though most of these models in their theoretical exposition do 

not split aggregate investment into public and private counterparts, they do provide the 

essential and relevant theoretical proxies in the empirical studies of public and private 

investment and economic growth. These models are briefly discussed in the Sections that 

follow. Section 6.2.1.1 presents the Harrod-Domar growth model, which emphasises capital 

accumulation as a pre-condition for growth. Section 6.2.1.2 discusses the exogenous growth 

model as pioneered by Solow (1956) and Swan (1956). The endogenous growth model 

(Romer, 1990; Lucas, 1988, Rebelo, 1991) that arose from the dissatisfaction with the 

neoclassicals is reviewed in Section 6.2.1.3. 

6.2.1.1 The Harrod-Domar Economic Growth Model 

Since the work of Smith (1776), economists have been trying to theorise the various sources 

of economic growth. The theoretical works of Harrod (1939, 1948) and Domar (1947) 

eventually formalised the understanding of economic growth theory. At the centre of the 

Harrod-Domar model of economic growth was the proposition that progressive accumulation 

of new physical capital financed by savings and investments leads to higher production levels 

at the micro level and higher economic growth at the macro level. 

Taking Y to represent output that is positively correlated to K, the initial level of plant and 

equipment at the start of the year, Harrod-Domar demonstrated that: 

Y(t) = β K(t-1) …………………………………………………………………………  (6.1) 

Then: Y(t) – Y(t-1) = β [ K(t-1) – K (t-2)] ……………………………………………..  (6.2)  

The right-hand side of the equation (6.2) refers to the net investment of last year that can be 

written as β I(t-1). Dividing both sides of equation two with Y(t-1) – that is, last year’s output 

would result in equation (6.3) as: 

Y(t) – Y(t-1) ∕ Y(t-1) = β I(t-1) ∕Y(t-1) …………………………………………………..(6.3) 
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Equation (6.3) means that the current year’s economic growth is equal to the investment- 

output ratio of the previous year. In other words, this year’s output directly relates to the 

previous year’s output. Referred to as capital ‘fundamentalism’ depicting the centrality 

played by investment in economic growth, this framework was widely applied in economic 

policy formulation in the 1950s and 1960s (Easterly, 1997). 

How did this framework work? Harrod-Domar explains that when an economy desires higher 

output, it simply needs to accumulate more capital. The translation of capital to output is 

made possible by a given capital-output ratio, which is a measure of capital efficiency. This 

capital-output ratio was assumed to be constant in any given economy as suggested by the 

historical data used to build this framework during that time. Figure 6.1 shows the impact of 

an increase in investment on output in the Harrod-Domar framework. 

Figure 6.1: Impact of an Increase in Investment on Output in the Harrod – Domar 

Framework 

 

Source: World Bank (2000b) 
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As depicted in Figure 6.1, given the initial level of capital (machinery) investment and any 

level of capital-output ratio, the rate of new capital stock formation (investment) has a direct 

bearing on national output growth rates. It is solely investment that can take an economy to a 

higher growth path. 

This framework implies that developing countries can eventually catch up with developed 

countries by simply continually accumulating capital (machinery) – on the assumption that 

investment has no diminishing returns. However, this envisaged convergence as the World 

Bank (2000b) pointed out, may be limited by the unavailability of adequate resources in 

developing countries to finance investment levels that would guarantee them their desired 

growth rate. 

While theoretically, the Harrod-Domar model made some propositions that were plausible in 

explaining the economic growth process, it omitted other important factors that affect 

production such as labour. The justification for this, as Lewis (1954) put it, was the 

assumption that developing countries had surplus labour and the only scarce resource was 

physical capital. However, this simple investment–growth framework may break down in the 

wake of labour resource constraints. 

6.2.1.2 The Neoclassical Growth Model 

The neoclassical economic growth model as primarily hypothesised by Solow (1956) and 

Swan (1956) and later by Cass (1965) and Koopmans (1965), presented an improvement to 

the simple investment-growth proposition by Harrod-Domar. It introduced a different 

perspective on the role played by investment in the theoretical literature on economic growth. 

In the Solow-Swan growth model feature an aggregate Cobb-Douglas production function 

with constant returns to scale. It allowed for the smooth substitution between two-factor 

inputs, capital and labour individually facing diminishing returns to scale, that is, the 

continual accumulation of each factor of production, given all things constant, would result in 

decreasing incremental units of output. Equally comforting to some economists is its use of 

the competitive markets whose demand and supply equilibrium ensure the efficient use of the 

factors of production, capital and labour. 
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An important question concerns the role of investment in economic growth within this 

neoclassical growth framework. The impact of capital on economic growth in the Solow-

Swan model can be drawn from its long-run or steady-state implication. The internal 

mechanism of the model is that it takes the capital stock relative to labour (capital-labour 

ratio) and compares it to its competitive steady-state level. If the capital-labour ratio is lower 

than its long-run level, higher output can be produced by accumulating more capital. Subject 

to diminishing returns, continual accumulation of capital will add decreasing amounts of 

output until the steady-state level is reached where output growth is no longer responsive to 

higher capital stock or investment. Conversely, if the capital-labour ratio is greater than the 

steady-state level, reduction in capital stock relative to its labour counterpart is needed. 

Thus, according to the Solow-Swan model, changes in capital or investment and labour affect 

output or GDP until the steady-state per capita income is reached. This implies that 

investment is important in determining growth in the short run, but in the long run, its effect 

on national output is only neutral. From the model, one can conclude that low-income 

countries with lower capital-labour ratio will grow faster than richer countries with a higher 

capital-labour ratio. Growth will be such that low-income countries will in time catch up or 

converge in per capita income terms with their wealthy counterparts that face diminishing 

returns on capital. 

 

In the absence of technical progress, per capita growth will eventually cease for rich countries 

with high capital stock in the neoclassical framework. This prediction affirms the Malthus 

(1798) and Ricardo (1817) proposition that continued new capital accumulation will 

eventually yield zero output in the face of diminishing returns to capital.  

 

However, it can be difficult to accept the Solow-Swan convergence theorem (through a 

simple continual accumulation of capital by low-income countries) as it has never appeared 

on the horizon. An important stylised fact for most economies has shown that they have 

experienced sustained growth in per capita income in the long run by continually 

accumulating physical capital (Barro, 1991; Barro & Sala-i-Martin, 2004). This led Solow 

(1957) to correct this weakness by assuming that economic growth, in the long run, is 

determined exogenously by technological progress. The technology was seen as ‘manna from 
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heaven’ and automatically is available to the economy with no investment effort to acquire it 

in the neoclassical model. 

 

Consequently, the inclusion of technical progress, though exogenous to the model, has 

enabled the neoclassicals to explain the sustained positive returns on capital in the long run. 

The presence of technical progress eliminates the effect of diminishing returns to capital in 

the steady state as primarily put forward by the Solow-Swan framework.   

 

In addition, the model also implies that temporary shocks to the economy such as government 

policy only affect the transition to a new steady state – they do not affect growth in the long 

run. Conclusively, according to the neoclassicals, differences in economic growth across 

economies and over-time for the same economy can only be explained by the country’s 

investment rate, population growth and exogenous technical progress (Romer, 1986). This 

places the importance of investment (private and public) at the forefront in economic growth 

processes. 

6.2.1.3 The Endogenous Growth Model 

The endogenous growth theory is mainly due to the work of Romer (1986, 1987) who sought 

to explain how investment affects long-run economic growth through technical progress. 

According to the theory, investment can have a sustained long-run positive impact on 

economic growth through technological progress that does not exist in the early version of the 

neoclassical model. Unlike the neoclassicals who later took technical progress as exogenous 

to the growth model, the endogenous theory internalises it as it seeks to explain the reason 

why positive economic growth can be sustained in the long run as economies accumulate 

more capital (Barro, 1996). 

The inclusion of technical progress in the neoclassical model was problematic since the 

fundamental assumptions, which worked very well according to Cass (1965), Koopman 

(1965) and Ramsey (1928), would break down. Taking technical progress as exogenous to 

the economic growth model according to the neoclassical school was fine since new ideas 

embodied in technological advance have some traits of public good. This then implies that for 

any state of technology, the constant returns-to-scale assumptions can be maintained in the 



  

123 

 

 

standard rival factors of production, that is, labour, land and capital. However, the inclusion 

of non-rival new ideas in the production process, which is the centre pin of the endogenous 

growth literature, entails that capital would exhibit increasing returns to scale, which act in 

conflict with the perfect competition model of the neoclassicals. 

 

Moreover, technical progress does not come as ‘manna from heaven’, as the neoclassicals put 

it. In most cases, new ideas in the production processes involve some deliberate investment to 

succeed. Because of their non-rival and non-excludable nature, the marginal cost of these 

new ideas is zero. Given this setting, it is reasonable to assume that no new ideas will be 

supplied since the inventor would not recoup his/her outlay from such an activity. 

 

Despite these shortcomings in the treatment of technical progress by the neoclassicals, Arrow 

(1962) and Sheshinski (1967) showed that the assumptions of perfect competition can still be 

upheld. In their work, they came up with models in which new ideas are the unintended by-

products of investment or production through a mechanism of discovery by doing. Once one 

firm makes a discovery, because ideas are non-rival, they will spread over the entire economy 

instantly, maintaining the assumption of constant returns to scale. While the competitive 

framework can be retained to derive equilibrium in technical advancement in this setup, 

Romer (1986) cautioned that the resulting economic growth would not be Pareto optimal as 

there are no incentives to invest in new ideas. 

 

The inclusion of new ideas as a result of a purposive Research and Development (R&D) 

investment effort in the Arrow and Sheshinski framework would not work as this violates the 

assumptions of perfect competition. New ideas from R&D investment would entail that their 

diffusion proceeds gradually to other producers. Thus, firms at the technological cutting-edge 

will uniquely enjoy increasing returns to capital accumulation for quite a while. In this 

setting, in the theory of technical progress, it was reasonable to incorporate some elements of 

imperfect competition framework – work later done by Romer (1987, 1990).  

 

The initial work on the endogenous growth theory by Romer (1986) and Lucas (1988) based 

on the research of Sheshinski (1967), Arrow (1962) and Uzawa (1965) indicated that the 

economy can grow indefinitely in the long run due to the absence of diminishing returns in 
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higher capital accumulation (including human capital) as economies developed. This 

confirmed Knight’s (1944) research on capital accumulation and economic growth. The 

positive externality from human capital investments and the spillovers across producers of 

knowledge can account for the ever-positive marginal product of capital. 

 

The research work, including the R&D theories and imperfect competition in economic 

growth framework, began with Romer (1987, 1990) with significant contributions from 

Lucas (1990), Grossman & Helpman (1991), Aghion & Howitt (1992), Easterly & Rebelo 

(1993), Barro & Sala-i-Martin (1995). In this arrangement, technical progress results from 

purposive investment in R&D and grants monopolies to innovative firms through the 

institutions of patent rights. 

 

In this setting, as long as there is a supply of new ideas through R&D, economic growth rates 

would remain positive in the long run. The marginal product of the continual increase in 

capital will not suffer from diminishing returns since purposive R&D would result in 

increasing returns to capital. However, the resulting economic growth equilibrium will fall 

short of the Pareto optimal that society deems desirable. 

 

Thus, to correct this market failure (bringing the equilibrium economic growth rate to the 

Pareto optimal level), government actions are important. These activities may involve 

investment in public infrastructure services, taxation, maintenance of law and order, 

protection of intellectual property, ensuring the security of property rights and the regulation 

of financial and international trade and other aspects of the economy (Barro, 1990). 

 

Conclusively, endogenous growth literature has demonstrated that as economies acquire more 

capital, in the long run, growth will result indefinitely through the endogenous technical 

progress that continually increases the marginal product of capital. It is important to note that 

this catalyst (technical progress) can be accessed through investment either from the private 

or public sector.  
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The adopted economic growth model 

This study adopted the endogenous economic growth model as the basis for the empirical 

model specification in examining the relative impact of public and private investment on 

economic growth. Firstly, the growth theory has desirable assumptions on the treatment of 

technical progress. Taking technical progress as an endogenous variable, unlike the 

neoclassical theory of economic growth, delays the law of diminishing returns which allows 

economies to grow in the long run through the accumulation of capital (both public and 

private). Thus, in the endogenous economic growth framework, estimating the long-run 

impact of public and private investment on economic growth is possible. Secondly, the 

endogenous growth model provides for the splitting of investment into public and private 

components and to examine the effect of each investment component on economic growth.  

6.2.2 Theories of Investment: A Review of their Effect on National Output 

The following Sections review the literature on the theories of investment. The appraisal 

focuses on the determination of investment and how it relates to economic growth. Section 

6.2.2.1 assesses the Keynesian theory of investment while Section 6.2.2.2 focuses on the 

neoclassical theory of investment. Section 6.2.2.3 looks at the accelerator theory of 

investment and Section 6.2.2.4 discusses the Q-theory of investment. 

6.2.2.1 The Keynesian Theory of Investment 

Keynes (1936) provides the foundation for investment determination and its relationship with 

the national output. According to Keynes (1936), firms make investments in plant, equipment 

and machinery to receive a return on such investment. Firms will invest until the present 

value of expected cash inflow from the investment is equal to the cost of capital that finances 

such investment. 

Taking    as future cash inflow, the net present value of investment (NPV) can be expressed 

as follows: 

          +    
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Where      represents the cash outflow arising from the current undertaking of investment,   

is the investment growth rate and r is the opportunity cost of capital. 

Keynes (1936) argued that as long as the marginal efficiency of capital, i, which measures the 

returns on investment at the margin, is above r, firms will continue to invest in plant, 

equipment and machinery. Firms will invest until r = i, that is, the net present value (NPV) of 

such investment is zero. 

The question is how the Keynesian basic theory of investment relates to national output. 

According to Keynes (1936), since investment is a major component of the aggregate 

demand, which determines national output, expectations by investors on the profitability of 

investment affects national output changes – the business cycles. During business booms, the 

investors’ expectations on the profitability of investment are high resulting in large 

investment undertakings that lead to output growth. However, during the business recession, 

the pessimism by investors’ results in national output contraction as investors cut back on 

their investments in plant, equipment and machinery. 

Thus, investors’ expectations are central to the Keynesian investment theory that informs 

investment decision-making. This implies that investment in the Keynesian framework is not 

an adjustment towards equilibrium (Eklund, 2013). Investors’ perception of risk and 

uncertainty informs their expectation about the profitability of investment, and since 

investment formation depends on expectations, its effect on national output is only short 

term.  

6.2.2.2 Neoclassical Investment Theory 

The neoclassical investment theory, due primarily to Jorgenson (1963, 1967, 1971), assumes 

the optimisation behaviour of the investor in the investment decision-making. Central to the 

neoclassical theory of investment is the optimisation behaviour by the firm; as it is assumed 

that firms seek to maximise profits in each period, resulting in optimal capital stock. By using 

the standard Cobb-Douglas production function, output by a firm can be expressed as 

follows: 
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   = f    ,   ) = A      ....................................................................................................(6.4) 

Where    is output by the individual firm, K and L are capital and labour, respectively in 

period t. The profit by the individual firm can then be presented as: 

   =                   ...................................................................................................   (6.5) 

Where     is profit,    is the unit price of output,    is the price of capital and    is the wage 

rate. Assuming that firms seek to maximise profits, the value of the firm in the current period 

can be expressed as follows: 

   = max       
 

 
         =         

 

 
                  ]  

       .................................(6.6) 

Subject to 

  

  
 =          =   

   and    is given. 

Where E represents expectations that depend on the information set   that is available to the 

individual firm in each period. 

Solving the Lagrangian function of      equation (6.7) is derived as follows: 

   
  = C................................................................................................................................ (6.7) 

C measures the cost of capital. Equation (6.7) can now be used to derive the optimal capital 

stock,    and the investment function. From the standard Cobb-Douglas production function, 

the marginal product of capital can be expressed as: 

  

  
 =   

  =          ...........................................................................................................(6.8) 

Equation (6.8) can also be written as: 

  

  
  = 

  

 
..................................................................................................................................(6.9) 

Multiplying the marginal capital by    and recalling equation (6.7), the following expression 

is derived: 

  

  
 = 

   

 
 = C....................................................................................................................... (6.10) 
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where    is the Hamiltonian differention. After solving for K, the optimal capital stock is 

expressed as follows: 

   = 
   

 
..............................................................................................................................(6.11) 

It then follows from equation (6.11) that    (optimal capital stock) depends on unit output 

price, output and the cost of capital, C. Investment is then taken as a change in capital stock 

between two periods. It then implies that changes in output between two periods determine 

investment. 

However, equation (6.11) assumes that capital adjusts immediately and entirely to the optimal 

capital stock, which effectively eliminates the investment function. It is, for this reason, that 

some critics view the Jorgenson’s investment theory as just a capital theory (Eklund, 2013). 

6.2.2.3 Accelerator Theory of Investment 

The accelerator theory of investment as pioneered by Clark (1917) is associated with the 

Keynesian theory due to its assumptions on fixed prices. In the accelerator theory of 

investment, as is the case with the neoclassical theory of investment, price variables are 

reduced to constants. Given constant unit output price and that the user costs of capital s and r 

are fixed as in Jorgenson (1963), the optimal capital stock can be expressed as follows:  

   =    ..............................................................................................................................(6.12) 

Equation (6.12) is the accelerator principle of investment determination in which the desired 

capital stock is related proportionally to output. Investment in any given period depends on 

output growth, that is; 

  =    .................................................................................................................................(6.13) 

As is the case with the neoclassical theory of investment, the accelerator theory of investment 

assumes an immediate and complete adjustment of capital to the desired capital stock. The 

flexible accelerator version of this model, however, views adjustment of capital stock as 

partial. Eisner & Strotz (1963) pointed out that the lags in adjustment are necessary since the 
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cost of capital varies with the speed of adjustment. Nevertheless, both versions of the 

accelerator theories of investment take investment as determined by output. 

6.2.2.4 Q-Theory of Investment 

The Q-theory of investment suggested by Brainard & Tobin (1968) and Tobin (1969) is an 

improvement to the two problems affecting the neoclassical and accelerator theories of 

investment. Firstly, the two theories assumed that    =   , implying that capital stock adjusts 

to the desired level immediately and fully in each period. Gould (1968) and Treadway (1969) 

suggested the addition of an adjustment cost function to the optimisation problem as a 

solution. Secondly, the neoclassical and accelerator theories of investment make no 

acknowledgement of expectations in the investment decision-making. In this regard, Tobin 

(1969) suggested that investment in equipment, plant and machinery continues until there is a 

balance between the market value and replacement cost of assets. 

Thus, adding adjustment cost function to the profit function, the value of the firm as in the 

neoclassical theory of investment (equation 6.6) can now be expressed as: 

   = max       
 

 
         =        

 

 
                )           ]  

      ...............(6.14) 

Where     ) represents the marginal adjustment cost function. Setting the Hamiltonian 

function and solving it will derive: 

  =   (   ) –       ( )   –   +    –   )....................................................................(6.15) 

The adjustment cost of capital to the desired capital stock can now be expressed as: 

  

  
 =         s     ( )s  +   = 0....................................................................................(6.16) 

Which can be written as: 

  =  [     +   (    +  ].....................................................................................................(6.17) 

Where   is the shadow price of capital and s is the marginal cost of capital. Then    
   is 

the marginal return on capital relative to the cost of capital. Dividing equation (6.17) by 

 , the following expression is derived: 
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   =      +   (    +  ...................................................................................................... (6.18) 

Where   =     . This now permits investment to be defined as an implicit function of    as: 

  =     )............................................................................................................................(6.19) 

As long as      1, that is, the marginal return of capital relative to the unit cost of capital is 

greater than 1, investment is worthwhile. Equilibrium in investment is reached when    = 1 

and      , that is, the actual capital stock is equal to the desired capital stock. 

In summary, regardless of their different approaches to investment determination, the three 

theories of investment (neoclassical, accelerator and the Q-theory) treat investment as 

determined by output. Therefore, output growth positively impacts on investment. 

6.2.3 Crowding in and Crowding out Effects of Public Investment  

Theoretically, public investment expenditure can have two indirect effects on economic 

growth through private investment. It can either crowd in or crowd out private investment in 

the economic growth process. Public investment can play a catalytic role in private sector 

capital growth when focused on infrastructural projects such as transport systems, education, 

energy generation and distribution, health and water systems (Berndt & Hansson, 1992). The 

presence of such core infrastructures reduces the costs facing private sector firms and creates 

an enabling environment for new and higher private sector capital formation and output 

growth. 

Alternatively, as proposed by Turnovsky (1996), public investment in economic 

infrastructure can reduce the start-up cost for a private business. A private enterprise can 

quickly set up operations when the prerequisite public infrastructure is available. The 

presence of well-developed public infrastructure would reduce start-up cost of the private 

firms. For instance, the availability of an extensive railway network can enable a private firm 

to transport the heavy plant and machinery needed in setting up a new factory. Private 

enterprises can also lower their unit production costs in the use of the railway line through 

reaping the economies of scale in the bulk transportation of raw materials and output, for 

example. Cohen & Paul (2004) stated that in large economies, the resulting increase in 
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marginal productivity of private capital emanating from the reduced unit operation cost could 

significantly accelerate economic growth.  

On the downside, public investment growth can crowd out private investment growth and 

decrease economic growth when it is: (i) financed by borrowing when resources are scarce; 

(ii) undertaken in commercial activities where it is established that private investment is more 

efficient than public capital; and (iii) undertaken in inefficient industries that need to be state 

subsidised (Khan, 1996; Devarajan et al., 1996). The theory on the crowding out effect, in 

this case, underscores the need to adopt market reforms in which private enterprises lead 

economic growth.   

Firstly, when public investment is debt-financed, either from the internal or external financial 

markets, it tends to crowd out private sector enterprises in resource allocation. Debt financing 

of public investment may retard private investment growth in three ways; (i) debt repayments 

may imply future tax increases that lower the expected return on private sector capital; (ii) 

future debt repayment can starve the private sector of the resources that otherwise would 

finance more profitable projects; and (iii) future debt servicing poses some uncertainty 

emanating from the policies to be adopted to mobilise resources and thus depress new  

private sector capital formation (Serven & Solimano, 1993). This suggests that public 

investment financed by borrowing can increase capital costs beyond the reach of the private 

sector enterprises, which lowers the expected rate of return on private capital. Private 

investment and economic growth will thus be negatively affected. 

Secondly, public investment inhibits private investment growth when it produces 

commodities in direct competition with the private sector. This can be the case when the state 

participates in commercial activities in which the private sector has higher and growing 

marginal productivity than its counterpart (Devarajan et al., 1996). The resulting private 

sector displacement in the market will lead to a slowdown in private investment growth.  

Lastly, public investment can also crowd out private investment when spent on inefficient 

and state-subsidised industries. The resulting financial losses of such state enterprises require 

that the state continues to extend subsidies to keep them afloat. Again, this arrangement 

implies that private sector projects, which are more efficient and productive, can be displaced 



  

132 

 

 

in resource allocation and this would eventually retard economic growth (Nazmi & Ramirez, 

1997). 

On balance, while the theoretical effect of public investment on private investment and hence 

economic growth is ambiguous, the issue will remain in the empirical domain. If the 

crowding out effect of public investment on private investment dominates over the crowding 

in effect, the economic growth rate will stall. However, if the crowding in effect is greater 

than the crowding out effect, the economic growth rate will accelerate.  

6.3 Public and Private Investment and Economic Growth: An Empirical Review 

There is a substantial body of empirical studies that have extended the neoclassical growth 

framework and the theories of endogenous growth (see, for example, Aschauer (1989a, 

1989b); Barro & Lee, 1993; Barro & Sala-i-Martin,1999; Barro,1991; Fisher,1993; Grier & 

Tullock, 1989; Kormendi & Meguire,1985; Levine & Renelt,1991; Mankiw et al., 1992; 

Munnell (1990; 1992); Rebelo,1991; Romer,1986). In general, these studies emphasise the 

importance of public investment in economic processes as it complements private investment 

growth. Other empirical research, however, questions the efficiency of public investment 

since potentially it may crowd out private investment and stifle economic growth (Devarajan 

et al., 1996; Khan, 1996). Thus, the issue of whether public investment stifles or promotes 

private investment growth and whether it has a more beneficial impact on economic growth 

than private investment remains an unresolved matter. 

While this study focuses on the impact of public and private investment on economic growth, 

it is important to point out that the empirical review is informed mostly by studies that 

centred on public investment and economic growth. There are few empirical studies that have 

examined the relative impact of public and private investment on economic growth, 

particularly in the selected study countries. The rest of this Section is as follows: Section 

6.3.1 covers the review of empirical evidence on the relative impact of public and private 

investment on economic growth while Section 6.3.2 focuses on empirical literature relating to 

the crowding in or crowding out effect of public investment on private investment.  
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6.3.1. The Impact of Public and Private Investment on Economic Growth 

The review in this Section of empirical studies on the impact of public and private investment 

on economic growth is organised as follows: Section 6.3.1.1 focuses on the impact of public 

investment on economic growth while Section 6.3.1.2 looks at the impact of private 

investment on economic growth. Section 6.3.1.3 reviews empirical studies that have 

separated investment into public and private components and assesses the influence of each 

investment component on economic growth. 

6.3.1.1 Impact of Public Investment on Economic Growth 

Earlier studies that investigated the impact of public investment on economic growth 

followed the single static equation in the neoclassical production function approach. The 

Cobb-Douglas production function was used where private output regressed on private sector 

variables, namely, non-residential private fixed capital stock (proxy for private investment), 

labour force (total amount of labour hours) and aggregate stock of non-military public fixed 

capital entered the regression equation as an additional input (see, Aschauer, 1989a; 1989b). 

The coefficients of the private fixed capital stock and non-military public fixed capital in the 

regression equation were interpreted as elasticities of output to both private and public 

investment respectively. The coefficients were taken as the measure of the relative impact of 

public and private investment on economic growth.  

The empirical literature review on the impact of public investment on economic growth has 

three strands, namely: (i) empirical literature consistent with public investment having a 

positive impact; (ii) empirical literature consistent with public investment having a negative 

effect; and (ii) empirical literature consistent with public investment having no significant 

impact. 
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Studies Consistent with Positive Impact of Public Investment on Economic Growth 

Empirical studies in support of the hypothesis that public investment has a positive impact on 

economic growth are extensive. These studies can be traced to the pioneering work of 

Aschauer (1989a; 1989b). In one study, Aschauer estimated a Cobb-Douglas production 

function for the USA economy during the 1949 to 1985 period and reported that public 

investment had made a significant contribution to economic growth. After dividing public 

investment as military and non-military, the author found public investment in non-military 

activities to be more beneficial to economic growth than military public investment. More 

specifically, the author concluded that the decrease in productivity of the USA economy 

during the last 15 years of the sample period related to the reduction in public capital stock in 

core infrastructures such as airports, sewers, water systems, mass transit, highways and 

streets. 

The follow-up studies by Munnell (1990, 1992) for the USA economy confirmed Aschauer’s 

empirical evidence. Like Aschauer, Munnell used the same econometric framework to 

examine the impact of public investment on economic growth in the USA economy for the 

period 1948 to 1987. While she also used the aggregate production function approach, she 

differed from Aschauer in the statistical approach adopted in measuring the productivity of 

public economic capital. Munnell utilised cross-sectional state-by-state data and reported that 

public capital positively affects aggregate output, private investment and employment. For 

example, for the sample period 1970 to 1990, she concluded that the aggregate output 

increased by 1.4% for every 10% rise in public investment in economic infrastructure.  

 

Even though the empirical evidence reported in earlier studies such as Aschauer (1989a, 

1989b) and Munnell (1990, 1992) were theoretically consistent, the high elasticities of 

economic growth to public capital raised doubts (Tatom, 1991; Gramlich, 1994). These 

uncertainties were derived from the econometric problems inherent in the approach (Aaron, 

1990; Eisner, 1991; Finn, 1993). 

 

Firstly, the data used by Aschauer and Munnell suffered from the problem of non-stationarity 

(Tatom, 1991; Finn, 1993). The data for these studies for the USA economy was during the 



  

135 

 

 

sample period, 1950 to 1980. During this time, public and private investment and economic 

growth were co-moving, which complicates establishing the relationship between the two 

components of investment and their impacts on economic growth. Thus, studies that 

corrected this problem using the first-differenced data reported lower elasticities than stated 

earlier. For instance, Aaron (1990) found an economic growth elasticity of 0.09 concerning 

public capital and Finn (1993) reported 0.16 elasticity of economic growth for public 

investment. 

 

Secondly, the misspecification problem was another econometric issue identified in earlier 

studies arising due to some key variables being excluded. Several studies seeking to correct 

this re-examined the Aschauer and Munnell production model after adding other relevant 

variables. For instance, Ram & Ramsey (1989) added energy prices and Aaron (1990) added 

the yen/dollar exchange rate and they found a lower elasticity of economic growth for public 

investment. 

 

There are several other follow-up studies to the earlier ones, which reported evidence that 

supported the notion that public investment has a positive impact on economic growth. Fisher 

(1997), using the sample data from 1985 to 1995 from the 15 regions in the USA, reported 

the significant contribution of highway facilities to economic growth in the 10 regions. 

Pereira & De Frutos (1999) using the Vector Autoregressive (VAR) approach, investigated 

the empirical link between public and private investment and economic growth for the USA 

economy. They reported a high and significant impact of public investment on economic 

growth. Similarly, Sturm et al. (1999) using sample data from 1853 to 1953 for Netherlands, 

examined the impact of infrastructural public investment on economic growth. They reported 

that infrastructural public investment was essential for economic growth. After 

disaggregating infrastructural public investment as core (for example, rail, roads, harbour, 

drainage) and complementary (for example, water supply, gas, electricity, education, health), 

they found a long-run positive impact of core public infrastructure and a short-run positive 

impact of complementary public infrastructure on economic growth.  
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A year later, Lighthart (2000), using a general production function for the Portuguese data 

from 1965 to 1995, estimated the impact of public investment on economic growth. The 

author reported empirical evidence in support of the hypothesis that public investment has a 

positive impact on economic growth. 

Mittnik & Newman (2001) used the VAR approach for six industrialised economies, which 

included the USA, to estimate the dynamic impact of public capital on economic growth. In 

their findings, they reported public investment as important for the economic growth process 

and warned of the adverse effects on national output if this decreased. 

Further, Marrero (2003) estimated the dynamic impact of public capital on economic growth 

for the USA economy during the 1960 to 2001 period. The author reported that public 

investment stimulates economic productivity. In agreement with Aschauer (1989a, 1989b) 

and Munnell (1990, 1992), he concluded that the decrease in economic productivity in the 

USA during the period suggested that public capital had reduced to a level below the 

necessary optimal amount. 

In a related study, Drezgi  (2008) investigated the effects of public capital formation on 

Croatian economic growth. For the 1997 to 2006 data used in a panel regression model, 

public investment was found to be beneficial to economic growth. In particular, public 

investment in construction activities showed a positive and significant effect on economic 

growth. The results also showed the positive spillover effects of public investment on the 

Croatian regions.  

A year later, Zainah (2009) assessed the role played by public investment in economic 

growth in Mauritius during the 1970 to 2006 period. Applying the reduced form of the Solow 

Growth framework in the error correction model, public investment was found to have 

contributed significantly to economic growth. The contribution of public capital was reported 

to be stronger via private investment capital. 

Focusing on Sub-Saharan African (SSA) countries, Fosu et al. (2012) attempted to provide 

answers to the question whether public investment is significant for economic growth. They 

estimated a nonlinear model and found the elasticity of output for public capital to be in the 
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range of 0.11 and 0.072. The authors concluded that in the SSA countries, on average, there 

has been under-investment in public infrastructural projects. 

In a recent study, Warner (2014) examined whether high infrastructural public investment in 

the past has promoted economic growth in low-income countries. Contrary to some previous 

studies, the author found that although public capital had a positive impact on Gross 

Domestic Product (GDP), its effect was weak. 

Studies Consistent with Negative Impact of Public Investment on Economic Growth 

Although limited, some empirical studies do not support the hypothesis that the marginal 

impact of public investment on economic growth is positive. For example, Evans & Karras 

(1994) found government capital (less investment in education) to be negatively related to 

economic growth in the USA during the 1970 to 1986 period. The finding was stable across 

all the model specifications employed, including translog functional forms and Cobb-

Douglas. The empirical evidence reported was, however, contrary to earlier studies such as 

Aschauer (1989a, 1989b) and Munnell (1990, 1992) for the same country and sample period. 

In a related study, Odedokun (1997) investigated the effect of public investment spending on 

economic growth in 48 developing countries. His results stated that non-infrastructural public 

investment was negatively related to economic growth after applying the modified aggregate 

production function to the 1970 to 1990 annual data. Based on these findings, the author 

recommended developing countries to cut back on the non-infrastructural public investment 

component to raise economic growth rates. 

A year later, Ghali (1998) examined the impact of public investment on economic growth in 

Tunisia. After estimating the VAR model using the 1963 to 1993 data, public investment was 

reported to have a significant negative effect on economic growth in Tunisia. This inverse 

relationship, according to Ghali (1998) was caused by the highly inefficient state-subsidised 

enterprises in various sectors of the economy in Tunisia. Based on the findings, the study 

supported the earlier calls by the International Monetary Fund (IMF) for the Tunisian 

government to cut back on public capital through implementing market policies.   
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Furthermore, Roache (2007) examined the impact of public investment on economic growth 

in the Eastern Caribbean (EC) in a VAR model. The empirical findings indicated a negative 

return on public investment, that is, a change in real output due to an increase in public 

investment of one EC dollar being less than one EC dollar. The findings implied that cutting 

back on public investment and channelling the savings towards productive projects would 

accelerate economic growth. 

Studies Consistent with No Significant Impact of Public Investment on Economic Growth 

There is also a growing body of empirical literature that supports the notion that public 

investment has no significant impact on economic growth. Early work by Eisner (1991), for 

example, found no association between public capital and economic growth for the 48 states 

of the USA during the 1970 to 1986 period. This finding was also confirmed by Tatom 

(1991), who applied the Cobb-Douglas production function to the USA stationary data and 

reported evidence that could not support the hypothesis that public investment had a positive 

marginal impact on economic growth. 

Later, Bonaglia et al. (2000) examined the issue of whether public capital was important for 

economic growth in Italy. The infrastructural public investment was found to be positively 

related to economic growth using different methodologies for the Italian data for the 1970 to 

1994 period. However, the cost reduction effect was smaller than the user cost of public 

capital implying that the significance of public investment for economic growth was 

statistically indifferent from zero. 

Swaby (2007) assessed the impact of public capital on GDP in Jamaica during the 1994/95 to 

2006/07 fiscal years. The correlation test indicated no relationship between public capital and 

GDP. The Granger Causality test also confirmed the finding as there was no causality 

running from public investment to GDP. Based on the results, the author recommended that 

cuts in public investment growth, which was deficit funded, can be beneficial to economic 

growth. Table 6.1 provides a summary of the empirical studies on the impact of public 

investment on economic growth. 
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Table 6.1: Empirical Literature on the Impact of Public Investment on Economic Growth 

Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Aaron (1990) Discussion of why is infrastructure 

important? In Munnell, A. (Ed), Is 

there a shortfall in public investment. 

USA 

1951-1985 

Cobb-Douglas 

Production function 

Public capital had a positive 

impact on output. 

Abdih & Joutz 

(2008) 

The impact of public capital, human 

capital and knowledge on aggregate 

output. 

USA 

1984-2004 

Cointegration in the 

Cobb-Douglas 

production function 

Public capital had a long-run 

significant positive impact on 

output. 

Andrews & 

Swanson (1995) 

Does public infrastructure affect 

regional performance? 

USA (48 States) 

1970-1986 

Translog Public investment not 

important for output growth. 

Arslanalp et al. 

(2010) 

Public capital and growth. 48 OECD and non-

OECD economies 

1960-2001 

Cobb-Douglas Public investment positively 

affects output growth. 

Aschauer (1990) Why is infrastructure important? In 

A.H. Munnell (Ed). Is there a shortfall 

in capital investment? 

USA 

(50 States) 

1965-1983 

Cobb-Douglas Public capital positively affects 

growth. 

Attary (1988) Transportation and economic 

prosperity 

USA 

1950-1985 

Cobb-Douglas Public capital on highways 

important for output growth  

Bajo-Rubio & 

Sosvilla-Revero 

(1993) 

Does public capital affect private 

sector performance?  

Spain 

1964-1988 

Cobb-Douglas Public investment positively 

affects output. 

Bonaglia et al. 

(2000) 

Public capital and economic 

performance. 

Italy 

1970-1994 

Cobb-Douglas with 

public capital as a 

separate input 

Public capital has insignificant 

effect on economic growth with 

variation over region.  

Cadot et al. 

(1999)  

A political economy model of 

infrastructure allocation: An empirical 

assessment. 

France Regions 

1985-1992 

Production function Public investment had positive 

impact on output.  
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Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Charlot & 

Schmitt (1999) 

Public infrastructure and economic 

growth in France’s region. 

France 

1982-1993 

Cobb-Douglas Public investment had a 

significant positive impact on 

output growth. 

Cutanda & 

Paricio (1992) 

Infrastructure and regional economic 

growth: The Spanish case. 

Spain  

17 regions 

1980-1989 

Linear equation Productive public capital has 

more impact than social public 

capital on growth. 

Deno (1988) The effect of public capital on U.S 

manufacturing activity. 

USA 

1970-1978 

Translog profit 

functions 

Public investment important in 

output supply.  

Duggal et al. 

(1999) 

Infrastructure and productivity: A 

nonlinear approach. 

USA 

1960-1989 

Cobb-Douglas Public investment significant 

for output growth. 

Eisner (1991) Infrastructure and regional economic 

performance: Comment. 

USA (48 States) 

1970-1986 

Cobb-Douglas Translog Public investment not 

important for output growth. 

Evans & Karras 

(1994) 

Are government’s activities 

productive? Evidence from a panel of 

USA States. 

USA (48 States) 

1970-1986 

Cobb-Douglas Translog Public capital exerts negative 

impact on output. 

Everaert & 

Heylen (2004) 

Public capital and long-term labour 

market performance in Belgium. 

Belgium (43 regions) 

1965-1996 

General equilibrium 

model 

Public investment complements 

private investment and has a 

significant coefficient on 

output. 

Fernald (1999) Assessing the link between public 

capital and productivity. 

USA 

(29 States) 

Sectorial productivity 

growth approach 

Before 1973 roads contributed 

about 1.4% to output growth 

and about 0.4% after 1973. 

Ferrara & 

Marcellino 

(2000) 

TFP, cost and public infrastructure: An 

equivocal relationship. 

Italy 

1970-1994 

Cobb-Douglas Varying impacts of public 

capital over the years. 

Flores de Frutos 

et al. (1998) 

Public capital and economic growth: 

An analysis of the Spanish economy. 

Spain 

1964-1992 

VECM Public investment has a 

significant impact on output. 
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Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Ghali (1998) Public investment and private capital 

formation in a vector error correction 

model of growth. 

Tunisia 

1963-1993 

VECM Public investment slows 

economic growth.  

Holtz-Eakin 

(1988) 

 

Private output, government capital and 

the infrastructure ‘crisis.’ 

USA (48 States) Fixed and random State 

effects, time effects and 

IV estimation 

Public investment not a 

significant contributor to 

output. 

Kamps (2005) The dynamic effect of public capital: 

VAR evidence for 22 OECD countries. 

22OECD economies  

1960-2001 

Cobb-Douglas Public investment significant 

for output growth. 

Keeler & Ying 

(1988) 

Measuring the benefits of a large 

public investment: The case of the U.S 

federal aid highway system. 

USA 

1950-1973 

Translog cost function Public investment improves 

production. 

Kemmerling & 

Stephan (2002) 

The contribution of local public 

infrastructure to private productivity 

and its political economy: Evidence 

from a panel of large German cities. 

German 

87 large cities 

1980,1986,1988 

Cobb-Douglas Public infrastructure 

significantly contributes to 

output. 

Lau & Shin 

(1997) 

Public infrastructure and economic 

growth: Time series properties and 

evidence. 

USA 

1925-1989 

VECM Public investment had a 

positive impact on output 

growth.  

Ligthart (2002) Public capital and output growth in 

Portugal: An empirical analysis. 

Portugal 

1965-1995 

Cobb-Douglas Public capital had positive and 

significant impact on output 

growth. 

Lynde & 

Richmond 

(1993) 

Public capital and total factor 

productivity. 

USA  

1958-1989 

Translog profit function Public capital significant for 

output growth and productivity. 

Mera (1973) Regional production function and 

social overhead capital: An analysis of 

the Japanese case. 

Japan 

9 regions 

1954-1963 

Cobb-Douglas Public capital significant for 

output. 
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Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Moomaw & 

William (1991) 

Total factor productivity growth in 

manufacturing: Further evidence from 

the States. 

USA 

48 States 

1959-1976 

TFP growth Public investment had a 

positive effect on growth. 

Moomaw et al. 

(1995) 

The interregional impact of 

infrastructure capital. 

USA States 

1970,1980,1986 

Translog Positive impact of public 

capital on output. 

Munnell (1990) Why has productivity growth 

declined? Productivity and public 

investment. 

7 OECD economies 

1963-1988 

Cobb-Douglas Public investment impact on 

output is significant. 

Munnell (1993) As assessment of trends and economic 

impacts of infrastructure investment. 

USA  

48 States 1970-1986 

Cobb-Douglas Public capital significant for 

output. 

Pereira (2000) Is all public capital created equal? USA 

1956-1997 

VAR Public investment promotes 

output growth.  

Pereira (2001a) Public capital formation and private 

investment: What crowds in what? 

USA 

34 observations 

VAR Public investment stimulates 

output growth.  

Pereira (2001b) International evidence on public 

investment and private sector 

performance. 

11 countries 

1960-1990 

VAR Public investment spurs private 

sector output.  

Pereira & 

Andraz (2005) 

Public investment in transportation 

infrastructures and economic 

performance in Portugal. 

Portugal 

1976-1998 

VAR Public investment promotes 

output.  

Pereira & 

Andraz (2010a) 

On the economic and budgetary effects 

of investment in SCUTS - The 

Portuguese toll-free highway 

Portugal  

5 regions 

1980-1998 

VAR Public investment had a 

positive spill-over effect on 

output in all regions. 

Pereira & Flores 

(1999) 

Public capital accumulation and 

private sector performance in the U.S. 

USA 

1956-1989 

VAR Public investment is significant 

for output growth. 

Pereira & Roca- 

Sagales (1999) 

Public capital formation and regional 

development in Spain. 

Spain, national and 

regional, 1970-1989 

VAR Public investment positively 

affects output.  
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Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Pereira & Roca- 

Sagales (2001) 

Public capital and private sector 

performance in Spain: A sectorial 

analysis. 

Spain, national and 

regional 

1970-1993 

VAR Public capital exerts positive 

long-run effect on private 

investment and output growth. 

Pereira & Roca- 

Sagales (2003) 

Spill-over effects of public capital 

formation: Evidence from the Spanish 

region. 

Spain, national and 

regional 

1970-1995 

VAR Public capital exerts positive 

long-run effect on output. 

Picci (1999)  Productivity and infrastructure in the 

Italy regions. 

Italy regions Fixed and random 

effects 

In the short run, public 

investment has a significant 

impact on economic growth 

while in the long run, it is not. 

Ram & Ramsey 

(1989) 

Government capital, private output in 

the United States – Additional 

evidence. 

USA  

1949-1985 

Cobb-Douglas Total public capital significant 

for output. 

Ratner (1983) Government capital and the production 

function for the USA private output. 

USA 

1049-1973 

Cobb-Douglas Public capital not important for 

output growth. 

Shioji (2001)  Public capital and economic growth: A 

convergence approach. 

USA:1963-1993 

Japan region: 1955-

1995 

Cobb-Douglas Public investment positively 

contributes to output growth. 

Stephan (2003)  Assessing the contribution of public 

capital to private production: Evidence 

from the German manufacturing 

sector. 

West Germany 

11 regions 

1970-1996  

Cobb-Douglas Public investment positively 

contributes to output growth. 

Sturm et al. 

(1999) 

Output effects of infrastructure 

investment in Netherlands, 1853-1913. 

Netherlands 

1853-1913 

VAR Public investment had positive 

and significant effect on output 

in the short run only. 

Tatom (1991) Public capital and private sector 

performance. 

USA 

1949-1989 

Cobb-Douglas Public capital not important for 

economic growth. 
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Author Title Region/Country and 

sample period 

Model Specification Conclusion 

Wylie (1996) Infrastructure and Canadian economic 

growth 1946-1991. 

Canada 

1946-1991 

Cobb-Douglas Public capital positively affects 

growth. 
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6.3.1.2 Impact of Private Investment on Economic Growth 

The majority of the empirical studies on the impact of private investment on economic 

growth reported evidence supporting the hypothesis that private investment positively relates 

to economic growth. These studies can be traced back to the work of Greene & Villanueva 

(1991) who examined the effects of private investment on GDP in developing countries from 

1975 to 1987. Private investment was found to be positively related to economic growth, and 

this finding added support to calls for developing countries to implement private investment 

growth-enhancing policies. 

Earlier findings by Green & Villanueva (1991) were confirmed in a follow-up study by 

Ghura (1997) who employed an endogenous growth model and reported that the marginal 

impact of private investment on economic growth was positive and robust. Similar results 

were reported by Nazmi & Ramirez (1997) who asserted that private sector capital growth 

was positively related to economic growth in Mexico. 

A year later, Ghali (1998) examined whether private investment was necessary for economic 

growth in Tunisia. Applying the vector auto-correction model (VECM) to the Tunisia data 

spanning 1963 to 1993, private investment was found to promote economic growth. Based on 

this finding, the author recommended policies in support of private sector growth. 

Mallick (2002) investigated the determinants of long-term economic growth in India. Private 

investment was found to be one of the key variables that accelerated economic growth in 

India during the review period after employing the VAR model for the Indian data from 1950 

to 1995. 

Ramirez & Nazmi (2003) analysed the impact on economic growth of private investment 

spending in the nine Latin American countries during the 1983 to 1993 period.  Their 

findings suggested that private investment was beneficial to economic growth. Based on the 

results, the authors warned of the possible adverse economic consequences of indiscriminate 

cuts in private investment spending by governments. 

In a recent study, Tchouassi (2014) examined how private investment contributed to 

economic growth in selected African countries, namely  Cameroon, C te d  ’lvoire, Tunisia, 
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South Africa and Zambia. Using the recently developed Autoregressive Distributed Lag 

(ARDL)-bounds test approach and the Error Correction Model (ECM), private investment 

was found to be positively related to economic growth in all the selected study countries, both 

in the short run and long run. The findings add support to the call for African countries to 

adopt market-friendly policies that promote private sector growth. Table 6.2 presents a 

summary of empirical studies on the impact of private investment on economic growth. 
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Table 6.2: Empirical Literature on the Impact of Private Investment on Economic Growth 

Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Albala-Bertrand 

(2004) 

Can the composition of capital constrain 

potential output? A gap approach. 

Chile and Mexico 

1950-2000 

Leontief production 

function 

Private investment is important 

for output growth. 

Aremo (2013) Public investment and sustainable 

economic growth in community of west 

African states. 

ECOWAS 

1986-2011 

Panel data cointegration 

analysis 

Private investment stimulates 

economic growth. 

Bedia (2007) Relative effects of public and private 

investment on C te d  ١lvoire’s economic 

performance. 

C te d  ١lvoire 

1969-2011 

Cobb-Douglas Private investment is beneficial to 

economic growth. 

Belloc & 

Vertova (2004) 

How does public investment affect 

economic growth in HIPC? An 

empirical assessment. 

Selected HIPC Cobb-Douglas Private investment positively 

contributes to economic growth. 

Bonaglia et al. 

(2000) 

Public capital and economic 

performance. 

Italy 

1970-1994 

Cobb-Douglas Private investment had a positive 

impact on output. 

Coutinho & 

Gallo (1991) 

Does public and private investment 

stand in each other’s way? 

33 developing 

economies 

1970-1988 

Cobb-Douglas Private investment stimulates 

economic growth.  

Ghali (1998) Public investment and private capital 

formation in a vector error correction 

model of growth. 

Tunisia 

1963-1993 

VECM Private investment has positive 

economic growth impact. 

Ghura (1997) Private investment and endogenous 

growth: evidence from Cameroon. 

Cameroon 

1963-1996 

Cobb-Douglas Private investment has a positive 

and significant impact on 

economic growth.  

Hague (2013) Effect of public and private investment 

on economic growth in Bangladesh: An 

econometric analysis. 

Bangladesh 

1972-2011 

Cobb-Douglas Private investment is important to 

growth. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Holtz-Eakin & 

Schwartz (1995) 

Spatial productivity spill overs from 

public infrastructure: Evidence from 

State highway. 

USA (48 States) 

1971-1986 

Cobb-Douglas Private investment exerts positive 

impact on growth. 

Khan & Kumar 

(1997) 

Public and private investment and the 

growth process in developing countries. 

95 developing 

countries,1970-1990 

Cobb-Douglas Private investment is positively 

related to economic growth.  

Khan & Reinhart 

(1989) 

Private investment and economic 

growth in developing countries. 

24 developing 

economies 

Neoclassical production 

function 

Private investment has a positive 

and significant impact on 

economic growth. 

Mallick (2002) Determinants of long term growth in 

India: A Keynesian approach. 

India 

1950-1993 

VAR Private investment adds to 

economic growth. 

Moreno et al. 

(2003) 

On the effectiveness of private and 

public capital. 

Spain regions 

1980-1991 

Translog cost function Private investment increases 

economic efficiency. 

Morrison & 

Schwartz (1996) 

Public infrastructure, private investment 

demand and economic performance in 

new England manufacturing. 

USA  

6 States 

1970-1987 

Cost function in a 

generalised Leontief 

Private capital is beneficial to 

economic growth.  

Nazmi & 

Ramirez (1997) 

Public and private investment and 

economic growth in Mexico. 

Mexico Modified neoclassical 

production function 

Private investment positively and 

significantly contributes to 

economic growth. 

Odedokun 

(1997) 

Relative effects of public versus private 

investment spending on economic 

efficiency and growth in developing 

countries. 

48 developing 

countries 

Modified production 

function 

Private investment is positively 

related to economic growth. 

Otto & Voss 

(2002)  

Public and private investment in the 

United States and Canada. 

USA:1951-1997 

Canada:1951-1996 

VAR Private investment spurs 

economic growth. 

Ramirez (1996) Public and private investment in Mexico 

and Chile: An empirical test of the 

complementarity hypothesis. 

Mexico and Chile 

1940-1992 

Linear growth Model Private investment stimulates 

economic growth. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Ramirez & 

Nazmi (2003) 

Public investment and economic growth 

in Latin America: An empirical test. 

9 Latin American 

economies1983-93 

Cobb-Douglas Private investment is crucial to 

economic growth. 

Sahoo et al. 

(2010) 

Infrastructure development and 

economic growth in China. 

China 

1975-2007 

Cobb-Douglas Private investment has a positive 

impact on growth.   

Serven & 

Solimano (1990) 

Private investment and macroeconomic 

adjustment: Theory, country evidence, 

and policy implications. 

Cross Section of 

developing 

economies 

Private investment 

models 

Private investment has a positive 

impact on economic growth. 
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6.3.1.3 Relative Impact of Public and Private Investment on Economic Growth 

The empirical literature on the relative impact of public and private investment on economic 

growth has three strands: (i) studies arguing that private investment has a greater impact than 

public investment; (ii) studies consistent with the notion of public investment having higher 

impact than private investment; and (iii) studies consistent with public and private investment 

having the same impact. 

Studies Consistent with Private Investment Having Higher Impact Than Public Investment 

on Economic Growth 

Empirical studies in support of the hypothesis that private investment has a higher impact 

than public investment on economic growth were highlighted by the early works of Khan & 

Reinhart (1989). In their study, they used a modified neoclassical production function in 

which public and private investment enter as regressors for a sample of 24 developing 

countries. They reported empirical results that supported a private sector-led economic 

growth model for developing countries’ economies and called for the restriction of public 

investment to infrastructural activities that promote private investment. Other early studies 

such as Coutinho & Gallo (1991) and Serven & Solimano (1990) also reported empirical 

results consistent with the findings of Khan & Reinhart (1989). 

Later, Khan & Kumar (1997) questioned the reliability of the empirical results reported by 

the early studies on the subject because these studies used short-time periods and a limited 

sample of developing countries. Using the modified neoclassical production function, Khan 

& Kumar re-examined the relative impact of public and private investment on economic 

growth for the period 1970 to 1990 with a larger sample of 95 developing countries. They 

reported empirical evidence confirming the conclusions of earlier studies that private 

investment accelerates economic growth more than does public investment. 

 

Odedokun (1997) also investigated the relative impact of public and private investment on 

economic efficiency and growth in 48 developing countries from 1970 to 1990. Using a 

modified production function approach, the author concluded that private investment 
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contributes more to economic growth than public investment in developing countries after 

taking account of the crowding out effects of public investment. 

 

Ghura (1997) assessed the impact of private investment on endogenous growth for the 

Cameroon economy from 1963 to 1996. The empirical results were as follows: firstly, the 

aggregate production function exhibited the endogenous growth type of increasing returns to 

scale; secondly, private investment played a significant and robust role regarding stimulating 

economic growth; and lastly, public investment positively impacted economic growth. The 

empirical evidence from Ghura (1997) indicated that private investment was more essential 

than public investment on the Cameroonian economic growth process during the reviewed 

sample period. Similar empirical results were reported by Nazmi & Ramirez (1997) for the 

Mexican economy and Ghali (1998) for the Tunisian economy. 

A year later, Beddies (1999) examined the sources of economic growth for Gambia for 1964 

to 1998. After employing an endogenous growth model with increasing returns to scale, 

private investment was found to be more significant in accelerating economic growth. 

However, public investment was also found to have a positive relationship with economic 

growth in Gambia.  

Bouton & Sumlinski (2000) examined the impact of private investment on economic growth 

in developing countries for the period from 1970 to 1998. They reported findings consistent 

with the notion that private investment is superior to public investment for stimulating 

economic growth for developing countries. 

Six years later, Ghani & Din (2006) examined the impact of public investment on economic 

growth in Pakistan. They employed the VAR approach for the data from 1973 to 2004. Their 

empirical evidence established that the Pakistani economy during the review period had been 

driven more by private investment and that the influence of public investment on economic 

growth had been weak. 

 

In the same year, Zou (2006) examined the relative impact of public and private investment 

for the USA economy. The author used the Ordinary Least Squares (OLS) for the USA data 

and reported that private investment had a higher impact on economic growth than public 
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investment. These results were in contrast to earlier results by Aschauer (1989a) for the USA 

economy although a different sample period was used. 

 

Bedia (2007) examined the relative effectiveness of public and private investment on 

economic growth for C te d  ١lvoire over the sample period 1969 to 2001. The author 

employed an ARDL approach to estimate a modified production model and reported that 

private investment had a higher impact in the short run on economic growth than public 

investment. 

 

Later, Phetsavong & Ichihashi (2012) assessed the relative impact of public and private 

investment on economic growth during 1984 to 2009 for 15 developing Asian countries. 

Their findings supported the earlier studies indicating that private investment made a higher 

impact on economic growth than public investment. Their empirical findings underscored the 

importance of a market economy in Asia. 

 

In a recent study, Hague (2013) assessed the relative impact of public and private investment 

for the Bangladesh economy during the 1972/73 to 2010/11 period. The study estimated the 

Cobb-Douglas production function in the error correction framework and concluded that 

while the two components of investment have positive effects on economic growth, it is 

private investment that is more efficient for driving growth in the long run. 

Studies Consistent with Public Investment Having Higher Impact Than Private Investment 

on Economic Growth 

There is, however, a growing body (though limited) of empirical literature that does not 

support the hypothesis that private investment is more beneficial to the economic growth 

process than public investment. For example, Crowder & Himarios (1997) report that public 

capital was more efficient than private capital at the margin for the USA economy, after using 

the 1947 to 1989 data. Even after addressing the data non-stationarity issue for the variables, 

real output, real private investment and real public investment, the empirical results were still 

in agreement with the earlier findings by Aschauer (1989a, 1989b), that is, public investment 

has been the primary driver of productivity in the USA economy. 
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Mallick (2002) also reports empirical results in support of public investment providing 

economic leadership for the Indian economy. In the study, the author estimated an aggregate 

production function in the error correction model framework for the data from India for the 

1950/51 to 1995/96 period. Public investment was found to be the primary variable that 

stimulated economic growth in India during this time. Based on the findings, the author 

cautioned on the possibility of economic decline if public investment was reduced.  

Belloc & Vertova (2004) also examined the dynamic effect of public and private investment 

on economic growth for a sample of Highly Indebted Poor Countries (HIPCs). The authors 

found that public investment was vital to economic growth as it crowded in private 

investment. After taking account of the crowding in effect, they concluded that public 

investment was superior to private investment in the economic growth process. The finding, 

which contrasts the earlier studies on the subject, can be understood since the HIPCs have an 

infrastructural gap that still needs to be filled to catch up with the developed countries. 

Bedia (2007) examined the relative effect of public and private investment on economic 

growth for C te d  ١lvoire over the sample period 1969 to 2001. The author employed an 

ARDL approach to estimate a modified production model and reported that in the long run, 

public investment was more efficient than private investment in fostering the economic 

growth process. In particular, a 100% increase in public investment resulted in a 37% 

increase in GDP while the same magnitude increment in private investment would lead to a 

25% increase in GDP in the long run. The findings by Bedia (2007) were later confirmed by 

Samake (2008) who concluded that public investment is more efficient in the economic 

growth process than private investment in Benin when the public investment crowding in 

effect has been factored in. 

Studies Consistent with Public and Private Investment Having the Same Impact on 

Economic Growth. 

 

There is also a body of empirical literature that view both public and private investments as 

equally important in their contributions to economic growth. For example, Ramirez (1996) 

empirically examined the question of whether public investment adds to economic growth 

and productivity, focusing on two economies - Chile and Mexico. It was concluded that 
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public and private investment exert positive and significant effect on the economic growth in 

both economies, after applying a linear growth model. Based on the results, the author 

cautioned the Latin American countries about indiscriminately cutting government 

investment spending as it might undermine capital expenditures significant in stimulating 

private investment in a market economy. 

 

A year later, Nazmi & Ramirez (1997) examined the impact on economic growth of public 

and private investment for the Mexican economy. They used the annual data from 1950 to 

1990. With a modified neoclassical production function specification, the two-stage least 

squares method was applied, and both public and private investment were found to have an 

identical statistically significant impact on economic growth.  

 

Later, Ramirez & Nazmi (2003) examined the effect of public investment on economic 

growth for a sample of nine Latin American economies over the period 1983 to 1993. They 

found that both public and private investment can positively affect economic growth. Their 

empirical results supported the endogenous growth theory that public investment in education 

and healthcare crowds in private investment and thereby stimulate economic growth. 

 

Zou (2006) examined the relative impact of public and private investment for the USA and 

Japan. The author used the Generalised Methods of Moments (GMM) for the Japanese data 

and established that public and private investment made an equal contribution to economic 

growth in Japan. 

 

In another study, Sahoo et al. (2010) reported on the equal importance of public and private 

investment for the Chinese economic growth process. Using data from 1975 to 2007, the 

authors reported a positive relationship between public and private investment and economic 

growth. Table 6.3 provides a summary of empirical studies on the relative impacts of public 

and private investment on economic growth. 
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Table 6.3: Empirical Literature on the Relative Impacts of Public and Private Investment on Economic Growth 

Author Title Region/Country 

and Sample Period 

Model Specification Conclusion 

Afonso & Aubyn 

(2008) 

Macroeconomic Rates of Return of 

Public and Private Investment: 

Crowding in and Crowding out Effects 

14 European Union 

Countries, plus 

Canada, Japan and 

USA, 1960 to 2005 

VAR Both public and private 

investment positively affects 

economic growth. 

Albala-Bertrand 

(2004) 

Can the composition of capital constrain 

potential output? A gap approach. 

Chile and Mexico 

1950-2000 

Leontief production 

function 

Public and private investments 

are equally important to output 

growth. 

Beddies (1999) Investment, capital accumulation and 

growth: Some evidence from Gambia 

1964-98. 

Gambia  

1964 to 1998 

Cobb-Douglas Private investment has higher 

growth impact than public 

investment. 

Bedia (2007) Relative effects of public and private 

investment on C te d  ١lvoire’s economic 

performance. 

C te d  ١lvoire 

1969-2011 

Cobb-Douglas  Public investment has higher 

economic growth impact in the 

long run than private investment.  

Belloc & 

Vertova (2004) 

How does public investment affect 

economic growth in HIPC? An 

empirical assessment. 

Selected HIPC Cobb-Douglas Public investment contributes 

more to economic growth than 

private investment.  

Coutinho & 

Gallo (1991) 

Does public and private investment 

stand in each other’s way? 

33 developing 

economies 

1970-1988 

Cobb-Douglas Private investment adds to 

economic growth more than 

public investment. 

Ghali (1998) Public investment and private capital 

formation in a vector error correction 

model of growth. 

Tunisia 

1963-1993 

VECM Private investment has a higher 

impact than public investment on 

economic growth. 

Ghura (1997) Private investment and endogenous 

growth: evidence from Cameroon. 

Cameroon 

1963-1996 

Cobb-Douglas Private investment contributes 

more to economic growth than 

public investment. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Hague (2013) Effect of public and private investment 

on economic growth in Bangladesh: An 

econometric analysis. 

Bangladesh 

1972-2011 

Cobb-Douglas Private investment is more 

important than public investment 

in terms of economic growth. 

Khan & Kumar 

(1997) 

Public and private investment and the 

growth process in developing countries. 

95 developing 

countries 

1970-1990 

Cobb-Douglas Private investment is superior to 

public investment in terms of 

economic growth.  

Khan & Reinhart 

(1989) 

Private investment and economic 

growth in developing countries. 

24 developing 

economies 

Neoclassical production 

function 

Private investment is more 

important in growth process than 

public investment. 

Nazmi & 

Ramirez (1997) 

Public and private investment and 

economic growth in Mexico. 

Mexico Modified neoclassical 

production function 

Public and private investments 

are equally important to economic 

growth.  

Odedokun 

(1997) 

Relative effects of public versus private 

investment spending on economic 

efficiency and growth in developing 

countries. 

48 developing 

countries 

Modified production 

function 

Private investment adds more to 

economic growth than public 

investment. 

Ramirez (1996) Public and private investment in Mexico 

and Chile: An empirical test of the 

complementarity hypothesis. 

Mexico and Chile 

1940-1992 

Linear growth Model Both public and private 

investments are important to 

economic growth with public 

investment playing a 

complementary role. 

Ramirez & 

Nazmi (2003) 

Public investment and economic growth 

in Latin America: An empirical test. 

9 major Latin 

American economies 

1983-1993 

Cobb-Douglas Public and private investments 

are crucial to economic growth. 

Sahoo et al. 

(2010) 

Infrastructure development and 

economic growth in China. 

China 

1975-2007 

Cobb-Douglas Public and private investments 

have positive impacts on 

economic growth.   
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Serven & 

Solimano (1990) 

Private investment and macroeconomic 

adjustment: Theory, country evidence, 

and policy implications. 

Cross Section of 

developing 

economies 

Private investment 

models 

Private investment has higher 

economic growth impact than 

does public investment. 
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6.3.2 The Crowding In or Crowding Out Effect of Public Investment on Private 

Investment 

Although the empirical literature on the effect of public investment on private investment is 

extensive, there is still no consensus on whether public investment crowds in or crowds out 

private investment. Nevertheless, studies supporting the hypothesis that public investment or 

its infrastructural component crowds in private investment are more numerous than studies 

that support public investment or its non-infrastructural component having a crowding out 

relationship with private investment. 

Odedokun (1997) investigated the relative impact of public and private investment on 

economic efficiency and growth for a sample of 48 developing countries over the period 1970 

to 1990. Gross public investment and its infrastructural component were found to have a 

crowding in relationship with private investment after using a modified production function 

approach. 

Pereira & De Frutos (1999), using the VAR approach, estimated the empirical link between 

public and private investment and economic growth for the USA economy. They reported 

evidence in support of the crowding in relationship between public and private investment in 

the economic growth process. 

A year later, Pereira (2000) reported a crowding in relationship between public investment 

and private investment in the long run for the USA economy and in various components of 

public investment. Public investment in core infrastructure such as transport system, gas and 

electricity facilities, health and education, water supply and sewerage systems had a higher 

marginal positive impact on private investment growth than did public investment in non-

core infrastructure. 

Three years later, Ramirez & Nazmi (2003) examined the effect of public investment on 

economic growth in nine Latin American economies over the period 1983 to 1993. Their 

empirical results supported the endogenous growth theory that public investment in education 

and healthcare crowd in private investment and stimulate economic growth. 

In 2004, Karadag et al. (2004) used a VAR model for investigating the effect of public 

investment on private sector performance in Turkey’s regional manufacturing industries. 
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Using the data from 1980 to 2000, they reported empirical evidence in support of the 

crowding in effect of public investment on private sector output growth. 

A year later, Erden & Holcombe (2005) examined the impact of public investment on private 

investment in developing countries in the 1980 to 1997 period. Public investment was found 

to crowd in private investment after employing several specifications of the standard 

investment model for a panel of selected developing countries. In particular, a 10% rise in 

public investment related to a 2% increase in private investment.   

Later, Aubyn & Afonso (2008) for a sample of European economies, plus Canada, the United 

States and Japan, used a VAR approach to estimate the macroeconomic returns of public and 

private investment. They reported that while the two components of investment make a 

positive contribution to economic growth in all the reviewed economies, the crowding in 

effect of public capital on private capital differs significantly across the countries. 

 

Sahoo et al. (2010) examined the impact of infrastructural public investment on economic 

growth for the Chinese economy during the 1975 to 2007 period. Using the ARDL-bounds 

test approach, empirical evidence supporting a crowding in relationship between physical 

core infrastructural public investment and private investment was established. 

 

There is also a growing body of empirical literature in support of the crowding out 

relationship between public and private investment. For example, Pradhan et al. (1988) 

examined whether public investment complements private investment growth in India. After 

estimating an 18-sector computable general equilibrium model using the 1960/61 to 1980/81 

data, public investment was reported to crowd out private investment. However, the severity 

of the crowding out effect depended on the type of financing of public investment growth - 

borrowing from the financial markets was found to have the highest effect. 

 

Nazmi & Ramirez (1997) investigated the impact on economic growth of public and private 

investment in the Mexican economy. They used the annual data from the 1950 to 1990 

period. With a modified neoclassical production function specification and applying the two- 

stage least squares, public investment was found to stifle private investment in the economic 

growth process. 
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A year later, Ghali (1998) examined the dynamic impact of public and private investment on 

economic growth for Tunisia during the 1963 to 1993 period. Public investment was reported 

to have a crowding out relationship with private investment. According to Ghali, the negative 

impact of public investment on private investment was due to the inefficient and subsidised 

state enterprises in sectors such as energy, manufacturing, banking and financial services and 

agriculture. Besides, private investment was crowded out by public investment through its 

debt financing. 

 

In 2008, Cavallo & Daude (2008) analysed the impact of public investment on private 

investment in a panel of 116 developing countries for the 1980 to 2006 period. Using the 

dynamic panel data techniques, robust empirical evidence supporting the crowding out effect 

of public investment on private investment was reported. The finding was strongest in 

countries with weak institutions and that lacked financial openness. 

 

In a recent study, Mallick (2016) examined the effect of government investment on private 

investment growth in India for the 1970/71 to 2013/2014 period. The Structural Vector 

Autoregressive (SVAR) was applied to the public investment data separated into 

infrastructural and non-infrastructural components. The reported empirical evidence 

supported the notion that government investment crowds out private investment mainly due 

to the inefficient non-infrastructural public investment component. Table 6.4 presents a 

summary of empirical studies on the crowding in or crowding out effect of public investment 

on private investment. 

 

. 
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Table 6.4: Empirical Literature on the Crowding In or Crowding Out Effect of Public Investment on Private Investment 

Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Aaron (1990) Discussion of why is infrastructure 

important? In Munnell, A. (Ed), Is there 

a shortfall in public investment? 

USA 

1951-1985 

Cobb-Douglas 

Production function 

Public investment crowds in 

private investment. 

Ag nor et al. 

(2005) 

Public infrastructure and private 

investment in the Middle East and North 

Africa. 

Egypt, Tunisia and 

Jordan 

1965-2002 

VAR Public capital effect on private 

investment is weak. 

Albala-Bertrand 

& Mamatzakis 

(2004) 

The impact of public infrastructure on 

the productivity of the Chilean 

economy. 

Chile 

1960-1998 

Translog production 

function 

Public infrastructure slowed 

productivity up to 1971, and from 

1972 it was efficient. 

Aremo (2013) Public investment and sustainable 

economic growth in community of west 

African states (ECOWAS): Pane data 

co-integration analysis (1986-2011). 

ECOWAS 

1986-2011 

Panel data co-

integration analysis 

Public investment crowds out 

public investment in the 

economic growth process. 

Attary (1958) Transportation and economic prosperity USA 

1950-1985 

Cobb-Douglas Public capital on highways 

crowds in private investment. 

Bajo-Rubio & 

Sosvilla-Revero 

(1993) 

Does public capital affect private sector 

performance?  

Spain 

1964-1988 

Cobb-Douglas Public investment has a positive 

effect on private sector growth. 

Berndt & 

Hansson (1992) 

Measuring the contribution of public 

infrastructure capital in Sweden 

Sweden and the 

USA 1960-1988 

Cost: Generalized 

Leontief 

Public investment promotes 

private employment. 

Boarnet (1998) Spillovers and the locational effects of 

public infrastructure. 

California 

1969-1988 

Cobb-Douglas Public infrastructure investment 

has a negative spillover effect. 

Canaleta et al. 

(1998) 

Public capital, regional productivity and 

Spatial spillover. 

Spain regions 

1964-1991 

Flexible cost function Public capital crowds in private 

capital. 

Canning & 

Bennathan 

(2000) 

The social rate of return of investment. 62 countries Cobb-Douglas Low income countries tend to 

benefit from high infrastructure in 

physical and human capital. 



  

162 

 

Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Carlino & Voith 

(1992) 

Accounting for differences in aggregate 

State productivity. 

USA  

48 States 

1963-1991 

Fixed and time effects Highways’ and educational public 

investment positively affects 

private sector productivity. 

Clarida  

(1993) 

International capital mobility, public 

investment and economic growth. 

USA, France and 

Germany 

VECM Public capital has a long-run 

relationship with total factor 

productivity. 

Cohen & 

Morrison Paul 

(2004) 

Public infrastructure investment, 

interstate spatial spillovers and 

manufacturing costs. 

USA States 

1982-1996 

Generalized Leontief Own state cost reductions of 

public investment increases 

spilling to the proximity states. 

Costa et al. 

(1987) 

Public capital, regional output and 

development: Some empirical evidence. 

USA 

48 states 

1972 

Translog  Complementarity between public 

capital and private labour. 

Deno (1988) The effect of public capital on US 

manufacturing activity. 

USA 

1970-1978 

Translog profit 

functions 

Public investment complements 

private capital and employment. 

Eberts (1986) Estimating the contribution of urban 

public infrastructure on regional growth. 

USA 

1958-1978 

Translog Public investment crowds in 

private investment. 

Eberts & Fogarty 

(1987) 

Estimating the relationship between 

local public and private investment 

USA (36 States) 

1940-1978 

Urban economic model Public investment crowds in 

private investment in growth. 

Erden & 

Holcombe 

(2005) 

The effects of public investment on 

private investment in developing 

economies. 

Sample of 

developing countries 

1980-1997 

Standard investment 

model 

Public investment crowds in 

private investment. 

Everaert & 

Heylen (2004) 

Public capital and long-term labour 

market performance in Belgium. 

Belgium 

(43 regions) 

1965-1996 

General equilibrium 

model 

Public investment complements 

private investment. 

Flores de Frutos 

et al. (1998) 

Public capital and economic growth: An 

analysis of the Spanish economy. 

Spain 

1964-1992 

VECM Public investment promotes 

private investment.  

Ghali (1998) Public investment and private capital 

formation in a vector error correction 

model of growth. 

Tunisia 

1963-1993 

VECM Public investment has a crowding 

out effect on private investment. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Karadag et al. 

(2004) 

The Effects of Public Capital on Private 

Sector Performance in Turkish Regional 

Manufacturing Industries 

Turkey 

1980-2000 

VAR Public investment positively 

affects private sector output. 

Keeler & Ying 

(1988) 

Measuring the benefits of a large public 

investment: The case of the U.S federal 

aid highway system. 

USA 

1950-1973 

Translog cost function Public investment improves 

private sector productivity. 

Kemmerling & 

Stephan (2002) 

The contribution of local public 

infrastructure to private productivity and 

its political economy: Evidence from a 

panel of large German cities. 

German 

87 large cities 

1980,1986,1988 

Cobb-Douglas Public infrastructure promotes 

private sector productivity. 

Lau & Shin 

(1997) 

Public infrastructure and economic 

growth: Time series properties and 

evidence. 

USA 

1925-1989 

VECM Public investment complements 

private investment. 

Lynde (1992) Private profit and public capital. USA 

1958-1988 

Cobb-Douglas in a 

profit function 

Profit increases with respect to 

public capital increases. 

Lynde & 

Richmond 

(1991) 

The role of public capital in production. USA  

1958-1989 

Translog cost function Public capital complements 

private capital. 

Mallick (2016) Effects of Government Investment 

Shocks on Private Investment and 

Income in India. Working Paper 315, 

Indian Council for Research on 

International Economic Relations. 

India 

1970/71-2013/14 

VAR Non-infrastructural public 

investment crowds out private 

investment. 

Mallick (2002) Determinants of long term growth in 

India: A Keynesian approach. 

India 

1950-1993 

VAR Public investment has a higher 

economic growth impact than 

private investment. 

Mamatzakis 

(1999a) 

Public infrastructure, private input 

demand and economic performance of 

the Greek industry. 

Greek Industries 

1959-1990 

Translog cost function Public investment reduces costs 

in manufacturing. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Mamatzakis 

(1999b) 

Testing for the long run relationship 

between infrastructure and private 

capital productivity: A time series 

analysis for the Greek industry. 

Greek Industries 

1959-1993 

VECM Public investment enhances 

productivity. 

Merriman (1990) Public capital and regional output: 

Another look at some Japanese and 

American data. 

Japan: 1954-1963 

USA: 1972 

Translog, Fixed effects Crowding in effect between 

public and private capital. Public 

capital also promotes private 

employment. 

Moreno et al. 

(2003) 

On the effectiveness of private and 

public capital. 

Spain regions 

1980-1991 

Translog cost function Public investment crowds out 

private investment.  

Morrison & 

Schwartz (1996) 

Public infrastructure, private investment 

demand and economic performance in 

new England manufacturing. 

USA  

6 States 

1970-1987 

Cost function in a 

generalized Leontief 

Public and private investments 

are complementary. 

Munnell (1993) As assessment of trends and economic 

impacts of infrastructure investment. 

USA  

48 States 

1970-1986 

Cobb-Douglas Public capital substitutes for 

private investment. 

Munnell & Cook 

(1990) 

How does public infrastructure affect 

regional economic performance? 

USA 

48 States  

1970-1986 

Cobb-Douglas Infrastructural public investment 

enhances private sector 

productivity, while public 

investment crowds out private 

investment. 

Nazmi & 

Ramirez (1997) 

Public and private investment and 

economic growth in Mexico. 

Mexico Modified neoclassical 

production function 

Public investment crowding in 

private investment. 

Odedokun 

(1997) 

Relative effects of public versus private 

investment spending on economic 

efficiency and growth in developing 

countries. 

48 developing 

countries 

Modified production 

function 

Non-infrastructural public 

investment crowds out private 

investment. 

Otto & Voss 

(1994) 

Public capital and private sector 

productivity. 

Australia  

1966-1990 

Cobb-Douglas Public investment crowds in 

private investment. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Otto & Voss 

(1996) 

Public capital and private production in 

Australia. 

Australia 

1959-1992 

VAR Public capital enhances long run 

private capital. 

Otto & Voss 

(2002)  

Public and private investment in the 

United States and Canada. 

USA:1951-1997 

Canada:1951-1996 

VAR Public investment crowds in 

private investment. 

Pereira (2000) Is all public capital created equal? USA 

1956-1997 

VAR Public investment crowds in 

private investment. 

Pereira (2001a) Public capital formation and private 

investment: What crowds in what? 

USA 

34 observations 

VAR Public investment stimulates 

private investment.  

Pereira & 

Andraz (2005) 

Public investment in transportation 

infrastructures and economic 

performance in Portugal. 

Portugal 

1976-1998 

VAR Public investment promotes 

private investment output and 

employment. 

Pereira & 

Andraz (2010b) 

On the regional incidence of highway 

investment in the USA 

USA 

48 States 1977-1999 

VAR Public highway investment 

crowds in private investment. 

Pereira & Roca- 

Sagales (1999) 

Public capital formation and regional 

development in Spain. 

Spain, national and 

regional 

1970-1989 

VAR Public investment positively 

affects private investment in the 

long run. 

Pereira & Roca- 

Sagales (2001) 

Public capital and private sector 

performance in Spain: A sectorial 

analysis. 

Spain, national and 

regional 

1970-1993 

VAR Public capital exerts a positive 

long-run effect on private 

investment.  

Pereira & Roca- 

Sagales (2003) 

Spillover effects of public capital 

formation: Evidence from the Spanish 

region. 

Spain, national and 

regional 

1970-1995 

VAR Public capital exerts a positive 

long-run effect on private 

investment.  

Pina & St Aubyn 

(2005) 

How should we measure the rate of 

return on public investment in a VAR? 

USA 

1956-2001 

VAR Public investment has a crowding 

out effect on private investment 

Ramirez (1996) Public and private investment in Mexico 

and Chile: An empirical test of the 

complementarity hypothesis. 

Mexico and Chile 

1940-1992 

Linear growth Model Public investment crowds in 

private investment. 

Sahoo et al. 

(2010) 

Infrastructure development and 

economic growth in China. 

China 

1975-2007 

Cobb-Douglas Public investment crowds in 

private investment. 
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Author Title Region/Country 

and sample period 

Model Specification Conclusion 

Seitz (1994) Public capital and the demand for 

private inputs. 

West Germany 

1970-1989 

Cost function in a 

generalized Leontief 

Public and private investments 

are complementary. 

Seitz & Licht 

(1995) 

The impact of public infrastructure 

capital on regional manufacturing 

production cost. 

West Germany 

1970-1988 

Translog cost function Public investment reduces costs, 

especially in the private building. 

Shah (1992) Dynamics of public infrastructure, 

industrial productivity and profitability. 

Mexico 

1970-1987 

Translog cost function  Public capital crowds out private 

investment in the short run, but in 

the long run it complements it. 

Voss (2002) Public and private investment in the 

United States and Canada 

USA and Canada VAR Public investment substitutes 

private investment. 

Wang (2004) Effects of government expenditure on 

private investment: Canada empirical 

evidence. 

Canada 

1961-2000 

Private investment 

equation 

Public investment in education 

promotes private investment. 

 

 

 



  

167 

 

Based on the previous empirical literature review on the relative impact of public and private 

investment on economic growth and the crowding in or crowding out effect of public 

investment on private investment, two observations are worth noting. Firstly, there are scanty 

empirical studies on the subject that focused on the individual SSA countries, particularly the 

selected study countries. Available studies, which cover the study countries are cross-

sectional, yet it is agreeable that the cross-sectional analysis poses some challenges in 

extracting the individual country-based policy implications. Secondly, the evidence brought 

to bear by the previous studies on the subject are inconclusive; there is still no consensus on 

whether public investment has a higher impact on economic growth than private investment 

and on whether public investment crowd in or crowd out private investment in the economic 

growth process for the selected study countries. 

6.4 Conclusion 

This chapter has discussed the theoretical and empirical literature on the relative impact of 

public and private investment on economic growth and the crowding in or crowding out 

effect of public investment on private investment and provided a brief review of economic 

growth models. From this discussion, it can be concluded that there is little consensus about 

the relative impacts of public and private investment on economic growth. Existing empirical 

evidence indicates that the debate on whether a resource unit spent on public investment 

spurs economic growth more or less than an equivalent resource amount spent on private 

investment depends on various factors. These include, among others: the level of 

development of sample countries, data set (individual, country-based or cross-sectional), the 

methodological approach and the proxy for public and private investment. However, what is 

clear from the discussion is that public investment in core infrastructures such as in road 

networks and railway systems, power generation and distribution, education, health, water 

and sewerage systems is beneficial to economic growth as it crowds in private investment 

growth. 
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CHAPTER 7 

EMPIRICAL MODEL SPECIFICATION AND ESTIMATION TECHNIQUES 

 

7.1 Introduction 

This chapter discusses the theoretical and empirical model specifications, as well as the 

estimation techniques used in the study and is divided into five sections. Section 7.2 details 

the empirical models specification and presents the theories underpinning these models. 

Section 7.3 provides the techniques employed to estimate the models presented in Section 

7.2. Data sources and the definitions of variables used are discussed in Section 7.4 and the 

concluding remarks presented in Section 7.5. 

7.2 Empirical Model Specification 

The relative impact of public and private investment on economic growth is examined, using 

the Autoregressive Distributed Lag (ARDL)-bounds testing approach to cointegration 

analysis. In literature, these two components of investment have been proxied by various 

measures ranging from nominal and real values to physical capital stock of economic 

infrastructures (after accounting for depreciation), to employee investment per capita, to 

public and private investment share of Gross Domestic Product (GDP) (see Aschauer, 1989a; 

Ghali, 1998; Bedia, 2007; among others). Also, economic growth has been proxied by several 

measures in literature ranging from nominal values to real growth rates of the gross domestic 

product. This study examines two related issues. The first one, which is the primary objective 

of the study, is the relative roles played by public and private investment on overall economic 

growth and is discussed in Section 7.2.1 (Model 1). The second issue is the crowding in or 

crowding out effect of public investment on private investment and is considered in Section 

7.2.2 (Model 2).  

7.2.1 Theoretical and Empirical Underpinnings of Model 1  

Following Khan & Reinhart (1989), Ramirez (1996), Ghura (1997), Ghali (1998), Ramirez & 

Nazmi (2003) and Bedia (2007), the study extends the modified Solow (1956) aggregate 

production function to account for public investment, private investment and labour. The 

modified production function takes the form: 
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   =    F [   (   
 ,   (    

 ,    (    
   ]……………….………………........................…. (7.1) 

Where:    = National output at period t 

               = Technology at time t 

                = Labour at period t 

               = Public physical capital stock at period t 

               = Private physical capital stock at period t. 

Where     and α are coefficients of labour, public physical capital stock and private 

physical capital stock, respectively, after the model is linearised. 

Two main motivations underlie the modifications of the Solow neoclassical production 

function. Firstly, following the endogenous growth models (Barro, 1990), it is possible to 

examine the relative impact of public and private investment on economic growth. This was 

not previously achievable with the standard production function where it is assumed that  = 

α =  , such that in equation (7.1) the two components of investments are replaced by   , 

which is the total physical capital stock. 

Secondly, the generalised version of equation (7.1) is subject to constant returns to scale of 

the neoclassical framework. Under the framework, the long-run economic growth is 

influenced by the exogenously available technology and exogenous population growth 

(Solow, 1956). Given the nature of physical capital (public and private), that is, it abides by 

the law of diminishing returns; its impact on economic growth would only be transitory. This 

implies that weak economies which are assumed to be under-capitalised can eventually catch 

up with the richer economies through the continual accumulation of physical capital. 

However, following the rejection of the envisaged convergence of economies (Lucas, 1988; 

Becker et al., 1990), this study rejects the fundamental assumptions of the neoclassical 

model, that technical progress is exogenous or freely accessible to all economies. In the 

endogenous growth models, it is conceivable that economies can have sustained growth rates 

in the absence of exogenous technology and exogenous population growth through the 

accumulation of physical and human capital. 
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According to the endogenous growth models, continual growth of economies is possible due 

to the positive externalities in the economies originating from investment in physical and 

human capital (Barro, 1990; Romer, 1986), changes in economic policies and increased 

openness to international trade (Grossman & Helpman, 1991). Thus, in this framework with 

externalities, the law of diminishing returns to physical capital (public and private) sets in 

more slowly, so that the continued capital acquisition can have a lasting long-run impact on 

economic growth. 

Following these endogenous growth model propositions, equation (7.1) can now be rewritten 

as follows: 

    =    F [  (   
 ,   (    

 ,    (    
   , Z ]…………..……………….......................…………… (7.2) 

Where the added Z is a vector representing other important variables that affect economic 

growth, such as terms of trade and credit to the private sector (Sheehey, 1990; Lin, 1994). 

From the discussion above, the general empirical model of this study is specified using the 

variables that follow: economic growth, public investment, private investment, labour, credit 

to the private sector and terms of trade. Economic growth is proxied by the annual growth 

rate of GDP as ‘y’. In literature, this proxy has been used extensively by, among others, 

Odedokun, (1997); Nazmi & Ramirez (1997); Ghali (1998) and Bedia (2007).  

Public investment ‘GI’ is proxied by the government gross fixed capital formation and this 

encompasses capital expenditures undertaken by the central government, State-Owned 

Enterprises (SOEs) and statutory instruments (Roache, 2007). Measuring public investment 

this way is appropriate as it fully corresponds to the public-sector investment expenditure as 

defined in the national accounts (Romp & de Haan, 2005). 

Previous studies have used different proxies as measurements for public investment. One 

standard proxy has been physical infrastructures such as the kilometres of roads and railway 

lines, kilowatts of electricity generating capacity or the number of telephones (Pritchett, 

1996; Fernald, 1999). Such measurements, as Romp & de Haan (2005) point out, are fraught 

with drawbacks. Firstly, using physical infrastructure only narrowly defines public 

investment. It excludes other forms of public investment, which are equally important in 

stimulating economic growth, for example, government investment in non-physical capital 

such as health delivery systems and education. Secondly, using physical infrastructure as a 
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proxy for public investment will lead to measurement errors since the private sector may 

provide some of the physical utilities. For instance, if private firms undertake the generation 

of electricity and its distribution, or participate in water supply and gas distribution, this will 

render a physical infrastructure proxy inappropriate as it will overstate the value of public 

investment. 

Given that physical infrastructure narrowly defines and potentially overstates public 

investment, this study adopts the broad concept of public investment as used extensively by, 

among others, Cullison (1993); Ramirez (1996); Ghali (1998) and Bedia (2007). Following 

the discussion above, public investment is measured as gross fixed capital formation by the 

government as a percentage of GDP and is one of the explanatory variables in this study. It is 

expected to be positively related to economic growth. 

Private investment ‘PI’, just as in the case of public investment, is also measured along the 

broad concept of all investment undertaken by the private sector. Gross fixed capital 

formation by the private sector is adopted as the proxy for private investment in this study. It 

encompasses the private sector investment in residential and non-residential fixed structures, 

equipment, machinery and software, among others. This approach of private investment 

measurement has been used extensively – as indicated in the literature – by, among others, 

Nazmi & Ramirez (1997); Ghali (1998); Phetsavong & Ichihashi (2012) and Hague (2013). 

Gross fixed capital formation as a percentage of GDP by the private sector is thus also 

expected to be positively related to economic growth. 

Besides the primary variables - economic growth ‘y’, public investment ‘GI’ and private 

investment ‘PI’ - three other control variables have been added to the empirical model, 

namely, labour ‘LBR’  credit to the private sector ‘DCRED’ and terms of trade ‘TOT’. 

Economic growth theory predicts that all three variables are positively related to economic 

growth and are added to specify the general empirical model fully. 

The importance of labour ‘LBR’ to economic growth is well-documented in the literature 

(Solow, 1956; Lucas, 1988). Although various proxies have been used to represent labour, 

population data has been the most common measure. The ideal measure that can represent 

labour, however, is secondary school education per worker. According to Barro & Sala-i-

Martin (1995), average years of secondary education have a stronger effect on economic 

growth than the average years of primary school. A secondary schooled worker can be more 
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innovative and more adaptable to new technology than a worker with primary level learning. 

However, the data on the labour force with secondary education qualifications or on the gross 

secondary education enrolment from the selected countries in this study is scantly available. 

Therefore, the economically active population, aged 15-64 years as a percentage of total 

population, has been adopted as a proxy of labour: an approach also taken by Nazmi & 

Ramirez (1997) and Odedokun (1997). Thus, numbers regarding the working age population 

are expected to be positively related to economic growth. 

Credit to the private sector ‘DCRED’ is the second control variable adopted in this study and 

constitutes the amount of domestic credit resources channelled into private sector enterprises. 

It captures the effects of monetary policy on economic growth. Its superiority over interest 

rates as the financial sector development proxy variable is well-documented (Dailami & 

Giugale, 1991). Since the private sector is hypothesised to be more efficient and productive 

than the public sector in resource utilisation, extending credit to this sector is envisaged as 

enhancing efficient resource allocation (Dailami & Giugale, 1991; Ang & McKibbin, 2007). 

As such, credit ‘DCRED’, measured as domestic credit extended to the private sector, is 

expected to be positively related to economic growth. 

The third control variable included in the study is the terms of trade ‘TOT’ and measured by 

the sum of exports and imports as a ratio of GDP. According to Romer (1986), Grossman & 

Helpman (1989a; 1989b; 1991b) and Lucas (1988), terms of trade are crucial to economic 

progress. Besides enhancing the economies access to trade opportunities, they stimulate 

competition resulting in efficient resource allocation, promote learning by doing and improve 

access to better technology through positive externalities. As terms of trade improve, 

economic progress is expected to accelerate. 

From these justifications, it can be concluded that labour, credit to the private sector and 

terms of trade are crucial in stimulating economic growth.  
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Empirical Model 1: The Relative Impact of Public and Private Investment on Economic 

Growth 

The general empirical model adopted in this study to examine the relative impact of public 

and private investment on economic growth is a variant of the earlier works of Khan and 

Reinhart (1989), Ramirez (1996), Ghura (1997), Ghali (1998), Ramirez & Nazmi (2003) and 

Bedia (2007). It is specified as follows: 

                                                         

                                 …………………………............................................................…… (7.3) 

Where:  

y                        = Annual growth rate of real gross domestic product (a proxy for economic                       

                              progress);  

GI                      = Gross fixed capital formation by the government (a proxy for public    

                              investment);          

PI                       = Gross fixed capital formation by the private sector (a proxy for private  

                              investment); 

 LBR                  = Population 15-64 years as a percentage of total population (a proxy for  

                              labour);    

DCRED              = Domestic credit extended to the private sector (a proxy for the financial  

                               sector development);  

TOT                    = Sum of exports and imports as a ratio of GDP (a proxy for the terms     

                               of trade); 

                            =The intercept;                                                                                                                    

  -                    = The coefficients of the explanatory variables; and                                                      

                          = The white noise error term at period t. 

 

The size of the coefficients     and    in particular, measures the magnitude of the impact of 

public and private investment on economic growth, respectively. If    and     are equal, the 

conclusion is that both public and private investments are equally important in contributing to 

economic growth. But if         , it implies that private investment contributes more to 

economic growth than public investment. This adds empirical support to the hypothesis that 
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private investment is more efficient and productive at the margin than public investment. This 

approach of measuring the impact of public and private investment on economic growth is 

used extensively in the economic literature (see, Aschauer (1989a); Odedokun (1997); 

Ramirez & Nazmi (2003) and Bedia (2007), among others). 

The specification of the general empirical model 1 (equation 7.3) is carried out for each of the 

economies in this study: Malawi, South Africa, Zambia and Zimbabwe. 

7.2.2 Theoretical and Empirical Underpinnings of Model 2 

The impact of public investment on overall economic growth as tested in Model 1 can also be 

examined indirectly through its crowding in or crowding out effect on private investment. 

While the primary aim of this study is to examine the relative impact of public and private 

investment on economic growth, the examination of the public investment crowding in or 

crowding out effect on private investment has important policy implications. When both 

public and private investment are equally important in contributing to economic growth in the 

presence of a crowding out effect, private investment can be prescribed to lead economic 

growth. However, if public investment complements private investment, the policymakers 

need to pay particular attention to the possible consequences of reducing public investment 

(Nazmi & Ramirez, 1997). This section discusses model specification associated with the 

public-private investment relationship to establish whether the two complement each other or 

act as substitutes. 

 

According to Sundararajan & Thakur (1980) and Tun & Wong (1982), the proposition that 

public and private investments are related is acceptable, although it is still uncertain whether 

public investment crowds in or crowds out private investment growth. Public investment 

crowds out private investment when: (i) it displaces the private sector in resource allocation; 

(ii) it is debt-financed thereby raising interest rates higher than can be afforded by the private 

sector; and (iii) it produces goods and services in direct competition with the private sector 

(Blejer & Khan, 1984). 

 

However, public investment can crowd in private investment, particularly if it is in the form 

of core infrastructure. Public investment in power generation, transport and water 

infrastructure, for instance, can promote private sector capital formation (Berndt & Hansson, 
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1992). On balance, the overall effect of public investment on private investment is an 

empirical issue since it cannot be determined a priori. 

 

Earlier empirical studies on the crowding in or crowding out effect of public investment on 

private investment have reported inconclusive results (Sundararajan & Thakur, 1980; Heller, 

1975). These studies applied the conventional approach where gross public investment enters 

the private investment model as one of the explanatory variables. The failure of these earlier 

studies to report the clear crowding in or crowding out effect of public investment led Blejer 

& Khan (1984) to use a different approach. They decompose public investment into 

infrastructural and non-infrastructural components, in which they report the former to be 

positively related to private investment while the latter is negatively related. 

 

This study uses two approaches to estimating the private investment model to test the public 

investment crowding in or crowding out effect. The first takes gross public investment as a 

regressor, among others, in the private investment equation. The second approach splits gross 

public investment into infrastructural and non-infrastructural components, and then each 

component enters separate private investment equations as one of the regressors. Following 

Blejer & Khan (1984) and Odedokun (1997), the private investment equations can be 

specified as follows: 

 

                                                             

 

                                                             

 

                                                                 

 

 

Where: 

 

PI                  = Gross fixed capital formation by the private sector (a proxy for private                         

  investment);  

GI      = Gross fixed capital formation by the government (a proxy for public  

  investment);   
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GIINFR      =                 public investment; 

GINONINFR     = Non-infrastructural public investment;  

S      = A vector of other important private investment explanatory variables; 

      and         = The intercepts; 

     and      = Coefficients of public investment, infrastructural public investment and                              

                                non-infrastructural public investment, respectively; and  

 

 ,    and           = Vectors of parameters of other private investment explanatory variables. 

 

While   shows the gross public investment crowding in or crowding out effect,   and   

indicate the crowding in or crowding out effect of infrastructural and non-infrastructural 

public investment, respectively, on private investment. When the sign of the parameters     

and   are negative, it indicates the crowding out effect of gross public investment, 

infrastructural and non-infrastructural public investment, respectively, on private investment. 

When they are positive, it denotes the crowding in effect of the respective public investment 

proxies on private investment. This approach has been used extensively in literature (see, 

Blejer & Khan, 1984; Odedokun, 1997; Ramirez & Nazmi, 2003). 

 

Private investment growth has been modelled through various theoretical constructs, and the 

most common is the neoclassical flexible accelerator theory. However, due to the presence of 

imperfect capital markets, high public investment and the absence of data on the key 

variables in most developing countries (the selected countries in this study belong to this 

group), estimating empirical models based on standard neoclassical investment theory is 

impossible. Therefore, the empirical studies on private investment behaviour in developing 

countries have focused on testing the hypothesis of the effect of its principal determinants 

such as credit to the private sector, inflation rate, real output and terms of trade (Oshikoya, 

1994). 

 

Domestic inflation rate ‘INFL’ is one of the variables that affect private investment. 

According to Greene & Villanueva (1991), a high level of domestic inflation retards private 

investment growth by making long-term projects unattractive, shortening the average 

commercial lending period and distorting key information inherent in relative prices. A high 

inflation rate, which also indicates macroeconomic instability emanating from weak control 
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of macroeconomic policy, adversely affects the investment environment. Thus, the domestic 

inflation rate is expected to be negatively related to private investment. 

 

The second variable that has been hypothesised to affect private investment is real output. 

The flexible accelerator model proposes that there is a positive relationship between the 

intended capital formation and real output, as proxied by economic growth ‘y’. Based on this 

hypothesis, Greene & Villanueva (1991) argue that high national income enables increased 

savings providing resources for private investment growth. Thus, as national income grows, 

private investment is also expected to increase. 

 

Credit to the private sector ‘DCRED’ is the third variable to affect private investment, 

particularly in developing countries with repressed financial markets. The credit policy in 

these markets would affect private investment directly by changing the volume of credit 

resources at the disposal of private enterprises rather than via the indirect interest rate channel 

(World Bank, 1990b). King & Levine (1993) report a positive relationship between 

investment and credit allocated to the private sector. Other empirical studies also confirm that 

private sector credit is an important determinant of private investment (Tun & Wong, 1982; 

Gupta, 1984; Serven, 1998). Based on the above argument, credit to the private sector is 

expected to be positively related to private investment. 

 

Terms of trade ‘TOT’ is the fourth variable that affects private investment. Terms of trade 

capture the potential effect that the shocks to the external economy have on private 

investment. Oshikoya (1994) argues that worsening terms of trade make imports more 

expensive relative to income, therefore, this erodes the exports’ purchasing power. The 

resultant worsening current account deficit, which is an indication of external macroeconomic 

instability, will negatively affect private investment. However, when terms of trade are 

improving, it is expected that private investment growth will respond positively. 

 

Based on the discussion above, economic growth, domestic inflation, credit to the private 

sector and terms of trade are the additional relevant explanatory variables in the private 

investment equations. 
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Empirical Model 2: The Crowding In or Crowding Out Effect of Public Investment on 

Private Investment 

The adopted empirical model to examine the effect of public investment on private 

investment follows Blejer & Khan (1984) and Odedokun (1997). It is specified in three 

equations as follows:  

 

Model 2a - Private Investment and Public Investment 

 

                                                                                           

                                                             

 

Model 2b – Private Investment and Infrastructural Public Investment 

 

                                                                                       

                                               

 

Model 2c- Private Investment and Non-Infrastructural Public Investment 

 

                                                                                      

                                                  

 

Where: 

PI                                                = Gross fixed capital formation by the private sector (a proxy  

                                                       for private investment);  

GI                                              = Gross fixed capital formation by the government (a proxy  

                                                        for public investment);  

GIINFR                                       = Infrastructural public investment; 

GINONINFR                              = Non-infrastructural public investment; 

INFL                                            = Domestic inflation rate;  

y                                                   = Economic growth;  

DCRED                                       = Domestic credit to the private sector;  

TOT                                              = Terms of trade; 
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   ,     and                                 = Constants; 

       ,         and          = Coefficients of control variables; 

       and                                   = Coefficients of variables of interest; and 

             and                              = White noise error terms. 

 

The empirical private investment Model 2 with its three equations is specified in each of the 

four countries selected in this study.  

 

7.3 Estimating Techniques 

Various estimating techniques in econometrics literature are used to examine the 

cointegration relationships among macroeconomic variables. The Engle-Granger (1987) 

mechanism and the Phillips & Hansen (1990) procedure can be applied in univariate 

cointegration analysis. The Johansen (1988), Johansen & Juselius (1990) and the later 

improved Johansen (1995) approaches can apply in the case of the multivariate cointegration 

analysis. In addition, the newly proposed ARDL approach popularised by Pesaran & Shin 

(1995) and Pesaran et al. (2001) can also be applied. The ARDL approach to cointegration 

has been credited in recent empirical studies for its superior efficiency in small and finite 

sample data sizes over the other traditional cointegration approaches such as the Engle & 

Granger (1987) and Gregory & Hansen (1996) methods. Also, the ARDL-bounds testing 

approach has other advantages such as; (i) it can produce robust results even when the 

variables used are a mixture of I(0) and I(1); (ii) it uses simple reduced form equations; and 

(iii) it provides long-run estimates that are unbiased (Pesaran et al., 2001). Following this 

trend, the ARDL-bounds testing methodology is applied in this study to evaluate the specified 

models. 

Throughout the chapter, the dynamic specification associated with the Error Correction 

Modelling (ECM) is applied. This modelling approach establishes both the long-run and 

short-run impacts of public and private investment on economic growth in the selected 

countries. It can also reveal the crucial relationship between public investment and private 

investment. The Microfit 5.0 software is used to conduct the cointegration tests and impact 

analysis conducted within the ARDL-bounds testing framework. However, before carrying 

out the cointegration test, the unit root tests must first be done to ascertain the order of 
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integration of the variables. In this regard, the study conducts the Dickey-Fuller Generalised 

Least Squares (DF-GLS), the Phillips-Perron (PP) and the Perron (1997) (PPURoot) tests. 

7.3.1 Unit Root Tests 

The unit root tests in this study are conducted to determine the order of integration of the 

series. While the ARDL procedure can be applied without prior unit root tests, such tests are 

still necessary to establish whether the ARDL is applicable or not. The ARDL is only 

applicable when the order of integration of the chosen series is at most one. This study 

applies three unit root tests to examine the order of integration of the series, namely, DF-

GLS, the PP and the Perron (1997) (PPURoot). 

7.3.1.1 Dickey-Fuller Generalised Least Squares (DF-GLS) 

The Augmented Dickey-Fuller (ADF) applies the following equation to test the unit roots of a 

series: 

                                       

 

   

                            

Where       the variable of interest,    is the white noise error term. 

The ADF test centres on establishing whether the estimate of   is zero or not. According to 

Fuller (1976), Y is stationary if the critical value from the ADF statistics is greater than the 

value of the calculated ratio of coefficients. However, DeJong et al. (1992) and Harris (1992) 

argue that for small sample data, the ADF unit root test is unreliable. They report that for 

small sample data, as in this study, the test will result in committing Type І and Type ІІ errors 

and this justifies the use of a robust unit root testing method such as the DF-GLS. 

The DF-GLS test is a modification of the ADF test through series detrending before 

conducting the ADF test regression. The alteration greatly enhances the performance of the 

DF-GLS test in terms of sample size and power ahead of the ADF test. According to Elliot et 

al. (1996), the DF-GLS has a better overall performance than the ADF test and has been used 

in various recent empirical studies. 

The DF- GLS starts by applying the generalised least squares detrending to the variables in 

the equation as follows: 
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             ………………………………………………………………….........…..(7.11) 

For de-trending,      (1, t) and   ,    are calculated as regressing 

[  ,  (1   )  ………………., (1   )  ]………………………………………......…..(7.12) 

Onto  

[  ,   (1   )  ………………., (1   )  ]………………………………………….... (7.13) 

Where:     1        and L is the lag operator. The values of c, according to Stock (1994), 

are chosen such that the test attains the power envelope against stationary alternatives at 50% 

power. After the detrending, the ADF regression equation (7.14) is then estimated using the 

  
  series to test the null hypothesis that     . 

   
                       

              
   

 

   

                           

Where n is the maximum lag. 

The ARDL methodology is applied when the order of integration is established as either І(0) 

or І(1). 

7.3.1.2 Phillips-Perron 

When a series has a changing mean, Perron (1989, 1990) pointed out that the standard unit 

root tests are biased towards not rejecting the null hypothesis of a unit root when the full 

sample is used. To remove this bias in unit root testing, Perron developed two testing models 

- the additive outlier and the innovative outlier. In the additive model, the fundamental 

assumption is that the effect of the structural break on the series is immediate, regardless of 

whether they are stationary or not. A two-step unit root test is applied in this model. Firstly, a 

regression is conducted of the series    on the constant and a dummy variable: 

                   ……………………………………………………….......…….. (7.15) 

Where     is a dummy that captures the post-structural break, so that       1 if t       and 

0 otherwise, and    measures the time of break in the series. After fixing the effect of the 

break, the second step involves running the residual from equation (7.1.5) on the equation of 

the form: 
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Where          1 if t        and 0 otherwise. The stationarity of    is tested through the 

null hypothesis: 

  :      

Against the alternative 

         (from equation 7.16) 

After applying the appropriate critical values, rejecting     would imply that the series    is 

stationary. 

In the second model - the innovative outlier - the effect of the structural break in the time 

series is assumed to fade out slowly over time. The model would then test the unit root on the 

series    using the following equation: 

                            

 

   

                                           

Where     and        are defined as before. The null and alternative hypothesis 

formulation in the unit root testing is as above. 

7.3.1.3 Perron (1997) Unit Root Test (PPURoot) 

The Perron (1997) test (PPURoot) was developed to incorporate the criticism mostly by 

Christiano (1988) who argued that break-point must not be exogenously given as in the 

Perron previous unit roots test but chosen in such a way as to be correlated with the data. 

Thus, the PPURoot test that accounts for the structural break in both the slope and intercept 

was developed: it then chooses the break-point with the smallest t-statistics amongst the 

possible break-points for testing the null hypothesis of unit root, provided that the alternative 

hypothesis of the variable of interest is stationary.  

According to Perron (1990), the change to the new trend function can be sudden and this is 

modelled in the additive outlier model, or it can happen slowly over time, in which case it is 

modelled on the innovational outlier model. Since the variables used in this study are macro 
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in nature, that is, they take some time to react to the adopted policy reform, it is prudent to 

apply the innovational outlier model in unit root testing. 

To incorporate the change in both the intercept and slope of trend function at break-point, 

Perron (1997) presented the following innovational outlier model for testing stationarity: 

                                                                        

 

   

                                           

Where     is a dummy that represents the change in the intercept,     = 1 if (t    ) and 

zero otherwise;     is a dummy that represents a change in the slope of the trend function: 

      if t = TB   1, and 0 otherwise. Unlike the additive outlier model, the innovational 

outlier model allows a change in the slope of the trend function and a split at the time break 

in both segments of the trend functions. Thus, under the null hypothesis of a unit root in 

equation (7.18), a break is provided, while the alternative takes the split trend stationary 

process. 

7.3.2. ARDL-Bounds Testing Approach to Cointegration 

After ascertaining that the order of integration of the variables is at most one, the next step is 

to test the cointegrating relationship of the variables. The most commonly used cointegration 

methodologies are Engle-Granger (1987), Johansen-Juselius (1990) and the maximum 

likelihood-based Johansen (1991, 1995). These methods are less favoured to the ARDL- 

bounds testing methodology in recent times, owing to their low estimation power in small 

sample studies (Charemza & Deadman, 1992; Shrestha & Chrowdhury, 2007). The choice of 

the newly proposed ARDL-bounds testing approach developed by Pesaran & Shin (1999) and 

popularised by Pesaran et al. (2001), is based on the numerous credits it has over the other 

conventional cointegration tests. 

Firstly, the ARDL methodology can be applied even if the underlying variables are not 

integrated of the same order - as long as they are integrated of the order not exceeding one 

(Oteng-Abayie & Frimpong, 2006; Odhiambo, 2009). Secondly, the ARDL methodology is 

parsimonious as only a single reduced form equation is required, unlike the conventional 
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cointegration approaches that use a system of equations to estimate the long-run relationship 

(Pesaran et al., 2001). Thirdly, the ARDL approach has more estimating power, even in the 

small sample size, than the conventional methods that are sample-size sensitive. Fourthly, in 

the presence of endogenous explanatory variables, the ARDL methodology gives unbiased 

estimates of the long-run model with valid t-statistics (Odhiambo, 2008). Lastly, as 

Laurenceson & Chai (2003) and Shrestha & Chrowdhury (2007) argue, the use of the ARDL 

-bounds testing approach to cointegration provides results that are immune from the problems 

associated with non-stationary time-series data. 

However, the ARDL-bounds testing approach cannot be applied if there are variables 

integrated of order 2 and above. This is because the ARDL approach uses critical values 

created by Pesaran et al. (2001) only for the I(0) and I(1) variables. Hence, it is necessary to 

conduct a pre-test to establish if the variables used are integrated of order not exceeding 1 

before applying this methodology approach. 

Based on the above discussion, this study applies the ARDL- bounds testing methodology to 

examine the dynamic impact of public and private investment on economic growth and the 

crowding in or crowding out effect of public investment on private investment in the four 

selected countries. 

Following Pesaran et al. (2001), the ARDL representation of Model 1 (equation 7.3) is shown 

in equation 7.19 as follows: 

ARDL Representation of Model 1 
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Where:  

y                                   = Annual growth rate of real gross domestic product (a proxy for    

        economic progress);  

GI                                         = Gross fixed capital formation by the government (a proxy  

                                                 for public investment);  

PI                                          = Gross fixed capital formation by the private sector (a proxy for                 

                                                  private investment);  

LBR                                      = Population 15-64 years as a percentage of total population (a                                                                

                                                 proxy for labour);  

DCRED                                 = Domestic credit extended to the private sector (a proxy for the    

                                                  financial sector development);  

TOT                                        = Sum of exports and imports as a ratio of GDP (a proxy for      

                                                  the terms of trade); 

                                              =The intercept;                                                                                                                

        and                   = Coefficients of output with respect to the above variables;  

                                               = error term;                                                                                                                            

                                               = The first difference operator; and                                                                                            

n                                               = The lag length. 

 

The ARDL model (equation 7.19) is estimated for each of the selected four countries in this 

study. 

The first step in testing the cointegration relationship is to formulate a null hypothesis: 

  :                                     (Indicating no long-run relationship) 

Against the alternative hypothesis 

  :                                           (Indicating the existence of a 

cointegration relationship) 

The second step involves the use of the F-statistic based on the joint significance of all the 

lagged levels of the variables. There are two sets of critical values that are used, as reported 

by Pesaran et al. (2001), in the test of cointegration - the lower and the upper critical values. 

The null hypothesis of no long-run relationship is rejected if the calculated F-statistic is above 
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the upper critical value. But, the study fails to reject the null hypothesis of no cointegration if 

the F-statistic measure is below the lower critical value. However, the cointegration test 

becomes inconclusive if the calculated F-statistic falls within the lower and upper critical 

values. 

After establishing the cointegration relationship, the next step is to determine the optimal lags 

for each of the variables. The lag length determination in the model is based on the Akaike 

Information Criterion (AIC) and/or the Schwartz- Bayesian Criterion (SBC). The AIC adopts 

the model with the maximum lag length, while the SBC chooses the model with the minimum 

possible lag length among the alternative models. 

Error-Correction Model – Model 1 

After establishing the existence of the long-run relationship of the variables, the next step is 

to obtain the long-run and error-correction estimates of the ARDL model. Equation 7.20 

provides the error-correction representation of the Model 1 in this study as: 

                       

 

   

              

 

   

                

 

   

                

 

   

 

                  

 

   

                

 

   

                           

Where: 

          and               = respective coefficients;                                                                      

                               = Error correction term lagged by one period;                                                            

The coefficient of the error-correction term,     measures the speed of adjustment to the long-

run position. To re-affirm the established cointegration relationship,    is expected to be 

statistically significant and negative. 

For each of the four selected countries in this study with the confirmed existence of the 

cointegration relationship, the error-correction model (equation 7.20) is run. 
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ARDL Representation of Model 2a - Model 2c 

The ARDL representation of Model 2a-Model 2c (equations 7.7 – 7.9) is as follows: 

Model 2a 

                                                   

 

   

 

   

   

                                   

 

   

 

   

                   

 

   

    

               

 

   

                                                    

                                                                           

Equation 7.8, which captures the crowding in or crowding out effect of infrastructural public 

investment on private investment, can be presented as follows: 

Model 2b 

                                                       

 

   

 

   

   

                                   

 

   

 

   

                   

 

   

    

               

 

   

                                                        

                                                                         

Equation 7.9, which captures the crowding in or crowding out effect of non-infrastructural 

public investment on private investment, can be presented as follows: 
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Model 2c 

                                                         

 

   

 

   

   

                                   

 

   

 

   

                   

 

   

    

               

 

   

                                            

                                                                    

                                              

Where: 

INFL                                       = The Domestic inflation rate;                                                                                         

GIINFR                                    = Infrastructural public investment;                                                                             

GINONINFR                           = Non-infrastructural public investment;                                                                             

                                         =  The short run slope coefficients;                                                                        

                                          = The long run slope coefficients; and                                                                                                                                                                          

                                                =  The white noise error terms. 

Model 2 with its variants (equations 7.21 – 7.23) is applied to each of the four countries 

selected in this study. 

Cointegration test in Model 2 follows the same approach as in Model 1. The following 

hypothesis is tested for each of the equations 7.21 – 7.23: 

  :                                      (Indicating no long-run relationship) 

Against the alternative hypothesis 

  :                                           (Indicating the existence of a 

cointegration relationship) 

After detecting the cointegration relationship, the AIC and SBC are used to determine the lag 

order of the equations under Model 2.  
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Error Correction Model - Model 2 

The long run and error-correction estimates of the ARDL Model 2 are obtained after 

ascertaining the cointegration relationship of the variables under each of the equations 7.21–

7.23. The error-correction representations of the Model 2 equations are specified as follows, 

starting with equation 7.21: 

Model 2a 

                                                   

 

   

 

   

   

                                   

 

   

 

   

                   

 

   

    

               

 

   

                                                

Model 2b 

                                                      

 

   

 

   

   

                                   

 

   

 

   

                  

 

   

    

               

 

   

                                              

 

Model 2c 

                                                         

 

   

 

   

   

                                   

 

   

 

   

                   

 

   

    

               

 

   

                                               

 



  

190 

 

Where: 

 ,   and                                 = The respective coefficients of the ECM; and                                                          

                                         = The error correction term lagged by one period                                                       

To confirm the established cointegration relationship, the slope coefficients  ,   and   that 

measure the speed of adjustment to the long-run position are expected to be statistically 

significant and negative. 

Lastly, diagnostic and stability tests are conducted to establish the goodness of fit of the 

ARDL models. The diagnosis involves testing the appropriateness of the models’ functional 

form, serials correlation, heteroscadasticity and normality of the models. The cumulative sum 

of recursive residuals (CUSUM) and the cumulative sum of squares of recursive residuals 

(CUSUMQ) are used to check model stability. 

7.4 Data Sources and Definitions of Variables 

7.4.1. Data Sources 

This study uses annual time-series data that cover the period from 1970 to 2014. The World 

Bank Databank (World Bank, 2015) is the primary source of all the data in this study. Annual 

time-series data from 1970 to 2014 for these four countries has been obtained from this 

source for the following variables:  growth rate of Gross Domestic Product (GDP) as a 

percentage;  gross  fixed capital formation by the government expressed as percentage of 

GDP; gross fixed capital formation by the private sector expressed as a percentage of GDP; 

domestic credit extended to the private sector expressed as a percentage of GDP; exports and 

imports as a percentage of GDP; yearly consumer price index; and population, 15-64 years, 

as a percentage of total population. 

7.4.2. Definition of Variables 

Since the definitions and classifications of expenditures in the national accounts vary 

considerably across countries, the quantitative measurement of public investment, private 

investment and economic growth may not be exact. For instance, some economies define 

public investment as capital expenditures by the State-Owned Enterprises (SOEs), excluding 

investment expenditures by the central government and government statutory boards 

(Cullison, 1993). 
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While previous studies have used various proxies for public and private investment and 

economic growth, this study utilises the following proxies for the series: economic growth is 

proxied by the annual growth of gross domestic product, public investment proxied by the 

gross fixed capital formation by the government and private investment proxied by the gross 

fixed capital formation by the private sector. This study has adopted the broad definitions of 

public and private investment as used extensively by, among others, Nazmi & Ramirez 

(1997), Ghali (1998), Zou (2006), Bedia (2007) and Hague (2013). 

The data on infrastructural and non-infrastructural public investment has been obtained by 

decomposing gross public investment. Following Blejer & Khan (1984) and later Odedokun 

(1997), the fundamental assumption underlying the decomposition is that infrastructural 

public investment is more related to the trend movement of the ratio of government gross 

capital formation to the GDP than non-infrastructural public investment. Blejer & Khan 

(1984) argue that public infrastructure investment is a continual process with a long gestation 

period related to economic progress. Investment on such infrastructural projects cannot be 

adjusted in a short period as they represent investment commitment in the past. Thus, 

infrastructural public investment is generated by the following relationship, after Blejer & 

Khan (1984): 

             
  .......................................................................................................... (7.27) 

Where GIINFR is the infrastructural public investment as a percentage of GDP, GI is the 

gross fixed capital formation by the government as a percentage of GDP; g is the annual 

growth rate of gross fixed capital formation by the government as a percentage of GDP;     

is the initial value of gross fixed capital formation by the government as a percentage of 

GDP; and e is the exponent. 

Non-infrastructural public investment (GINONINFR) is generated by subtracting 

infrastructural public investment from the gross fixed capital formation by the government as 

a percentage of GDP. 

While this study is not unaware of the limitations of generating infrastructural and non-

infrastructural public investment using the Blejer & Khan (1984) approach, other empirical 

studies such as Odedokun (1997) suggest that it is the most feasible alternative given the 

absence of country data, as is the case with this study. 
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In addition to the primary variables used in this study (economic growth, public and private 

investment), four other variables are also utilised. These are labour, credit to the private 

sector, terms of trade and inflation. 

The summary below provides measurement descriptions of the series used in this study: 

y - Annual growth rate of the GDP (a proxy for economic growth) 

GI- Gross fixed capital formation by the government as a percentage of GDP (a proxy for 

public investment) 

GIINFR - Infrastructural gross fixed capital formation by the government as a percentage of 

GDP (a proxy for infrastructural public investment) 

GINONINFR – Non-infrastructural gross fixed capital formation by the government as a 

percentage of GDP (a proxy for non-infrastructural public investment) 

PI- Gross fixed capital formation by the private sector as a percentage of GDP (a proxy for 

private investment) 

LBR- Population, 15-64 years, as a percentage of the total population (a proxy for labour) 

DCRED- Domestic credit extended to the private sector as a percentage of GDP (a proxy for 

credit) 

TOT- Sum of exports and imports as a ratio of GDP (a proxy for terms of trade) 

INFL- Yearly consumer price index (a proxy for the annual inflation rate). 

7.5. Conclusion 

This chapter has discussed the methodological framework used for this study to examine the 

relative impact of public and private investment on economic growth for each of the four 

selected countries. Furthermore, models that assist in establishing the crowding in or 

crowding out effect of public investment on private investment have been specified as well. 

The chapter has also presented the theoretical and empirical underpinnings of the adopted 

empirical models and the techniques used to estimate the specified models. The sources of 

the data and the definitions for all the variables employed in this study have been discussed in 

this chapter. 
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CHAPTER 8 

ECONOMETRIC ANALYSIS AND EMPIRICAL FINDINGS 

 

 

8.1 Introduction 

This chapter presents the econometric analysis and the empirical findings of the study. The 

study utilises the Autoregressive Distributed Lag (ARDL)-bounds testing approach to 

examine the relative impact of public and private investment on economic growth and 

estimate the relationship between public and private investment. In this regard, the study uses 

two models, Model 1 and Model 2. Model 1 examines the relative impact of public and 

private investment on economic growth. In the model, the dependent variable, economic 

growth (y), is explained by independent variables, namely: public investment (GI); private 

investment (PI); labour (LBR); credit to the private sector (DCRED) and terms of trade 

(TOT). 

Model 2 assesses the crowding in or crowding out effect of public investment on private 

investment. Model 2 is further divided into three models - Model 2a, Model 2b and Model 2c. 

Model 2a estimates the crowding in or crowding out effect of gross public investment on 

private investment. Model 2b determines the crowding in or crowding out effect of 

infrastructural public investment on private investment, while Model 2c examines the 

crowding in crowding out effect of non-infrastructural public investment on private 

investment. In each model, private investment (PI) is the dependent variable, and the control 

variables are as follows: inflation rate (INFL); economic growth (y); credit to the private 

sector (DCRED); and terms of trade (TOT). For Model 2a, 2b and 2c, gross public 

investment, infrastructural public investment and non-infrastructural public investment are 

key variables of interest in each model, respectively. 

The chapter has six sections. Section 8.2 presents the outcomes of an analysis of the unit root 

tests of all variables in Model 1 and Model 2, while Section 8.3 presents the econometric 

analysis and empirical findings of Model 1 for all the study countries. Section 8.4 provides 

the econometric analysis and empirical results of Model 2 for all the study countries. A 

summary of the empirical findings from the selected study countries is given in Section 8.5 

and Section 8.6 concludes the chapter. 
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 8.2 Unit Root Tests of Variables in Model 1 and Model 2 for all the Study Countries 

It is necessary to conduct unit root tests on all variables used in the economic growth and 

private investment models for all the study countries to ascertain whether the ARDL-bounds 

testing approach is applicable or not. For this purpose, the Dickey-Fuller Generalised Least 

Squares (DF-GLS), Phillips-Perron (PP) and Perron (1997) (PPURoot) unit root tests are 

used as discussed in Chapter 7. Tables 8.1, 8.2 and 8.3 present the detailed results of the unit 

root tests. 
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Table 8.1: DF-GLS Unit Root Test of all Variables (all the study countries) 

Dickey-Fuller Generalised Least Squares (DF-GLS) 

Variable Malawi South Africa 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Y -6.084*** -6.245*** - - -4.583*** -4.868*** - - 

PI -2.611 -2.671 -6.115*** -6.863*** -0.620 -1.621 -7.128*** -7.882*** 

GI -0.615 -5.544** -2.317** - -3.325 -3.436* -7.221*** - 

LBR -2.852 -2.856 -5.388*** -5.343*** -2.659 -2.868* -3.774*** - 

DCRED -2.396 -3.123** -5.825*** - -0.772 -2.248 -5.962*** -5.984*** 

TOT -2.153 -2.134 -7.167*** -8.054*** -1.580 -1.896 -6.075*** -6.091*** 

INFL -2.273 -1.755 -8.797*** -8.883*** -2.012 -2.603 -5.598*** -6.149*** 

GIINFR -1.809 -1.934 -2.181** -7.075*** -1.472 -2.178 -3.848*** -4.565*** 

GINONINFR -1.916 -1.258 -7.274*** -7.045*** -1.066 -2.234 -3.344** -4.016*** 

 

Dickey-Fuller Generalised Least Squares (DF-GLS) 

Variable Zambia Zimbabwe 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

 Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Y -6.361*** -7.001*** - - 4.745*** -5.764*** - - 

PI -1.529 -1.957 -2.771** -8.805*** -2.371 -3.530* -6.724*** - 

GI -1.899 -1.351 -5.195*** -4.581** -2.927 -3.725* -6.430*** - 

LBR -0.746 -1.565 -5.195*** -5.203*** -1.740 -1.750 -5.623*** -6.741*** 

DCRED -1.722 -1.787 -5.869*** -5.261*** -2.818 -3.150* -6.847*** - 

TOT -2.060 -2.817 -6.481*** -6.016*** -1.114 -3.702* -6.244*** - 
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INFL -1.218 -1.765 -5.171*** -6.174*** -2.977 -3.162* -6.553*** - 

GIINFR -1.966 -1.563 -5.878*** -5.631*** -2.987 -3.146* -7.931*** - 

GINONINFR -1.016 -1.336 -4.723*** -4.523*** -2.536 -3.038* -6.258*** - 

 

 

 

Table 8.2: PP Unit Root Test of all Variables (all the study countries) 

 

Phillips-Perron (PP) 

Variable Malawi South Africa 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

 Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Y -6.309*** -6.234*** - - -4.982*** -4.930*** - - 

PI -2.701* -2.667 - -7.213*** -1.649 -1.889 -8.361*** -8.595*** 

GI -1.871 -1.197 -5.195*** -6.581*** -3.442* -3.403 - -8.686*** 

LBR -2.500* -2.481 - -5.203*** -2.250 -2.445* -5.664*** - 

DCRED -2.262 -2.047 -6.925*** -10.034*** -1.058 -2.434 -5.892*** -5.817*** 

TOT -6.251** -7.228*** - - -1.670 -1.790 -6.117*** -6.218*** 

INFL -2.288 -2.664* -7.450*** - -2.513 -3.486** -7.937*** - 

GIINFR -1.904 -1.940 -5.878*** -5.631*** -3.263* -3.210 - -9.407*** 

GINONINFR -1.227 -3.179* -8.276*** - -2.040 -3.078* -7.370*** - 

 

Phillips-Perron (PP) 

Variable Zambia Zimbabwe 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Without With Without With Without With Without With 
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Trend Trend Trend Trend Trend Trend Trend Trend 

Y -6.564*** -7.156*** - - -5.535*** -5.717*** - - 

PI -2.086 -2.655* -4.654*** - -3.368 -3.463* -9.346*** - 

GI -2.782 -3.478* -10.717*** - -3.030 -3.761* -9.934*** - 

LBR -1.304 -1.180 -2.943** -3.851** -1.639 -1.451 -7.600*** -9.826*** 

DCRED -1.523 -1.274 -5.680*** -6.088*** -2.804 -3.007 -10.118*** -10.750*** 

TOT -2.751 -2.807 -7.652*** -9.306*** -1.314 -3.951* -9.322*** - 

INFL -1.698 -2.742* -7.013*** - -1.159 -2.055 -6.113*** -5.525*** 

GIINFR -2.897 -3.751* -11.090*** - -2.666 -4.055* -9.642*** - 

GINONINFR -2.698 -3.742* -5.145*** - -2.524 -3.159 -8.775*** -10.390*** 

 

 

Table 8.3: PPURoot Unit Root Test of all Variables (all the study countries) 

 

 

Perron (1997) (PPURoot) 

Variable Malawi South Africa 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Y -9.852*** -7.020*** - - -6.825*** -5.539*** - - 

PI -3.706 -2.968 -7.585*** -7.620*** -3.903 -3.994 -8.573*** -8.288*** 

GI -1.888 -1.705 -5.010** -5.118*** -1.173 -3.052* -9.005*** - 

LBR -1,580 -2.194 -6.732*** -6.593*** -5.027* -2.675 - -5.833** 

DCRED -3.350 -3.870 -6.333*** -6.369*** -3.223 -2.670 -5.441** -5.256** 

TOT -3.128 -3.334 -7.125*** -8.098*** -3.772 -3.242 -6.511*** -6.443*** 

INFL -1.477 -3.590* -6.171*** - -3.470 -1.976 -8.396*** -6.732*** 

GIINFR -3.699 -4.719* -5.453** - -2.470 -3.487* -6.815*** - 
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GINONINFR -1.939 -2.010 -7.968*** -8.343*** -3.652 -2.286 -9.439*** -8.727*** 

 

Perron (1997) (PPURoot) 

Variable Zambia Zimbabwe 

 Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Stationarity of all variables  

in level 

Stationarity of all variables 

in first difference 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Without 

Trend 

With 

Trend 

Y -9.302*** -8.441*** - - -6.823*** -6.386*** - - 

PI -3.206 -3.293 -8.087*** -6.907*** -4.824 -3.780 -6.705*** -4.878** 

GI -4.617 -4.581* -11.548*** - -4.264 -4.378 -6.019*** -6.006*** 

LBR -3.751 -2.610 -7.527*** -5.677** -4.353 -4.461 -8.311*** -7.930*** 

DCRED -3.620 -3.456 -6.093*** -6.367*** -4.308 -3.790 -6.889*** -6.858*** 

TOT -1.600 -2.940 -6.496*** -6.345*** -4.987* -4.208 - -8.679*** 

INFL -1.616 -4.237 -6.228*** -6.182*** -3.532 -4.153* -5.785** - 

GIINFR -4.870 -4.511* -11.818*** - -4.544 -4.825* -6.601*** - 

GINONINFR -1.104 -1.702 -6.921*** -6.713*** -3.509 -4.305 -5.807** -5.509*** 
Notes:  *, ** and *** denotes statistical significance at 10%, 5% and 1%, respectively.
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As Tables 8.1, 8.2 and 8.3 indicate, no variable is integrated of order 2 or higher. All the 

variables for the study countries are either integrated of order 0 [I (0)] or 1 [I (1)] based on 

the DF-GLS, PP and Perron (1997) PPURoot unit root test methods. This implies that the 

ARDL-bounds testing approach can be applied to the economic growth and private 

investment models for all the study countries. 

8.3 Econometric Analysis and Empirical Findings of Model 1 for all the Study 

Countries 

Having established that the variables in the economic growth model (Model 1) for all the 

study countries are integrated of order 0 or order 1, the next step is to test for the presence of 

cointegration of the variables. The results of the Bounds F-test for cointegration are presented 

in Table 8.4.   

Table 8.4: Bounds F-test for Cointegration of Model 1 (all the study countries) 

Country Dependent 

Variable 

Function F-

Statistic 

Cointegration 

Status 

Malawi y F(y|PI, GI, LBR, DCRED, TOT) 6.28*** Cointegrated 

South Africa y F(y|PI, GI, LBR, DCRED, TOT) 4.92*** Cointegrated 

Zambia y F(y|PI, GI, LBR, DCRED, TOT) 4.85*** Cointegrated 

Zimbabwe y F(y|PI, GI, LBR, DCRED, TOT) 6.13*** Cointegrated 

                                                  Asymptotic Critical Values 

Pesaran et al. (2001). P.300, 

Table CI(iii) Case III 

1% 5% 10% 

I(0) I(1) I(0) I(1) I(0) I(1) 

3.41 4.68 2.62 3.79 2.26 3.35 

Note: *** denotes statistical significance at 1%. 

 

The calculated F-statistics for F (y|PI, GI, LBR, DCRED, TOT) are 6.28, 4.92, 4.85 and 6.13 

for Malawi, South Africa, Zambia and Zimbabwe, respectively. The values are all above the 

upper bound critical value of 4.68 at 1% as reported by Pesaran et al. (2001). This means that 

the null hypothesis of no cointegration relationship among the variables in the economic 

growth model is rejected, implying that the variables share a long-run relationship. 

  

The next step in the analysis is to estimate the long-run and short-run coefficients of variables 

in Model 1 using the ARDL approach. Either the Akaike Information Criterion (AIC) or the 

Bayesian Information Criterion (BIC) was used to select the optimal lag length for the ARDL 
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model. Based on the model parsimony, the study selected for Model 1:  AIC-based ARDL (3, 

1, 2, 3, 0, 3) for Malawi; SBC-based ARDL (2, 0, 1, 0, 0, 0) for South Africa; AIC-based 

ARDL (1, 0, 2, 1, 0, 2) for Zambia; and AIC-based ARDL (2, 2, 0, 0, 1, 2) for Zimbabwe. 

Table 8.5 presents the long-run and short-run results of the selected ARDL models. 
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Table 8.5: Estimation of Long-Run and Short-Run Coefficients for Model 1 (all study countries) 

 

Panel A: Long-Run Coefficients (Dependent Variable is y) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

C 2.522*** 5.236 3.011*** 3.968 6.423*** 2.925 3.190** 2.699 

PI 0.238** 2.711 0.147* 1.948 0.085** 2.181 0.359** 2.127 

GI 0.657 1.497 -0.453*** -3.846 -0.339*** -3.076 0.111* 1.870 

LBR -0.378** -2.488 -0.143*** -3.829 0.169*** 3.601 0.966 1.625 

DCRED 0.218** 2.105 -0.014 -0.790 0.236*** 2.136 -0.211* -1.772 

TOT -0.098 -1.321 -0.141 -1.218 0.063 0.840 0.055 0.206 

 

Panel B: Short-Run Coefficients (Dependent Variable is Δy) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

Δy(1) 0.371* 1.859 -0.287** -2.631 - - 0.479*** 2.935 

Δy(2) 0.321** 2.096 - - - - - - 

ΔPI -0.210 -1.356 0.180* 1.907 0.115** 2.514 0.477** 2.111 

ΔPI(1) - - - - - - 0.180** 2.573 

ΔGI -0.376 -1.234 0.126 1.082 -0.773*** -3.484 0.192*** 2.871 

ΔGI(1) -0.605* -1.934 - - -0.336*** -2.209 - - 

ΔLBR -0.674* -1.799 -0.174*** -3.718 -0.139*** -3.362 0.282*** 2.786 

ΔLBR(1) -0.376** -2.152 - - - - - - 

ΔLBR(2) 0.520 1.216 - - - - - - 

ΔDCRED 0.325** 2.050 -0.017 -0.794 0.319** 2.051 -0.238 -1.281 

ΔTOT 0.213*** 3.209 -0.172 -1.171 0.061 0.986 0.379** 2.087 

ΔTOT(1) 0.315*** 3.173 - - -0.190** -2.690 0.178 1.396 

ΔTOT(2) 0.144* 1.998 - - - - - - 

ECM(-1) -0.993*** -4.030 0.972*** -6.404 -0.935*** -6.528 -0.727*** -4.015 
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 Malawi South Africa Zambia Zimbabwe 

R-squared 

R-bar-squared 

F-statistic 

Prob (F-statistic) 

DW statistic 

SE of Regression 

Residual Sum of Squares 

Akaike Info. Criterion 

Schwartz Bayesian 

Criterion 

0.844 

0.723 

8.918 

0.000 

2.130 

2.167 

7.958 

-98.42 

-114.929 

0.804 

0.749 

16.402 

0.000 

2.008 

1.346 

57.950 

-76.356 

-85.044 

0.827 

0.766 

18.558 

0.000 

1.949 

2.679 

222.545 

-108.359 

-118.926 

0.778 

0.707 

11.531 

0.000 

1.927 

0.599 

10.770 

-44.250 

-55.698 

Notes:  *, ** and *** denotes statistical significance at 10%, 5% and 1%, respectively. 
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8.3.1 Empirical Results of Model 1 for Malawi 

The long-run results in Table 8.5 Panel A for Malawi show that the coefficient of private 

investment (PI) is positive as expected and statistically significant at 5%. This implies that an 

increase in private investment leads to an increase in economic growth in Malawi, in the long 

run. This finding may be related to the various private investment incentives applied to the 

sectors such as agriculture, mining, textile and tourism under the Malawi Growth and 

Development Strategy of 2004 (Malawi Government, 2004). The results further reveal that 

the coefficient of public investment (GI) is statistically insignificant; therefore, this indicates 

that public investment has no significant impact on economic growth in Malawi in the long 

run. Although contrary to the expectations of this study, this finding is consistent with other 

empirical studies on the subject (see Khan & Reinhart, 1989; Odedokun, 1997). 

The long-run results for other variables show that the coefficient of labour (LBR) is negative 

and statistically significant, implying that labour has a negative impact on economic growth 

in Malawi. This finding may be due to population growth used as a proxy for labour. 

Furthermore, the coefficient of credit to the private sector (DCRED) is positive and statically 

significant, suggesting that DCRED has a positive impact on economic growth in Malawi in 

the long run. However, the coefficient of terms of trade (TOT) is statistically insignificant. 

The short-run results in Table 8.5 Panel B for Malawi show that the coefficient of private 

investment (ΔPI) is statistically insignificant. This suggests that a change in private 

investment growth in Malawi has no significant immediate effect on economic growth. The 

results further reveal that the coefficient of public investment in the current period (ΔGI) is 

statistically insignificant. However, the coefficient of public investment lagged by one period 

(ΔGI (1)) is negative and statistically significant at 10%. This suggests that an increase in 

public investment undertaken last year can result in an economic decline in Malawi in the 

short run. Although this finding is unexpected in this study, it agrees with some previous 

studies on the subject (see, among others, Shah, 1992; Ghali, 1998; Age  nor et al., 2005). 

The short-run results for other variables indicate that the coefficients of economic growth 

(Δy(1) and Δy(2)) are positive and statistically significant, implying that economic growth 

lagged by one and two periods can positively influence current economic growth in Malawi. 

In addition, the coefficients of labour (ΔLBR and ΔLBR (1)) are negative and statistically 

significant implying that a change in labour in the current and recent period can negatively 
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influence economic growth in the short run. Credit to the private sector (ΔDCRED) has a 

positive coefficient as expected and statistically significant. The results further reveal that the 

coefficients of terms of trade (ΔTOT, ΔTOT (-1) and ΔTOT (2)) are positive and statistically 

significant. This implies that changes in terms of trade in the current period, lagged by one 

and two periods all have a positive impact on economic growth in the short run. The 

coefficient of ECM (-1) is -0.993 and statistically significant at 1%. This indicates that in the 

case of disequilibrium occurring in the previous period due to a shock to economic growth, it 

is corrected at the annual rate of 99.3%.  

Based on the empirical results reported in Tables 8.5, private investment contributes more to 

economic growth than public investment in Malawi, both in the long run and short run. The 

finding compares favourably with other studies on the subject such as Khan & Reinhart 

(1989), Ghali (1998), Ramirez & Nazmi (2003) and Samake (2008), among others.  

8.3.2 Empirical Results of Model 1 for South Africa 

The long-run results in Table 8.5 Panel A reveal that the coefficient of private investment (PI) 

is positive as expected and statistically significant at 10%. This implies that an increase in 

private investment in South Africa can enhance economic growth in the long run. This 

finding can be partly attributed to the deliberate actions taken by the government of South 

Africa in 2004 to improve macroeconomic stability, grow human capital and invest in more 

economic infrastructure (Department of Trade and Industry (DTI), 2005). The results also 

reveal that the coefficient of public investment (GI) is negative, which was unexpected and 

statistically significant at 1%. This finding suggests that an increase in public investment in 

South Africa is associated with a decline in economic growth in the long run. Although this 

result is contrary to the expectations of this study, it is consistent with the empirical evidence 

reported by previous studies on the subject (see among others, Evans & Karras, 1994; Ghali, 

1998; Aremo, 2013). 

The long-run results of other variables indicate that labour (LBR) is negatively related to 

economic growth in South Africa. In addition, credit to the private sector (DCRED) and 

terms of trade (TOT) have no significant impact on economic growth in the long run. 

The short-run results in Table 8.5 Panel B show that the coefficient of private investment 

(ΔPI) is positive as expected and statistically significant at 10%. This implies that an increase 
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in private investment in South Africa can lead to an increase in economic growth in the short 

run. The results further reveal that the coefficient of public investment (ΔGI) is statistically 

insignificant; therefore, public investment growth has no significant immediate impact on 

economic growth in South Africa. This outcome may be due to the long gestation period 

nature of most public infrastructural projects undertaken in South Africa, which may render 

their short-term economic effect to be insignificant. However, this finding is not limited to 

this study only; it is consistent with empirical evidence reported by Eisner (1991), Holtz-

Eakin & Schwartz (1995) and Bonaglia et al. (2000). 

The short-run results of other variables indicate that economic growth (Δy(1)) and labour 

(ΔLBR) are negatively related to economic growth. Also, credit to the private sector 

(ΔDCRED) and terms of trade (ΔTOT) have no significant short-run impact on economic 

growth in South Africa. The coefficient of the ECM (-1) is -0.972 and statistically significant 

at 1% indicating that in the case of disequilibrium occurring in the previous period, it is 

corrected at a rate of 97.2% per annum. 

Based on the empirical results reported in Tables 8.5, private investment contributes more to 

economic growth than public investment, irrespective of whether the analysis is in the long 

run or short run. The finding is consistent with the work by Khan & Reinhart (1989), 

Coutinho & Gallo (1991), Khan & Kumar (1997), Beddies (1999), Phetsavong & Ichihashi 

(2012), among others. 

8.3.3 Empirical Results of Model 1 for Zambia 

The long-run results in Table 8.5 Panel A show that the coefficient of private investment (PI) 

is positive as expected and statistically significant at 5%. This implies that an increase in 

private investment in Zambia can lead to an increase in economic growth in the long run. 

This finding may be related to the various private investment growth initiatives implemented 

under the Private Sector Development Reform Program (PSDRP) in 2004 in Zambia 

(Republic of Zambia, 2004a). The results further reveal that the coefficient of public 

investment (GI) is negative as unexpected and statistically significant at 1%. Thus, an 

increase in public investment in Zambia can slow down economic growth rates in the long 

run. This outcome may partly be due to poor public infrastructure in Zambia for critical 

sectors such as transport and energy (Republic of Zambia, 2011, p.7). This finding is not 

unique to this study; it is consistent with the empirical evidence reported by some previous 
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studies on the subject such as Khan & Reinhart (1989), Ghali (1998) and Albala-Bertrand & 

Mamatzakis (2004), among others. 

The results of other variables in Model 1 indicate that labour (LBR) and credit to the private 

sector (DCRED) are positively related to economic growth in Zambia in the long run. In 

addition, the coefficient of terms of trade (TOT) has no statistically significant impact on 

economic growth in the long run. 

The short-run results (see Table 8.5 Panel B) reveal that the coefficient of private investment 

(ΔPI) is positive as expected and statistically significant at 5% and infers that private 

investment growth can increase economic growth in Zambia in the short run. The results also 

indicate that the coefficients of public investment (ΔGI and ΔGI (1)) are negative, which is 

unexpected, and statistically significant at 1%. This implies that an increase in public 

investment in the current period and period lagged by one year in Zambia can lead to 

economic decline. This outcome may relate to the poor public infrastructure in Zambia for 

sectors such as transport and energy (Republic of Zambia, 2011, p.7). 

The short-run results of other variables in Model 1 for Zambia show that the coefficients of 

labour (ΔLBR) and terms of trade (ΔTOT (1)) are negative and significantly related to 

economic growth, while credit to the private sector (ΔDCRED) has a positive and significant 

association with economic growth. The coefficient of ECM (-1) is -0.935 and statistically 

significant at 1%. Therefore, in the case of disequilibrium occurring in the previous period 

due to a shock to economic growth, it is corrected at an annual rate of 93.5%.  

Based on the empirical results reported in Tables 8.5, private investment has a higher impact 

on economic growth than public investment, both in the long run and short run. This finding 

confirms the evidence reported by earlier studies such as Khan & Reinhart (1989), Serven & 

Solimano (1990), Ramirez (1996), Ghali (1998) and Phetsavong & Ichihashi (2012), among 

others.  

8.3.4 Empirical Results of Model 1 for Zimbabwe 

The long-run results of Model 1 for Zimbabwe as illustrated in Table 8.5 Panel A show that 

the coefficient of private investment (PI) is positive as expected and statistically significant at 

5%, implying that an increase in private investment can enhance economic growth in the long 

run in Zimbabwe. This finding may be due to the private investment growth initiatives 
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implemented under the Economic Structural Adjustment Programme (ESAP), Zimbabwe 

Programme for Economic and Social Transformation (ZIMPREST) and the unity government 

from 2009 (AfDB, 2011). The results also reveal that the coefficient of public investment 

(GI) is positive as expected and statistically significant at 10%. The finding suggests that an 

increase in public investment can lead to an increase in economic growth in the long run in 

Zimbabwe. This outcome may be related to the restructuring of state enterprises through 

ESAP and ZIMPREST carried out to introduce the private sector commercial spirit into their 

operations (AfDB, 2011). The empirical findings compare favourably with the results 

reported from the previous studies such as Khan & Kumar (1997), Ramirez & Nazmi (2003) 

and Sahoo et al. (2010), among others. 

Other long-run results show that credit to the private sector (DCRED) negatively affects 

economic growth in the long run. However, labour (LBR) and terms of trade (TOT) have no 

significant impact on economic growth. 

The short-run results in Panel B show that the coefficients of private investment (ΔPI and ΔPI 

(1)) are positive as expected and statistically significant at 5%. This result suggests that an 

increase in private investment in the current period and previous period may increase 

economic growth in the short run. The short-run results also reveal that the coefficient of 

public investment (ΔGI) is positive as expected and statistically significant at 1%. Therefore, 

an increase in public investment can stimulate economic growth in the short run in 

Zimbabwe. These results agree with previous studies on the subject (see, Bedia, 2007; Sahoo 

et al., 2010; among others) 

Other short-run results show that economic growth (Δy(1)), labour (ΔLBR) and terms of 

trade (ΔTOT) have a positive relationship with economic growth. The results further reveal 

that credit to the private sector (ΔDCRED) made no significant impact on economic growth 

in the short run in Zimbabwe. The coefficient of ECM (-1) is -0.727 and statistically 

significant at 1%. This indicates an adjustment to equilibrium at an annual rate of 72.7%, in 

the case of a shock to economic growth in Zimbabwe. 

Based on the empirical results reported for Zimbabwe, private investment tends to contribute 

more to economic growth than public investment, both in the long run and short run. This 

finding is consistent with other studies such as Khan & Reinhart (1989), Khan & Kumar 
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(1997), Moreno et al. (2003), Sahoo et al. (2010), Phetsavong & Ichihashi (2012), among 

others. 

8.3.5 Summary and Diagnostic Tests’ Results for Model 1 

Overall, the reported results for Model 1 for the study countries indicate that: (i) private 

investment has a positive impact both in the short run and long run in South Africa, Zambia, 

and Zimbabwe; (ii) in Malawi, private investment has no significant impact in the short run, 

but in the long run, it positively affects economic growth; (iii) public investment in Malawi 

has no significant impact on economic growth in the long run, but the one period lagged 

value negatively affected economic growth in the short run; (iv) there is no significant impact 

of public investment on economic growth in Zambia in the short run, however, in the long 

run, it negatively affects economic growth; (v) public investment in South Africa has a 

negative impact on economic growth in the long run, but in the short run, it has no significant 

impact on economic growth; and (vi) in Zimbabwe, public investment has a positive 

influence on economic growth both in the short run and long run. Based on these results, 

private investment seems to contribute more to economic growth than public investment for 

all the study countries. 

The regression for the underlying ARDL model (Model 1) for all the study countries fits well 

with R-Squared of 0.844, 0.804, 0.827 and 0.778 for Malawi, South Africa, Zambia and 

Zimbabwe, respectively. Table 8.6 shows diagnostic tests carried out on Model 1 for all the 

study countries. 

Table 8.6: Diagnostic Tests for the ECM based ARDL Model 1 

LM Test Statistic                              Results [Probability]  

  

Malawi 

South 

Africa 

 

Zambia 

 

Zimbabwe 

 

Serial Correlation: CHSQ(1) 

0.570  

[0.450] 

0.050 

[0.823] 

0.273 

[0.864] 

0.772 

[0.790] 

 

Functional Form:  CHSQ(1)    

0.103 

[0.749] 

0.991 

[0.319] 

4.144* 

[0.042] 

1.497 

[0.121] 

 

Normality:  CHSQ (2)   

0.898 

[0.638] 

0.795 

[0.672] 

5.127* 

[0.077] 

6.351* 

[0.003] 

 

Heteroscadasticity: CHSQ(1) 

2.292 

[0.130] 

2.217 

[0.136] 

1.310 

[0.252] 

1.371 

[0.242] 

Note: * denotes statistical insignificance at 10% level 
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Model 1 passes the diagnostic tests performed on serial correlation, functional form, 

normality and heteroscadasticity in Malawi and South Africa. In Zambia, it failed tests on 

functional form and normality, while in Zimbabwe it failed tests on normality. 

 

Figure 8.1 shows plots of the Cumulative Sum of Recursive Residuals (CUSUM) and 

Cumulative Sum of Squares of Recursive Residuals (CUSUMQ). An inspection of the plots 

confirms the stability of Model 1 for all the four countries and shows no systematic change in 

the reported long-run coefficients of the explanatory variables at the 5% level of significance. 

 

Figure 8.1: Plot of CUSUM and CUSUMQ for Model 1  

Malawi 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
South Africa 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 

Zambia 

Cumulative sum of recursive residuals 

 

Cumulative sum of squares of recursive 

residuals 



  

210 

 

  
Zimbabwe 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
 

8.4 Econometric Analysis and Empirical Findings of Model 2 for all the Study 

Countries 

8.4.1 Econometric Analysis and Empirical Results of Model 2a for all the Study 

Countries 

The unit root tests performed on all variables in Model 2a for all the study countries indicate 

that the ARDL-bound testing procedure can be applied to the model. This sets the stage for 

testing the existence of the long-run relationship among variables used in Model 2a for all the 

study countries. Table 8.7 presents the results of the Bounds F-test for cointegration for 

Model 2a across the study countries. 
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Table 8.7: Bounds F-test for Cointegration of Model 2a (all the study countries) 

Country Dependent 

Variable 

 

Function 

F- 

Statistic 

Cointegration 

Status 

Malawi PI F(PI|GI, INFL, y, DCRED, TOT) 4.37** Cointegrated 

South Africa PI F(PI|GI, INFL, y, DCRED, TOT) 3.86** Cointegrated 

Zambia PI F(PI|GI, INFL, y, DCRED, TOT) 3.46* Cointegrated 

Zimbabwe PI F(PI|GI, INFL, y, DCRED, TOT) 5.10*** Cointegrated 

                                                  Asymptotic Critical Values 

Pesaran et al. (2001). P.300, 

Table CI(iii) Case III 

1% 5% 10% 

I(0) I(1) I(0) I(1) I(0) I(1) 

3.41 4.68 2.62 3.79 2.26 3.35 

Note: *, ** and*** denotes statistical significance at 10%, 5% and 1%, respectively.  

 

The calculated F-statistics for F(PI|GI, INFL, y, DCRED, TOT) are 4.37 and 3.86 for Malawi 

and South Africa, respectively. The values are all above the upper bound critical value of 

3.79 at 5% as reported by Pesaran et al. (2001). In addition, the calculated F-statistics for 

F(PI|GI, INFL, y, DCRED, TOT) are 3.46 and 5.10 for Zambia and Zimbabwe, respectively. 

The value for Zambia is above the upper bound critical value of 3.35 at 10% while the value 

for Zimbabwe is above the upper bound critical value of 4.68 at 1% as reported by Pesaran et 

al. (2001). This rejects the null hypothesis of no cointegration relationship among the 

variables in Model 2a across the study countries, implying that the variables share a long-run 

relationship.  

The step that follows is to estimate the long-run and short-run coefficients of variables in 

Model 2a using the ARDL approach. As is the case in Model 1, either the AIC or BIC was 

utilised to select the optimal lag length for the ARDL model. Based on the model parsimony, 

the study selected for Model 2a:  AIC-based ARDL (3, 2, 3, 3, 1, 3) for Malawi; AIC-based 

ARDL (1, 1, 0, 1, 1, 2) for South Africa; SBC-based ARDL (1, 1, 0, 0, 0, 0) for Zambia; and 

AIC-based ARDL (2, 2, 3, 3, 2, 3) for Zimbabwe. Table 8.8 presents the long-run and short-

run results of the selected ARDL models. 
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Table 8.8: Estimation of Long-Run and Short-Run Coefficients for Model 2a (all study countries) 

 

Panel A: Long-Run Coefficients (Dependent Variable is PI) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

C 5.299*** 3.108 4.884*** 7.191 31.069 1.655 -6.678 -1.445 

GI -0.012 -0.332 -0.331* -1.927 -0.788 -1.096 -0.443* -2.036 

INFL -0.094*** -3.487 -0.017 -0.146 -0.684* -1.864 0.002 0.005 

Y -0.177* -1.793 0.220** 2.156 0.654 1.400 0.366*** 4.682 

DCRED -0.222*** -2.846 -0.019*** -3.391 0.227 0.718 -0.359** -2.696 

TOT 0.057** 2.500 -0.464*** -3.216 -0.268 -0.748 0.812 0.834 

 

Panel B: Short-Run Coefficients (Dependent Variable is ΔPI) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

ΔPI(1) -0.213 -1.174 - - - - 0.235 1.269 

ΔPI(2) 0.156 1.027 - - - - - - 

ΔGI -0.067*** -3.486 -0.218*** -6.862 -0.866*** -5.660 -0.699 -1.320 

ΔGI(1) -0.056** -2.326 - - - - 0.398*** 3.093 

ΔINFL 0.008 0.178 -0.004 -0.148 -0.190*** -3.058 0.075 0.316 

ΔINFL(1) 0.028*** 3.804 - - - - 0.546* 1.910 

ΔINFL(2) 0.009** 2.296 - - - - 0.363 1.358 

Δy 0.010 0.744 -0.014 -0.731 0.182 1.344 0.359 1.137 



  

213 

 

Δy(1) 0.067*** 3.258 - - - - -0.446*** -6.114 

Δy(2) 0.030** 2.379 - - - - -0.426*** -3.835 

ΔDCRED 0.040 1.230 -0.0003 -0.083 0.063 0.886 0.526 1.172 

ΔDCRED(1) - - - - - - 0.712*** 4.146 

ΔTOT -0.206*** -3.379 -0.025 -0.695 -0.074 -0.920 0.261*** 3.218 

ΔTOT(1) -0.021** -2.142 0.106*** 3.502 - - 0.433 1.271 

ΔTOT(2) -0.017* -1.847 - - - - 0.954 1.349 

ECM(-1) -0.485*** -3.359 -0.256*** -2.975 -0.278* -1.938 -0.850*** -6.824 

 Malawi South Africa Zambia Zimbabwe 

R-squared 

R-bar-squared 

F-statistic 

Prob (F-statistic) 

DW statistic 

SE of Regression 

Residual Sum of Squares 

Akaike Info. Criterion 

Schwartz Bayesian 

Criterion 

0.812 

0.633 

6.041 

0.000 

1.953 

0.253 

1.349 

-8.398 

-26.643 

0.798 

0.727 

17.547 

0.000 

2.024 

0.067 

0.139 

50.220 

39.653 

0.822 

0.781 

23.069 

0.000 

1.914 

2.699 

255.023 

-110.091 

-118.120 

0.857 

0.720 

8.374 

0.000 

1.867 

1.013 

21.557 

-66.589 

-84.835 

Notes:  *, ** and *** denotes statistical significance at 10%, 5% and 1%, respectively 
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8.4.1.1 Empirical Results of Model 2a for Malawi 

The empirical results in Table 8.8 for Model 2a shown in Panel A for Malawi reveal that the 

coefficient of gross public investment (GI) is statistically insignificant. This implies that 

gross public investment has no significant long-run crowding effect on private investment in 

Malawi. Although unexpected, this finding is not unique to this study, it agrees with previous 

studies on the subject, for example, Odedokun (1997) and Erden & Holcombe (2005), among 

others. 

The other long-run results indicate that the coefficients of inflation rate (INFL), economic 

growth (y) and credit to the private sector (DCRED) are negative and statistically significant. 

This means that INFL, y and DCRED negatively affect private investment in Malawi in the 

long run. However, the coefficient of terms of trade (TOT) is positive and statistically 

significant, implying a long-run positive relationship between TOT and private investment in 

Malawi. 

The short-run results for Model 2a in Panel B for Malawi show that the coefficients of gross 

public investment (ΔGI and ΔGI (1)) are negative as unexpected and statistically significant 

at 1% and 5%, respectively. This implies that an increase in gross public investment can 

impede private investment growth in the short run in Malawi. The results also suggest that 

gross public investment crowds out private investment growth in Malawi in the short run. 

This outcome may be related to the state bank ownership in Malawi in the past, an 

arrangement which may have permitted state enterprises to crowd out private sector 

enterprises in the allocation of domestic bank credit (Chirwa, 2005). Although contrary to the 

expectations of this study, this finding is consistent with some previous studies on the subject 

such as Ghali (1998), Voss (2002), Phetsavong & Ichihashi (2012), among others. 

The short-run results of other variables in Model 2a show that private investment (ΔPI (1) 

and ΔPI (2)) and credit to the private sector (ΔDCRED) have no immediate statistically 

significant effect on private investment in Malawi. However, the coefficients of inflation rate 

(ΔINFL (1) and ΔINFL (2)) and economic growth (Δy (1) and Δy (2)) are positive and 

statistically significant, implying a positive relationship between these variables with private 

investment in Malawi in the short run. The results further reveal that the coefficients of terms 

of trade (ΔTOT and ΔTOT (2)) are negative and statistically significant, suggesting that 

changes in TOT negatively affect private investment in the short run in Malawi. The 
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coefficient of ECM (-1) is -0.485 and statistically significant at 1%. This indicates that any 

private investment growth disequilibrium occurring in the previous period in Malawi is 

corrected at an annual rate of 48.5%. 

Based on the results reported for Model 2a for Malawi, gross public investment has no 

significant long-run crowding effect on private investment. However, in the short run, gross 

public investment crowds out private investment in Malawi. This suggests that public 

investment retards economic growth in Malawi indirectly through its short-run crowding out 

effect on private investment. 

8.4.1.2 Empirical Results of Model 2a for South Africa 

The long-run results displayed in Table 8.8 Panel A for Model 2a for South Africa indicate 

that the coefficient of gross public investment (GI) is negative and statistically significant at 

10%. This implies that an increase in gross public investment in South Africa can lead to a 

decline in private investment growth in the long run. This finding suggests that gross public 

investment crowds out private investment in the long run in South Africa. This outcome may 

be related to the growth over time of social welfare expenditure in South Africa – a major 

component of the non-infrastructural public investment (Republic of South Africa, 2015). 

Although unexpected, this result agrees with some earlier studies on the subject (see, among 

others, Ghali, 1998; Age  nor et al., 2005; Phetsavong & Ichihashi, 2012). 

The results of other variables in Model 2a show that the inflation rate (INFL) has no 

statistically significant long-run impact on private investment. Furthermore, the results 

indicate that economic growth (y) is positively related to private investment, while credit to 

the private sector (DCRED) and terms of trade (TOT) are negatively associated with private 

investment in the long run in South Africa.  

The short-run results for Model 2a in Panel B for South Africa indicate that the coefficient of 

gross public investment (GI) is negative and statistically significant at 1%. This implies that 

an increase in gross public investment leads to a slowdown in private investment growth in 

the short run. This finding suggests that gross public investment in South Africa crowds out 

private investment in the short run. This outcome is not isolated to this study only; it is 

consistent with studies by Eberts (1986), Sturm et al. (1999), Voss (2002) and Phetsavong & 

Ichihashi (2012). 
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The results of other variables indicate that inflation rate (ΔINFL), economic growth (Δy) and 

credit to the private sector (ΔDCRED) have no statistically significant short-run effect on 

private investment growth in South Africa. The results further reveal that terms of trade 

(ΔTOT (1)) is negatively associated with private investment in South Africa in the short run. 

The coefficient of the ECM (-1) is -0.256 and statistically significant at 1%. This indicates 

that private investment growth corrects to equilibrium at an annual rate of 25.6% when there 

is a shock in the previous period.  

The findings for South Africa for Model 2a indicate that gross public investment crowds out 

private investment, irrespective of whether the analysis is done in the short run or long run. 

This suggests that public investment in South Africa has an indirect negative impact on 

economic growth through its crowding out effect on private investment. 

8.4.1.3 Empirical Results of Model 2a for Zambia 

The long-run results of Model 2a presented in Table 8.8 Panel A for Zambia show that the 

coefficient of gross public investment (GI) is statistically insignificant. This implies that 

gross public investment has no significant crowding effect on private investment (PI) growth 

in Zambia, in the long run. Although this outcome is unexpected, it is consistent with 

empirical results on the subject such as Odedokun (1997) and Erden & Holcombe (2005). 

The long-run results of other variables in Model 2a reveal that inflation rate (INFL) is 

negatively related to private investment. The results further show that economic growth (y), 

credit to the private sector (DCRED) and terms of trade (TOT) have no statistically 

significant long-run impact on private investment growth. 

The short-run results of Model 2a in Table 8.8 Panel B for Zambia show that the coefficient 

of gross public investment (ΔGI) is negative as unexpected and statistically significant at 1%. 

This implies that an increase in gross public investment can lead to a decrease in private 

investment in the short run. This finding suggests that gross public investment has a short-run 

crowding out effect on private investment growth in Zambia. Although unexpected in this 

study, this finding is similar to the empirical results of some previous studies on the subject 

such as those by Shah (1992), Ghali (1998), Moreno et al. (2003) and Aremo (2013). 

The results of other variables reveal that inflation rate (ΔINFL) negatively relates to private 

investment. Also, economic growth (Δy), credit to the private sector (ΔDCRED) and terms of 
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trade (ΔTOT) have no statistically significant short-run impact on private investment. The 

coefficient of ECM (-1) is -0.278 and statistically significant at 10%. This means that any 

disequilibrium occurring in the previous period is corrected annually at a rate of 27.8%.  

The results of Model 2a for Zambia suggest that gross public investment has no crowding 

effect on private investment in the long run. Nevertheless, it has a short-run crowding out 

effect on private investment. This implies that in Zambia, public investment slows down 

economic growth in the short run through its indirect negative effect on private investment. 

8.4.1.4 Empirical Results of Model 2a for Zimbabwe  

The empirical results of Model 2a in Table 8.8 Panel A for Zimbabwe indicate that the 

coefficient of gross public investment (GI) is negative as unexpected and statistically 

significant at 10%. This suggests that an increase in gross public investment can influence a 

decline in private investment growth and implies that gross public investment has a crowding 

out effect on private investment growth in Zimbabwe in the long run. This outcome may 

partly be related to the state enterprises’ subsidy funding policy that was adopted by the 

government (Government of Zimbabwe, 1991; RBZ, 2007). Although contrary to the 

expectations of this study, this finding is consistent with some previous studies on the subject 

(see, among others, Evans & Karras, 1994; Ghali, 1998; Voss, 2002; Phetsavong & Ichihashi, 

2012). 

Other long-run results reveal that the inflation rate (INFL) and terms of trade (TOT) have no 

statistically significant impact on private investment in the long run. However, economic 

growth (y) positively influences private investment and credit to the private sector (DCRED) 

slows down private investment in the long run.  

The short-run results of Model 2a in Panel B for Zimbabwe indicate that the coefficient of 

gross public investment (ΔGI (1)) is positive as expected and statistically significant at 1%. 

This means that an increase in gross public investment lagged by one period can lead to an 

increase in private investment in the short run. This finding suggests that gross public 

investment in the recent past crowds in private investment in Zimbabwe, in the short run. 

This outcome compares favourably with the empirical evidence from previous studies on the 

subject (see, among others, Munnell, 1990; Pereira, 2000; Erden & Holcombe, 2005; 

Samake, 2008; Sahoo et al., 2010). 
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The short-run results of other variables indicate that one period lagged private investment 

(ΔPI (1)) has no statistically significant impact on current private investment in the short run. 

Furthermore, the results reveal that inflation rate (ΔINFL (1)), credit to the private sector 

(ΔDCRED (1)) and terms of trade (ΔTOT) positively impact private investment while 

economic growth (Δy (1) and Δy (2)) negatively relates to private investment in the short run. 

The coefficient of ECM (-1) is -0.850 and statistically significant at 1%. This indicates that in 

the case of a shock occurring in the previous period, private investment growth adjusts to 

equilibrium at an annual rate of 85%. 

Based on the Zimbabwean results for Model 2a, gross public investment has a crowding out 

effect on private investment in the long run. In the short run, however, the one period lagged 

gross public investment crowds in private investment. On balance, gross public investment 

slows down economic growth in the long run in Zimbabwe through its indirect negative 

effect on private investment. 

8.4.1.5 Summary and Diagnostic Tests of Model 2a Results 

The results of Model 2a across the study countries indicate that gross public investment (i) 

has no significant long-run crowding effect on private investment in Malawi and Zambia; (ii) 

crowds out private investment in the long run in South Africa and Zimbabwe; (iii) crowds out 

private investment in the short run in Malawi, South Africa and Zambia; and (iv) crowds in 

private investment in the short run in Zimbabwe. Overall, gross public investment 

predominantly crowds out private investment across the study countries, thus implying that it 

has an indirect negative impact on economic growth. 

The regressions for Model 2a for all the study countries fit well with R-Squared of 0.812, 

0.798, 0.822 and 0.857 for Malawi, South Africa, Zambia and Zimbabwe, respectively. Table 

8.9 shows diagnostic tests carried out on Model 2a for all the study countries. 
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Table 8.9: Diagnostic Tests for the ECM based ARDL Model 2a 

LM  Test Statistic                              Results [Probability] 

  

Malawi 

South 

Africa 

 

Zambia 

 

Zimbabwe 

 

Serial Correlation: CHSQ(1) 

0.007  

[0.934] 

0.115 

[0.735] 

0.071 

[0.791] 

0.252 

[0.615] 

 

Functional Form:  CHSQ(1)    

1.560 

[0.212] 

1.521 

[0.218] 

5.378* 

[0.020] 

30.046* 

[0.000] 

 

Normality:  CHSQ (2)   

2.330 

[0.311] 

1.490 

[0.475] 

7.387* 

[0.025] 

2.369 

[0.306] 

 

Heteroscadasticity: CHSQ(1) 

0.007 

[0.931] 

0.499 

[0.480] 

0.922 

[0.761] 

0.424 

[0.515] 

Note: * denotes statistical insignificance at 10% level 

 

Table 8.9 indicates that Model 2a passes diagnostic tests performed on serial correlation, 

functional form, normality and heteroscadasticity in Malawi and South Africa. However, it 

fails tests on functional form in Zambia and Zimbabwe and the test performed on normality 

in Zambia. 

 

Figure 8.2 illustrates plots of CUSUM and CUSUMQ for Model 2a across the study 

countries. The plots show that Model 2a is stable across the study countries, thereby implying 

no systematic change in the reported long-run coefficients of the explanatory variables at the 

5% level of significance. 

 

Figure 8.2: Plot of CUSUM and CUSUMQ for Model 2a  

Malawi 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
South Africa 

Cumulative sum of recursive residuals 

 

Cumulative sum of squares of recursive 

residuals 
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Zambia 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
Zimbabwe 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
 

8.4.2 Econometric Analysis and Empirical Findings of Model 2b for all the Study 

Countries 

The results of the unit root tests performed on the variables in Model 2b confirm that the 

ARDL approach can be applied. In this regard, the existence of the long-run relationship 

among variables in the model can now be ascertained. Table 8.10 shows the results of the 

Bounds- F test for cointegration for Model 2b. 
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Table 8.10: Bounds F-test for Cointegration of Model 2b (all the study countries) 

 

Country 

Dependent 

Variable 

 

Function 

F- 

Statistic 

Cointegration 

Status 

Malawi PI F(PI|GIINFR, INFL, y, DCRED, 

TOT) 

4.33** Cointegrated 

South Africa PI F(PI|GIINFR, INFL, y, DCRED, 

TOT) 

3.84** Cointegrated 

Zambia PI F(PI|GIINFR, INFL, y, DCRED, 

TOT) 

3.72* Cointegrated 

Zimbabwe PI F(PI|GIINFR, INFL, y, DCRED, 

TOT) 

5.45*** Cointegrated 

                                                  Asymptotic Critical Values 

Pesaran et al. (2001). P.300, 

Table CI(iii) Case III 

1% 5% 10% 

I(0) I(1) I(0) I(1) I(0) I(1) 

3.41 4.68 2.62 3.79 2.26 3.35 

Note: *, ** and*** denotes statistical significance at 10%, 5% and 1%, respectively.  

 

The calculated F-statistics for F(PI|GIINFR, INFL, y, DCRED, TOT)  are 4.33 and 3.84 for 

Malawi and South Africa, respectively. The values are all above the upper bound critical 

value of 3.79 at 5% as reported by Pesaran et al. (2001). Table 8.8 also shows that the 

calculated F-statistics for F(PI|GIINFR, INFL, y, DCRED, TOT)  are 3.72 and 5.45 for 

Zambia and Zimbabwe, respectively. The value for Zambia is above the upper bound critical 

value of 3.35 at 10% while the value for Zimbabwe is above the upper bound critical value of 

4.68 at 1% as also reported by Pesaran et al. (2001). This rejects the null hypothesis of no 

cointegration relationship among the variables in Model 2b across the study countries, 

implying that the variables share a long-run relationship.  

 

The established cointegration relationship sets the stage for estimating the long-run and short-

run coefficients of variables in Model 2b using the ARDL approach. The optimal lag length 

for the ARDL models - as is the case with the previous models - was selected on either the 

AIC or BIC. Guided by the model parsimony, the study selected for Model 2b:  SBC-based 

ARDL (1, 1, 2, 3, 1, 2) for Malawi; AIC-based ARDL (2, 1, 0, 1, 1, 2) for South Africa; AIC 

-based ARDL (2, 1, 0, 2, 0, 2) for Zambia; and AIC-based ARDL (4, 4, 4, 4, 2, 1) for 

Zimbabwe. Tables 8.11 present the long-run and short-run results of the selected ARDL 

models. 
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Table 8.11: Estimation of Long-Run and Short-Run Coefficients for Model 2b (all study countries) 

 

Panel A: Long-Run Coefficients (Dependent Variable is PI) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

C 5.241*** 3.211 7.181*** 4.080 -10.715 -0.927 -2.917 -0.969 

GIINFR -0.031 -0.654 0.708* 1.738 0.091 0.203 0.151* 1.831 

INFL -0.078*** -3.086 -0.139 -0.982 -0.201 -1.333 0.110 0.309 

Y -0.203** -2.091 0.124 1.303 0.195* 1.876 0.358*** 3.969 

DCRED -0.171** -2.408 -0.038** -2.128 0.196 0.990 0.343 0.852 

TOT 0.052** 2.302 -0.747** -2.529 0.450 1.426 -0.533 -0.811 

 

Panel B: Short-Run Coefficients (Dependent Variable is ΔPI) 

 Malawi South Africa Zambia  Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

ΔPI(-1) - - -0.254 -1.384 0.341** 2.676 0.880*** 4.186 

ΔPI(-2) - - - - - - 0.436** 2.307 

ΔPI(-3) - - - - - - 0.536*** 3.292 

ΔGIINFR -0.058*** -3.208 -0.019 -0.210 -0.364*** -6.704 -0.670 -1.612 

ΔGIINFR(-1) - - - - - - -0.338 -0.820 

ΔGIINFR(-2) - - - - - - -0.122** -2.664 

ΔGIINFR(-3) - - - - - - -0.460 -1.547 

ΔINFL -0.001 -0.262 -0.049 -1.152 -0.082 -1.359 -0.174 -0.880 

ΔINFL(-1) 0.011** 2.443 - - - - 0.265 0.868 

ΔINFL(-2) - - - - - - -0.129 -0.407 

ΔINFL(-3) - - - - - - -0.462* -1.847 
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Δy 0.005 0.367 -0.008 -0.301 -0.142 -1.008 0.600* 2.034 

Δy(-1) 0.057*** 3.283 - - -0.274** -2.254 0.441*** 3.449 

Δy(-2) 0.022* 1.819 - - - - -0.097 -0.196 

Δy(-3) - - - - - - 0.693** 2.375 

ΔDCRED 0.019 0.568 -0.006 -1.172 0.080 1.197 0.938** 2.162 

ΔDCRED(-1) - - - - - - 0.533 1.292 

ΔTOT -0.013** -2.596 -0.067 -1.001 -0.142* -1.859 0.196** 2.385 

ΔTOT(-1) -0.023*** -2.765 0.132** 2.810 -0.186*** -3.001 - - 

ECM(-1) -0.385*** -3.113 -0.355** -2.407 -0.408*** -2.930 -1.154*** -5.568 

 Malawi South Africa Zambia Zimbabwe 

R-squared 

R-bar-squared 

F-statistic 

Prob (F-statistic) 

DW statistic 

SE of Regression 

Residual Sum of Squares 

Akaike Info. Criterion 

Schwartz Bayesian 

Criterion 

0.721 

0.561 

6.729 

0.000 

2.342 

0.277 

-0.012 

-11.649 

-25.550 

0.609 

0.428 

4.846 

0.000 

2.125 

0.097 

0.266 

32.968 

20.804 

0.879 

0.824 

                20.973 

0.000 

2.107 

2.227 

143.861 

-100.979 

-113.307 

0.935 

0.837 

                 12.057 

0.000 

1.790 

0.784 

9.822 

-53.883 

-75.303 

Notes:  *, ** and *** denotes statistical significance at 10%, 5% and 1%, respectively 
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8.4.2.1 Empirical Results of Model 2b for Malawi 

The empirical results of Model 2b in Panel A of Table 8.11 show that the coefficient of 

infrastructural public investment (GIINFR) is statistically insignificant. This implies that 

infrastructural public investment has no significant crowding effect on private investment 

growth in Malawi in the long run. Although unexpected in this study, this finding is in line 

with the empirical evidence reported by Andrews & Swanson (1995), Odedokun (1997) and 

Erden & Holcombe (2005), among others. 

The results of other variables show that inflation rate (INFL), economic growth (y) and credit 

to the private sector (DCRED) are negatively related to private investment growth in Malawi 

in the long run. However, terms of trade (TOT) has a long-run positive relationship with 

private investment. 

The short-run results of Model 2b in Panel B for Malawi indicate that the coefficient of 

infrastructural public investment (ΔGIINFR) is negative and statistically significant at 1%. 

This implies that increased infrastructural public investment spending can lead to a slowdown 

in private investment growth in the short run in Malawi. The results suggest that 

infrastructural public investment crowds out private investment growth in Malawi in the short 

run. Although contrary to the expectations of this study, similar findings were reported by 

some previous studies on the subject such as in Boarnet (1998), Ghali (1998) and Albala-

Bertrand & Mamatzakis (2004), among others. 

The short-run results of other variables in Model 2b reveal that credit to the private sector 

(ΔDCRED) has no statistically significant effect on private investment in Malawi in the short 

run. It also reveals that the inflation rate (ΔINFL (1)) and economic growth (Δy (1) and Δy 

(2)) have a positive effect on private investment in the short run. However, terms of trade 

(ΔTOT and ΔTOT (-1)) has a negative relationship with private investment growth in the 

short run. The coefficient of ECM (-1) is -0.384 and statistically significant at 1%. This 

implies that in the case of disequilibrium occurring due to a shock to private investment, it is 

corrected at an annual rate of 38.4%. 

Based on the results of Model 2b for Malawi, infrastructural public investment has no 

significant crowding effect on private investment in the long run while in the short run, it 

crowds out private investment. This finding suggests that infrastructural public investment 
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negatively affect economic growth in the short run, indirectly through its crowding out effect 

on private investment. 

8.4.2.2 Empirical Results of Model 2b for South Africa 

The long-run results of Model 2b in Table 8.11 Panel A for South Africa reveal that the 

coefficient of infrastructural public investment (GIINFR) is positive as expected and 

statistically significant at 10%. The result indicates that an increase in infrastructural public 

investment in South Africa can lead to an increase in private investment (PI) in the long run. 

This finding suggests that infrastructural public investment has a crowding in effect on 

private investment in the long run in South Africa. This outcome is in line with the adopted 

developmental state agenda from 2004 by the South African government; in which public 

enterprises in core infrastructure such as in energy, transport and communication were 

promoted to increase their investment (Pitcher, 2012; Department of Public Enterprises 

(DPE), 2012b). This finding compares favourably with many other studies on the subject, 

including Attary (1958), Ramirez & Nazmi (2003), Belloc & Vertova (2004), Pereira & 

Andraz (2005) and Sahoo et al. (2010). 

The results of other variables in Model 2b show that inflation rate (INFL) and economic 

growth (y) have no significant long-run effect on private investment. The results further 

reveal that credit to the private sector (DCRED) and terms of trade (TOT) are negatively 

related to private investment growth in the long run in South Africa.  

The short-run results of Model 2b in Panel B show that the coefficient of infrastructural 

public investment (ΔGIINFR) is statistically insignificant. This outcome suggests that 

infrastructural public investment has no significant crowding effect on private investment in 

South Africa, in the short run. Although unexpected, this finding is not limited to this study; 

similar evidence was reported in earlier studies, such as Holtz-Eakin & Schwartz (1995) and 

Bonaglia et al. (2000), among others. 

The other variables, that is, private investment (ΔPI (1)), inflation rate (ΔINFL), economic 

growth (Δy) and credit to the private sector (ΔDCRED) also have no statistically significant 

impact on private investment in the short run. However, terms of trade (ΔTOT (1)) has a 

negative short-run influence on private investment growth in South Africa. The coefficient of 

ECM (-1) is -0.355 and statistically significant at 5%. This means that in the case of a shock 
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to private investment growth in the previous period, adjustment to equilibrium is effected at 

an annual rate of 35.5%. 

The results for South Africa of Model 2a indicate that infrastructural public investment 

crowds in private investment in the long run. However, in the short run, it has no significant 

crowding effect on private investment. The findings suggest that while the productivity of 

infrastructural public investment can be improved in the short run, it indirectly promotes 

economic growth in South Africa in the long run. 

8.4.2.3 Empirical Results of Model 2b for Zambia 

The long-run results of model 2b in Table 8.11 Panel A show that the coefficient of 

infrastructural public investment is statistically insignificant. This implies, therefore, that 

infrastructural public investment has no significant long-run crowding effect on private 

investment growth in Zambia. Although unexpected, this finding is not unique to this study, 

similar evidence was reported in some earlier studies (see, among others, Eisner, 1991; 

Odedokun, 1997; Erden & Holcombe, 2005).  

The results of other variables show that inflation rate (INFL), credit to the private sector 

(DCRED) and terms of trade (TOT) have no long-run impact on private investment. Also, the 

results show that economic growth positively relates to private investment in the long run. 

The short-run result of Model 2b in Panel B for Zambia reveals that the coefficient of 

infrastructural public investment is negative as unexpected and statistically significant at 1%. 

This implies that an increase in infrastructural public investment in Zambia can cause a 

slowdown in private investment growth in the short run. This finding suggests that 

infrastructural public investment has a short-run crowding out effect on private investment in 

Zambia. Though unexpected in this study, the finding is in line with the empirical evidence 

reported by Boarnet (1998), Ghali (1998) and Albala-Bertrand & Mamatzakis (2004), among 

others. 

The results of other variables indicate that while private investment (ΔPI (1)) is positively 

related to its current value in the short run, economic growth (Δy (1)) and terms of trade 

(ΔTOT and ΔTOT (1)) have a negative effect on private investment in the short run. The 

results further indicate that inflation rate (ΔINFL) and credit to the private sector (ΔDCRED) 

have no significant effect on private investment in the short run. The coefficient of ECM (-1) 
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is -0.408 and statistically significant at 1%. This indicates an adjustment to equilibrium at an 

annual rate of 40.8%, in the case of a shock to private investment growth in Zambia. 

Based on the Zambian results for Model 2b, infrastructural public investment has no 

significant crowding effect on private investment in the long run but crowds out private 

investment in the short run. The findings suggest that increasing the level of infrastructural 

public investment in Zambia can enhance its contribution to economic growth in the long run. 

8.4.2.4 Empirical Results of Model 2b for Zimbabwe 

The empirical results of Model 2b for Zimbabwe shown in Table 8.11 Panel A reveal that the 

coefficient of infrastructural public investment is positive as expected and statistically 

significant at 10%. This means that an increase in investment on public infrastructural 

projects in Zimbabwe stimulates private investment growth in the long run. This outcome 

suggests that infrastructural public investment crowds in private investment in Zimbabwe, in 

the long run. This finding compares favourably with some previous studies on the subject 

such as Ramirez & Nazmi (2003), Belloc & Vertova (2004), Pereira & Andraz (2010b) and 

Phetsavong & Ichihashi (2012), among others.  

The long-run results of other variables show that inflation rate (INFL), credit to the private 

sector (DCRED) and terms of trade (TOT) have no significant impact on private investment 

in the long run. Furthermore, economic growth (y) positively influences private investment in 

the long run. 

The short-run results of Model 2b in Panel B for Zimbabwe show that the coefficient of 

infrastructural public investment lagged by two periods (ΔGIINFR (2)) is negative as 

unexpected and statistically significant at 10%. This entails that an increase in infrastructural 

public investment undertaken in the last two periods curtailed private investment growth in 

Zimbabwe, in the short run. This finding suggests that infrastructural public investment 

crowds out private investment in the short run. Although unexpected in this study, this 

finding is consistent with some previous studies (see, among others, Shah, 1992; Ghali, 1998; 

Age  nor et al., 2005).  

The short-run results of other variables, that is, the lagged private investment (ΔPI (1), ΔPI 

(2) and ΔPI (3)), economic growth (Δy, Δy (1) and Δy (3)), credit to the private sector 

(ΔDCRED) and terms of trade (ΔTOT) exhibit a positive impact on private investment. In 
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contrast, inflation rate (ΔINFL (3)) negatively affects private investment in the short run. The 

coefficient of ECM (-1) is -1.154 and statistically significant at 1% implying that in the case 

of disequilibrium occurring due to a shock to private investment, it is corrected at an annual 

rate of 115.4%. 

The results for Zimbabwe for Model 2b show that infrastructural public investment tends to 

crowd in private investment in the long run. In contrast, infrastructural public investment 

crowds out private investment in the short run. This implies that while the indirect 

contribution to economic growth of infrastructural public investment can be improved in the 

short run, it plays a significant role in stimulating economic growth in the long run. 

8.4.2.5 Summary and Diagnostic Tests of Model 2b Results 

The results of Model 2b indicate that: (i) infrastructural public investment has no significant 

crowding effect on private investment in Malawi and Zambia in the long run; (ii) in South 

Africa and Zimbabwe, infrastructural public investment crowds in private investment in the 

long run; and (iii) in the short run, as unexpected, infrastructural public investment crowds 

out private investment in Malawi, Zambia and Zimbabwe. In South Africa, infrastructural 

public investment has no significant short-run crowding effect on private investment. On 

balance, infrastructural public investment promotes private investment growth in the long 

run.  

The regressions performed on Model 2b for all the study countries fit well with R-Squared of 

0.721, 0.609, 0.879 and 0.935 for Malawi, South Africa, Zambia and Zimbabwe respectively. 

The diagnostic tests carried out on Model 2b for all the study countries are shown in Table 

8.12: 
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Table 8.12: Diagnostic Tests for the ECM based ARDL Model 2b 

LM Test Statistic                              Results [Probability] 

  

Malawi 

South 

Africa 

 

Zambia 

 

Zimbabwe 

 

Serial Correlation: CHSQ(1) 

1.964 

[0.161] 

0.616 

[0.432] 

0.354 

[0.552] 

0.594 

[0.441] 

 

Functional Form:  CHSQ(1)    

1.438 

[0.231] 

7.442* 

[0.006] 

0.003 

[0.958] 

26.826* 

[0.000] 

 

Normality:  CHSQ (2)   

0.231 

[0.891] 

5.709* 

[0.058] 

0.406 

[0.816] 

16.375* 

[0.000] 

 

Heteroscadasticity: CHSQ(1) 

0.104 

[0.747] 

0.100 

[0.752] 

0.105 

[0.745] 

0.287 

[0.593] 

Note: * denotes statistical insignificance at 10% level 

 

Model 2b passes the diagnostic tests performed on serial correlation, functional form, 

normality and heteroscadasticity in Malawi and Zambia. However, for South Africa and 

Zimbabwe, it fails tests carried out on functional form and normality.  

Figure 8.3 shows the plots of the CUSUM and the CUSUMQ of Model 2b for all the study 

countries. An inspection of the plots indicates that Model 2b is stable across the study 

countries; therefore, implying that there is no systematic change in the reported long-run 

coefficients of the explanatory variables at the 5% level of significance. 

Figure 8.3: Plot of CUSUM and CUSUMQ for Model 2b  

Malawi 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
South Africa 

Cumulative sum of recursive residuals 

 

Cumulative sum of squares of recursive 

residuals 
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Zambia 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
Zimbabwe 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
 

8.4.3 Econometric Analysis and Empirical Findings of Model 2c for all the Study 

Countries 

The unit root tests performed on the variables in Model 2c across the study countries confirm 

that the ARDL procedure can be applied in estimating the model. The next step in the 

analysis is to test for the existence of the long-run relationships among the variables used in 
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Model 2c. Table 8.13 shows the results of the Bounds F-test for cointegration undertaken for 

variables in Model 2c. 

Table 8.13: Bounds F-Test for Cointegration of Model 2c (all the study countries) 

 

Country 

Dependent 

Variable 

 

Function 

F- 

Statistic 

Cointegration 

Status 

Malawi PI F(PI|GINONINFR, INFL, y, DCRED, 

TOT) 

4.47** Cointegrated 

South Africa PI F(PI|GINONINFR, INFL, y, DCRED, 

TOT)  

4.18** Cointegrated 

Zambia PI F(PI|GINONINFR, INFL, y, DCRED, 

TOT) 

3.91** Cointegrated 

Zimbabwe PI F(PI|GINONINFR, INFL, y, DCRED, 

TOT) 

3.97** Cointegrated 

                                                  Asymptotic Critical Values 

Pesaran et al. (2001). P.300, 

Table CI(iii) Case III 

1% 5% 10% 

I(0) I(1) I(0) I(1) I(0) I(1) 

3.41 4.68 2.62 3.79 2.26 3.35 

Note: ** denotes statistical significance at 5%.  

 

The calculated F-statistics for F(PI|GINONINFR, INFL, y, DCRED, TOT) are 4.47, 4.18, 

3.91 and 3.97 for Malawi, South Africa, Zambia and Zimbabwe, respectively. The values are 

all above the upper bound critical value of 3.79 at 5% as reported by Pesaran et al. (2001). 

Therefore, the null hypothesis of no cointegration relationship among the variables in Model 

2c across the study countries is rejected, thereby implying that the variables share a long-run 

relationship.  

The established existence of cointegration relationships leads to the next stage in the analysis 

concerning estimating the long-run and short-run coefficients of variables in Model 2c using 

the ARDL approach. Again, as with the previous models, the AIC or SBC was used to choose 

the optimal lag length for the ARDL model. Based on the principle of model parsimony, the 

study chose the following for Model 2c: AIC-based ARDL (2, 0, 3, 3, 2, 3) for Malawi; SBC 

-based ARDL (1, 1, 0, 1, 0, 2) for South Africa; SBC-based ARDL (1, 0, 2, 0, 1, 1) for 

Zambia; and AIC-based ARDL (1, 3, 3, 3, 3, 1) for Zimbabwe. Tables 8.14 present the long-

run and short-run results of the selected ARDL models. 
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Table 8.14: Estimation of Long-Run and Short-Run Coefficients for Model 2c (all study countries) 

 

Panel A: Long-Run Coefficients (Dependent Variable is PI) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

C 7.621* 1.880 4.659*** 6.788 3.309*** 3.461 -10.938*** -2.461 

GINONINFR -0.130 -0.816 -0.047 -1.489 -0.147* -1.794 -0.017 -0.032 

INFL -0.141* -1.864 -0.124 -0.847 -0.106 -7.412 -0.481 -1.082 

Y -0.394 -1.387 0.193* 1.769 0.054*** 3.523 0.190*** 3.702 

DCRED -0.327 -1.599 -0.022*** -3.416 -0.678** -2.595 -0.508*** -4.030 

TOT 0.102 1.426 -0.380** -2.644 0.681*** 2.791 0.305** 2.572 

 

Panel B: Short-Run Coefficients (Dependent Variable is ΔPI) 

 Malawi South Africa Zambia Zimbabwe 

Regressor Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio Coefficient T-ratio 

ΔPI(-1) -0.308 -1.605 - - - - - - 

ΔGINONINFR -0.037 -1.032 -0.032*** -7.038 -0.177* -1.843 0.250 0.723 

ΔGINONINFR(1) - - - - - - -0.503 -1.245 

ΔGINONINFR(2) - - - - - - -0.207*** -3.281 

ΔINFL 0.002 0.350 -0.026 -0.982 -0.670*** -6.434 -0.150 -0.560 

ΔINFL(1) 0.025** 2.755 - - -0.222** -2.565 0.483* 1.806 

ΔINFL(2) 0.005 1.112 - - - - 0.501** 2.111 

Δy -0.0006 -0.035 -0.012 -0.649 0.065*** 3.796 0.391 1.163 
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Δy(1) 0.067*** 2.797 - - - - -0.395*** -5.087 

Δy(2) 0.023 1.576 - - - - -0.181*** -4.150 

ΔDCRED 0.031 0.800 -0.005** -2.243 0.359 1.186 0.380 0.993 

ΔDCRED(1) -0.044 -1.454 - - - - 0.203*** 3.184 

ΔDCRED(2) - - - - -  0.591 1.516 

ΔTOT 0.008 1.311 0.020 0.669 -0.362 -1.323 0.416*** 3.802 

ΔTOT(1) -0.030** -2.724 0.070** 2.517 - - - - 

ΔTOT(2) -0.021* -1.842 - - - - - - 

ECM(-1) -0.287* -1.791 -0.211** -2.675 -0.921*** -9.921 -0.812*** -7.498 

 Malawi South Africa Zambia Zimbabwe 

R-squared 

R-bar-squared 

F-statistic 

Prob (F-statistic) 

DW statistic 

SE of Regression 

Residual Sum of Squares 

Akaike Info. Criterion 

Schwartz Bayesian 

Criterion 

0.711 

0.461 

3.607 

0.000 

1.986 

0.307 

-0.012 

-16.417 

-33.793 

0.815 

0.757 

20.087 

0.000 

1.883 

0.063 

0.128 

53.014 

43.328 

0.812 

0.745 

16.696 

0.000 

1.792 

0.371 

4.269 

-23.351 

-33.918 

0.860 

0.738 

9.624 

0.000 

1.785 

0.980 

21.126 

-65.165 

-82.542 

Notes:  *, ** and *** denotes statistical significance at 10%, 5% and 1%, respectively 
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8.4.3.1 Empirical Results of Model 2c for Malawi 

The empirical results of Model 2c in Table 8.14 Panel A show that the coefficient of non-

infrastructural public investment (GINONINFR) is statistically insignificant. This suggests 

that non-infrastructural public investment has no significant long-run crowding effect on 

private investment in Malawi. Although unexpected, this finding is not isolated to this study: 

it is similar to the empirical evidence reported by Tatom (1991), Holtz-Eakin & Schwartz 

(1995), Bonaglia et al. (2000), among others. 

The results also indicate that inflation rate (INFL) negatively affects private investment in the 

long run. Further, the results show that economic growth (y), credit to the private sector 

(DCRED) and terms of trade (TOT) have no significant long-run effect on private 

investment. 

The short-run results of Model 2c in Panel B show that the coefficient of non-infrastructural 

public investment (ΔGINONINFR) is statistically insignificant. This implies that non-

infrastructural public investment has no significant short-run crowding effect on private 

investment in Malawi. This finding, as in the case of the long run, is similar to the empirical 

results reported in other studies, such as Holtz-Eakin & Schwartz (1995), among others.  

The results of other variables indicate that one period lagged private investment (ΔPI (1)) and 

credit to the private sector (ΔDCRED and ΔDCRED (1)) do not have a significant effect on 

private investment in the short run. However, inflation rate (ΔINFL (1)) and economic 

growth (Δy (1)) have a positive impact on private investment, while terms of trade (ΔTOT (1) 

and ΔTOT (2)) negatively associate with private investment in the short run. The coefficient 

of ECM (-1) is -0.287 and statistically significant at 10%. This indicates that private 

investment growth adjusts to equilibrium at an annual rate of 28.7% should there be a shock 

in the previous period. 

Based on the results of Model 2c for Malawi, non-infrastructural public investment has no 

significant crowding effect on private investment, both in the short run and long run. The 

results imply that non-infrastructural public investment has no significant economic growth 

effect in Malawi. 
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8.4.3.2 Empirical Results of Model 2c for South Africa 

The long-run results of Model 2c in Panel A show that the coefficient of non-infrastructural 

public investment (GINONINFR) is statistically insignificant. This implies that non-

infrastructural public investment has no significant crowding effect on private investment in 

South Africa in the long run. Although unexpected in this study, this finding is line with 

studies such as Tatom (1991), Holtz-Eakin & Schwartz (1995), Bonaglia et al. (2000), among 

others. 

The results further reveal that inflation rate (INFL) has no significant impact on private 

investment in South Africa in the long run. However, economic growth (y) has a positive 

relationship with private investment while credit to the private sector (DCRED) and terms of 

trade (TOT) negatively relate to private investment growth in South Africa in the long run.  

The short-run results of Model 2c in Panel B for South Africa indicate that non-infrastructural 

public investment (ΔGINONINFR) has an expected negative coefficient, which is statistically 

significant at 1%. This implies that an increase in non-infrastructural public investment in 

South Africa can lead to a decrease in private investment growth in the short run. The result 

suggests that non-infrastructural public investment has a crowding out effect on private 

investment growth in South Africa in the short run. This finding may be attributable to the 

social welfare expenditure which has grown over time in South Africa (Republic of South 

Africa, 2015). This outcome compares favourably with studies such as Odedokun (1997), 

Voss (2002) and Mallick (2016), among others. 

The short-run results of other variables in Model 2c show that inflation rate (ΔINFL), 

economic growth (Δy) and terms of trade (ΔTOT) have no significant impact on private 

investment in South Africa. The results further reveal that credit to the private sector 

(ΔDCRED) is negatively associated with private investment in South Africa, while terms of 

trade (ΔTOT(1)) has a positive relationship with private investment in South Africa in the 

short run. The coefficient of ECM (-1) is -0.211 and statistically significant at 5%. This 

implies that any disequilibrium in private investment growth occurring in the previous period 

is corrected at a rate of 21.1% per year. 

The results for South Africa for Model 2c indicate that non-infrastructural public investment 

has no significant crowding effect on private investment in the long run; however, non-
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infrastructural public investment crowds out private investment in the short run. This means 

that non-infrastructural public investment has an indirect negative impact on economic 

growth in South Africa, at most, in the short run. 

8.4.3.3 Empirical Results of Model 2c for Zambia 

The long-run results of Model 2c in Table 8.14 Panel A for Zambia indicate that the 

coefficient of non-infrastructural public investment (GINONINFR) is negative as expected 

and statistically significant at 10%. This means that an increase in non-infrastructural public 

investment can lead to a decrease in private investment in the long run. This finding further 

suggests that non-infrastructural public investment has a crowding out effect on private 

investment in the long run in Zambia. This outcome compares favourably with some previous 

studies on the subject, which includes the following; Odedokun (1997), Ramirez & Nazmi 

(2003) and Mallick (2016), among others. 

The long-run results of other variables show that inflation rate (INFL) has no significant 

impact on private investment. Furthermore, while economic growth (y) and terms of trade 

(TOT) are positively related to private investment in the long run, credit to the private sector 

(DCRED) has a negative relationship with private investment growth in Zambia.  

The short-run results of Model 2c in Panel B for Zambia indicate that the coefficient of non-

infrastructural public investment is negative as expected and statistically significant at 10%. 

This suggests that an increase in non-infrastructural public investment is associated to a 

decline in private investment in the short run in Zambia. This finding, therefore, implies that 

non-infrastructural public investment has a crowding out effect on private investment in 

Zambia in the short run. This outcome is consistent with some previous studies on the 

subject, for example, Odedokun (1997), Ramirez & Nazmi (2003) and Mallick (2016), 

among others. 

The results of other variables also show that while inflation rate (ΔINFL and ΔINFL (1)) is 

negatively related to private investment in the short run, economic growth (Δy) has a short-

run positive impact on private investment. The results further show that credit to the private 

sector (ΔDCRED) and terms of trade (ΔTOT) have no significant impact on private 

investment growth in the short run. The coefficient of the ECM (-1) is -0.921 and statistically 
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significant at 1%. This indicates an adjustment to equilibrium at an annual rate of 92.1%, in 

the case of a shock to private investment in the previous period. 

Based on the results of Zambia for Model 2c, non-infrastructural public investment crowds 

out private investment irrespective of whether the crowding effect was estimated in the long 

run or the short run. This finding suggests that non-infrastructural public investment makes 

an indirect negative contribution to economic growth in Zambia. 

8.4.3.4 Empirical Results of Model 2c for Zimbabwe 

The empirical results of Model 2c presented in Panel A for Zimbabwe reveal that the 

coefficient of non-infrastructural public investment is statistically insignificant. This finding 

suggests that non-infrastructural public investment (GINONINFR) has no significant impact 

on private investment in Zimbabwe, in the long run. This outcome is not unique to this study: 

it is in line with studies such as Tatom (1991), Holtz-Eakin & Schwartz (1995), Bonaglia et 

al. (2001), among others. 

The results of other variables show that inflation rate (INFL) has no significant effect on 

private investment in the long run. The results also show that economic growth (y) and terms 

of trade (TOT) have a positive influence on private investment growth in the long run, while 

credit to the private sector (DCRED) is inversely related to private investment in the long run. 

The short-run results of Model 2c in Panel A for Zimbabwe show that the coefficient of non-

infrastructural public investment (ΔGINONINFR (2)) is negative as expected and statistically 

significant at 1%. This implies that an increase in the two periods lagged non-infrastructural 

public investment can decrease private investment in the short run. This finding suggests that 

non-infrastructural public investment undertaken in the past two years has had a crowding out 

effect on private investment in Zimbabwe in the short run. This outcome compares 

favourably with the empirical evidence reported by other researchers such as Odedokun 

(1997) and Mallick (2016), among others. 

The empirical results of other variables indicate that lagged inflation rate (ΔINFL (1) and 

ΔINFL (2)), credit to the private sector (ΔDCRED (1)) and terms of trade (ΔTOT) positively 

influence private investment in the short run. In contrast, economic growth (Δy (1) and Δy 

(2)) negatively affect private investment growth in the short run. The coefficient of ECM (-1) 
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is -0.812 and statistically significant at 1%. This suggests that private investment adjusts to 

the equilibrium at an annual rate of 81.2% when a shock occurs in the previous period. 

The findings for Zimbabwe for Model 2c show that non-infrastructural public investment 

does not have a significant long-run crowding effect on private investment; but in the short 

run, it crowds out private investment. This implies that non-infrastructural public investment 

negatively affects economic growth in Zimbabwe, at most in the short run. 

8.4.3.5 Summary and Diagnostic Tests Results of Model 2c 

The overall results of Model 2c indicate that non-infrastructural public investment has no 

significant long-run crowding effect on private investment in Malawi, South Africa and 

Zimbabwe; while in Zambia it crowds out private investment. Besides, non-infrastructural 

public investment crowds out private investment in South Africa, Zambia and Zimbabwe in 

the short run; but in Malawi, it has no significant short-run crowding effect on private 

investment.  

The regressions of Model 2c for all the study countries fit well with the R-Squared of 0.711, 

0.815, 0.812 and 0.860 for Malawi, South Africa, Zambia and Zimbabwe, respectively. Table 

8.15 presents the diagnostics tests performed on serial correlation, normality, functional form 

and heteroscadasticity for Model 2c across the study countries. 

Table 8.15: Diagnostic Tests for the ECM based ARDL Model 2c 

LM Test Statistic                              Results [Probability] 

  

Malawi 

South 

Africa 

 

Zambia 

 

Zimbabwe 

 

Serial Correlation: CHSQ(1) 

0.112 

[0.738] 

0.075 

[0.784] 

0.602 

[0.438] 

0.553 

[0.457] 

 

Functional Form:  CHSQ(1)    

7.718* 

[0.005] 

2.133 

[0.144] 

1.503 

[0.220] 

16.472* 

[0.000] 

 

Normality:  CHSQ (2)   

0.512 

[0.774] 

0.602 

[0.740] 

6.214* 

[0.045] 

1.091 

[0.580] 

 

Heteroscadasticity: CHSQ(1) 

1.960 

[0.147] 

0.806 

[0.369] 

1.359 

[0.244] 

0.537 

[0.464] 

Note: * denotes statistical insignificance at 10% level 
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Model 2c passes the diagnostic tests performed on serial correlation and heteroscadasticity in 

all the study countries. The test conducted on functional form in Malawi and Zimbabwe 

failed as did the test on normality in Zambia. 

Furthermore, regarding diagnostic tests, Figure 8.4 shows plots on the CUSUM and 

CUSUMQ of Model 2c across the study countries. An inspection of the plots indicates 

stability of Model 2c across the study countries, thereby implying that there is no systematic 

change in the reported long-run coefficients of the explanatory variables at the 5% level of 

significance. 

Figure 8.4: Plot of CUSUM and CUSUMQ for Model 2c  
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Zimbabwe 

Cumulative sum of recursive residuals 

 

 

Cumulative sum of squares of recursive 

residuals 

 
 

8.5 Summary of the Empirical Findings (all study countries) 

This section presents an overview of the main empirical findings discussed in Sections 8.3 

and 8.4 in terms of two tables, that is, Table 8.16 and Table 8.17. Table 8.16 presents a 

synopsis of the empirical results on the relative impact of public and private investment on 

economic growth (Model 1). Table 8.17 gives an outline of the empirical findings on the 

crowding effect on private investment of gross public investment, infrastructural public 

investment and non-infrastructural public investment (Models 2a, 2b and 2c, respectively). 
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 Table 8.16: Summary of Model 1 Results (all four study countries) 

Study Country Impact of PI on y Impact of GI on y 

Positive Impact Negative Impact No impact Positive Impact Negative Impact No impact 

Short 

Run 

Long 

Run 

Short 

Run 

Long 

run 

Short 

run 

Long 

run 

Short 

run 

Long 

Run 

Short 

run 

Long 

run 

Short 

run 

Long 

run 

Malawi             

South Africa             

Zambia             

Zimbabwe             

Notes: y=economic growth; PI= private investment; GI=public investment;  indicates presence of a corresponding impact. 

 

Table 8.17: Summary of Models 2a, 2b and 2c Results (all four study countries) 

Study 

Country 

Crowding effect of GI on PI Crowding effect of GIINFR on PI Crowding effect of GINONINFR on PI 

 

Crowding- 

in effect 

 

Crowding- 

out effect 

No 

crowding 

effect 

 

Crowding- 

in effect 

 

Crowding- 

out effect 

No 

crowding 

effect 

 

Crowding- 

in effect 

 

Crowding- 

out effect 

No 

crowding 

effect 
Short 

run 

Long 

Run 

Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 
Short 

run 
Long 

run 

Malawi                   

South 

Africa 

                  

Zambia                   

Zimbabwe                   

Notes: PI= private investment; GI=gross public investment; GIINFR=infrastructural public investment; GINONINFR=non-infrastructural public 

investment;  indicates presence of a crowding in or crowding out effect.
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Table 8.16 reveals that private investment has a positive impact on economic growth in all 

study countries and the majority of these study countries, the results apply irrespective of 

whether the analysis was in the short run or long run. The results further reveal that public 

investment has a negative impact on economic growth in Malawi, South Africa and Zambia; 

although in some cases the results apply either in the short run or long run only. Also, in 

Zimbabwe, public investment has a positive impact on economic growth, both in the short 

run and long run. These results suggest that private investment adds more to economic 

growth than public investment in all the study countries. Therefore, based on the findings of 

Model 1, it can be stated that private investment has a higher impact on economic growth 

than public investment across the study countries. 

The empirical findings of Model 1 indicate a strong link between the relative impact of public 

and private investment on economic growth and the economic management system adopted 

by the study country. However, some results reported are contrary to the expectations of this 

study, although they are consistent with the findings of previous studies on the subject. For 

Malawi and Zambia that have had restricted public investment growth to infrastructural 

projects, public investment was expected to have a positive impact on economic growth. 

Likewise, public investment was expected to have a positive contribution to economic growth 

in South Africa where infrastructure is relatively more advanced than in other study 

countries. Despite these findings, overall, the results indicate that private investment, as was 

expected, has a higher impact on economic growth than public investment in all the selected 

study countries.  

The results in Table 8.17 show that gross public investment crowds out private investment in 

Malawi, South Africa and Zambia, while for Zimbabwe, gross public investment has both a 

short-run crowding in effect and a long-run crowding out effect on private investment. Also, 

infrastructural public investment crowds in private investment in South Africa and 

Zimbabwe, whereas it crowds out private investment in Malawi and Zambia. Furthermore, 

while non-infrastructural public investment has no crowding effect on private investment in 

Malawi, it crowds out private investment in South Africa, Zambia and Zimbabwe. 

The empirical results summarised in Table 8.17 are thus consistent with the results 

summarised in Table 8.16. The unexpected negative impact of public investment on 

economic growth in Malawi, South Africa and Zambia (Table 8.14) is in line with the 
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reported crowding out effect of gross public investment, infrastructural public investment 

(except in South Africa and Zimbabwe) and non-infrastructural public investment on private 

investment in these countries. After taking into account these crowding out effects of gross 

public investment and its sub-components on private investment, it can be confirmed that 

private investment contributes more to economic growth than does public investment in all 

the study countries. 

8.6 Conclusion 

This chapter presented and discussed empirical results based on: (i) the relative impact of 

public and private investment on economic growth; and (ii) the crowding in or crowding out 

effect on private investment of gross public investment, infrastructural public investment and 

non-infrastructural public investment – in Malawi, South Africa, Zambia and Zimbabwe 

during the period from 1970 to 2014. The ARDL-bounds testing approach was utilised in the 

analysis of two models, namely Model 1 and Model 2. Model 1 examined the relative impact 

of public and private investment on economic growth. Model 2 investigated the indirect 

contribution to economic growth of public investment through its crowding in or crowding 

out effect on private investment. Model 2 was subdivided into Model 2a, Model 2b and 

Model 2c to capture the different categories of public investment. Model 2a assessed the 

crowding in or crowding out effect of gross public investment on private investment. Model 

2b examined the crowding in or crowding out effect of infrastructural public investment on 

private investment, while Model 2c estimated the crowding in or crowding out effect of non-

infrastructural public investment on private investment. The results from Model 1 show that 

private investment has a positive impact on economic growth in all the study countries. 

Contrary to expectations in this study, public investment was found to have a negative impact 

on economic growth in Malawi, South Africa and Zambia. In Zimbabwe, however, public 

investment was found to have a positive impact on economic growth, as expected. The results 

of Model 2a show that gross public investment crowds out private investment in Malawi and 

Zambia in the short run, in South Africa both in the short and long run and in Zimbabwe in 

the long run. Gross public investment also crowds in private investment in Zimbabwe in the 

short run. The results of Model 2b reveal that infrastructural public investment crowds in 

private investment in South Africa and Zimbabwe in the long run. However, contrary to 

expectations, infrastructural public investment had a crowding out effect on private 

investment in Malawi, Zambia and Zimbabwe (in the short run). The results of Model 2c 
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indicate that non-infrastructural public investment had no crowding effect on private 

investment in Malawi and Zimbabwe both in the short run and long run. In South Africa, 

non-infrastructural public investment crowds out private investment in the short run, but not 

in the long run. In Zambia, non-infrastructural public investment crowds out private 

investment both in the short run and long run. On balance, the results from Model 1 and 

Model 2 suggest that private investment makes a higher impact on economic growth than 

public investment in all the study countries and that public investment tends to crowd out 

private investment in most of these countries. 
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CHAPTER 9 

CONCLUSION AND POLICY RECOMMENDATIONS 

 

9.1 Introduction 

This chapter presents the conclusions of the study and some policy recommendations based 

on the results presented in Chapter 8. It also indicates areas that may require further empirical 

investigation. Section 9.2 provides a brief overview of the study, while Section 9.3 presents a 

brief discussion of the main empirical findings of the study. Section 9.4 provides policy 

recommendations and conclusions. Lastly, Section 9.5 presents the potential limitations of the 

study and indicates areas that may need further empirical investigation. 

9.2 Summary of the Study 

This study has empirically examined the relative impact of public and private investment on 

economic growth: it has also estimated the crowding in or crowding out effect of public 

investment on private investment in the study countries – Malawi, South Africa, Zambia and 

Zimbabwe. The study has discussed the policies that have shaped public and private 

investment and economic growth in these countries and also reviewed the theoretical and 

empirical literature on the subject. 

In each of the selected study countries, four specific objectives were pursued to fulfil the 

primary objectives, that is; (i) to empirically examine the relative impact of public and private 

investment on economic growth; (ii) to estimate the crowding in or crowding out effect of 

gross public investment on private investment; (iii) to determine the crowding in or crowding 

out effect of infrastructural public investment on private investment; (iv) to estimate the 

crowding in or crowding out effect of non-infrastructural public investment on private 

investment. 

The individual case studies of each of the four selected countries have been used to 

empirically examine the relative impact of public and private investment on economic growth 

and estimate the crowding in or crowding out effect of public investment on private 

investment in Malawi, South Africa, Zambia and Zimbabwe. The principal motivations for 

selecting these countries are the differences and similarities in their approaches regarding the 

adoption of market reforms, and the sizes and structures of their economies. Firstly, Malawi 
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is a low-income economy that still has relatively high public enterprises, despite having 

adopted market reforms. Secondly, Zambia is a lower middle-income country that is an 

interesting example of one of the most liberalised economies in the Southern Africa 

Development Community (SADC). Thirdly, South Africa is an upper middle-income country 

whose current neoliberal economic growth policies are in sharp contrast to its massive state-

led growth strategies adopted during the apartheid era. Fourthly, Zimbabwe is a low-income 

economy with the highest number of State-Owned Enterprises (SOEs) among the four 

selected countries, despite having adopted market reforms. Lastly, the four economies are 

among the relatively few countries in the SADC which have reliable time-series data for 

public and private investment consistently available. 

In the empirical examination, the study used two models - Model 1 and Model 2. The first 

model (Model 1) is the modified version of the Solow (1956) aggregate production function 

as used by, among others, Khan & Reinhart (1989), Ramirez (1996), Ghura (1997), Ghali 

(1998), Ramirez & Nazmi (2003) and Bedia (2007). It examines the relative impact of public 

and private investment in the economies of each of the selected study countries. In the model, 

the dependent variable economic growth (y) is explained by private investment (PI), public 

investment (GI), labour (LBR), credit to the private sector (DCRED) and terms of trade 

(TOT). The second model (Model 2) estimates private investment following Blejer & Khan 

(1984) and Odedokun (1997). It examines the crowding in or crowding out effect of public 

investment on private investment in each of the selected study countries. This model was 

further divided into Model 2a, Model 2b and Model 2c. Model 2a estimates the crowding in 

or crowding out effect of gross public investment while Model 2b estimates the crowding in 

or crowding out effect of infrastructural public investment on private investment. Model 2c 

determines the crowding in or crowding out effect of non-infrastructural public investment on 

private investment. 

In estimating Model 1 and Model 2, the Autoregressive Distributed Lag (ARDL)-bounds 

testing approach has been used owing to its superior properties over other estimating 

techniques. The Dickey-Fuller Generalised Least Squares (DF-GLS), Phillips-Perron (PP) 

and the Perron (1997) PPURoot unit root tests are employed to check on the order of 

integration of all the variables used. The Bounds- F test to cointegration has also been 

conducted to establish the existence of the long-run relationship of the variables used, which 
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has, in turn, led to the estimation of the long-run and short-run coefficients of the variables in 

the two models for each of the study countries. 

9.3 Summary of the Empirical Findings 

In brief, the empirical results of this study show that the results on the impact of private 

investment on economic growth mostly support private investment-led growth. In all the 

study countries, there is a positive relationship between private investment and economic 

growth. In the case of South Africa, Zambia and Zimbabwe, this result is irrespective of 

whether it is in the long run or short run, while for Malawi, it applies in the long run only. 

This result is in line with empirical evidence from Khan & Reinhart (1989), Odedokun 

(1997), Ghali (1998), Bedia (2007) and Sahoo et al. (2010), among others.  

The impact of public investment on economic growth is not obvious in the study countries: 

some evidence of positive and negative impact of public investment on economic growth was 

established. There exists a positive relationship between public investment and economic 

growth in Zimbabwe and this result applies irrespective of whether the analysis is in the long 

run or short run. This finding is consistent with Nazmi & Ramirez (1997), Mallick (2002), 

Belloc & Vertova (2004), Zou (2006), Bedia (2007) and Sahoo et al. (2010), among others. 

For Malawi, South Africa and Zambia, there exists a negative relationship between public 

investment and economic growth. This applies in the short run only for Malawi, while in 

South Africa, it is only a long-run phenomenon. In Zambia, the result applies irrespective of 

whether the impact is estimated in the long or the short run. This finding is not limited to this 

study; it agrees with some previous studies on the subject (see Ratner (1983); Holtz-Eakin 

(1988); Pereira & Flores de Frutos (1999); Andrews & Swanson (1995); and Bonaglia et al. 

(2000), among others). 

The results on the crowding effect of public investment on private investment depend on the 

proxy of public investment used and differ from country to country and overtime. Firstly, 

when gross public investment is used as a proxy for public investment, public investment: (i) 

crowds out private investment in Malawi and Zambia in the short run, but not in the long run; 

(ii) crowds out private investment in South Africa both in the short run and long run; and (iii) 

crowds out private investment in Zimbabwe, in the long run, but not in the short run. Overall, 

the crowding out effect of public investment on private investment was found to predominate. 
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Secondly, when infrastructural public investment was used as a proxy for public investment, 

the crowding effect of public investment on private investment was found not to be 

unanimous in the study countries. As expected, public investment crowds in private 

investment in South Africa and Zimbabwe, in the long run, but not in the short run. In 

contrast, public investment crowds out private investment in Malawi and Zambia in short run, 

but not in the long run.  

Finally, when non-infrastructural public investment was used as a proxy for public 

investment, the results largely supported the crowding out effect of public investment on 

private investment. As anticipated, public investment crowds out private investment in South 

Africa and Zimbabwe in the short run, but not in the long run and Zambia, both in the long 

run and short run. Public investment had no crowding effect in Malawi both in the short and 

long run.  

9.4 Conclusion and Policy Recommendations 

Based on the empirical findings from this study, the following conclusions and policy 

recommendations can be reached:  

1) The results of this study suggest that private investment has a positive impact on 

economic growth in all the study countries, although, in Malawi, it applies in the long 

run only. Given the findings, policymakers in these countries should consider further 

strengthening the private investment promotion initiatives to stimulate economic 

growth. 

 

2)  Based on the results of this study, public investment has a positive impact on growth 

in Zimbabwe and a negative impact on growth in Malawi, South Africa and Zambia. 

This implies that for Zimbabwe where public investment is positively related to 

economic growth, policymakers should consider implementing policies that further 

public investment growth. In Malawi, South Africa and Zambia, policymakers should 

adopt initiatives that can improve the future productivity of public investment. 

 

 

3) The results on the crowding effects of infrastructural public investment are not 

distinctively similar in the study countries. Infrastructural public investment crowds in 
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private investment in South Africa and Zimbabwe in the long run and it crowds out 

private investment in the short run in Malawi and Zambia. For South Africa and 

Zimbabwe, policymakers should consider implementing initiatives to promote further 

growth in public infrastructural projects. However, in the case of Malawi and Zambia, 

policymakers may adopt policies that increase infrastructural public investment at 

least to a level where it complements private investment. 

 

4) The results on the crowding effect of non-infrastructural public investment on private 

investment differ from country to country. In South Africa, Zambia and Zimbabwe, 

the crowding out effect is found to prevail, but not in Malawi. This implies that 

policymakers should consider reducing non-infrastructural public investment to the 

minimum basic level in South Africa, Zambia and Zimbabwe. However, in Malawi 

where there is no crowding effect, it is prudent for policymakers to maintain the 

current level of non-infrastructural public investment. 

9.5 Limitations of the Study and Areas for Further Research 

While extra effort has been made to ensure that the findings of the study are robust and 

reliable, this report has certain limitations as do many other empirical studies. 

First, due to the data inadequacy of some variables, Model 1 and Model 2 may have been 

under-specified. In estimating the economic growth and private investment models, other 

relevant variables could have been included, such as macroeconomic uncertainty. 

Nevertheless, the independent variables included in the two models do give an adequate 

reflection of the direct impact of public and private investment on economic growth and the 

indirect impact of public investment on economic growth through its crowding in or 

crowding out effect on private investment. As the data points of other variables become 

available, it would be interesting for future studies on the subject to find out if the results 

would significantly change after including these variables. 

Second, due to the unavailability of data on infrastructural and non-infrastructural public 

investment in the study countries, the study employed the Blejer & Khan (1984) approach to 

generate data for the variables. It would be interesting to discover if the empirical results on 

the crowding in or crowding out effect of public investment on private investment will differ 
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fundamentally when data points on infrastructural and non-infrastructural public investment 

become available in the study countries. 

Although these limitations could have affected the empirical results and evidence in this 

study, their effects are assumed to be minimal and it is proposed that they have not 

significantly altered the theoretical and empirical findings of this study. 
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APPENDIX 

 

Appendix 1 

Press Corporation Limited’s Portfolio as at October 1994 

Table 1a: Subsidiary 

Name of Company Nature of Business Press Stake (%) 

Bergers Trading Ltd Malawi Retail  51 

Central Poultry Ltd Poultry Farming 100 

Enterprise Container Ltd Plastic products manufacturing 62.5 

Grain and Milling Co. Ltd Stock feeds production and grain 

milling 

51 

Hardware and General Dealers 

Ltd 

Furniture manufacturing and hardware 

dealer 

100 

Malawi Distilleries Importer and distiller of beverages 50 

Mw Pharmacies Pharmacy 100 

Maldeco Fisheries Fishing Company 100 

Number One Stores (mw) Ltd Clothing retailer 51 

OILCOM 1978 Ltd Oil and fuel distributor 80 

People’s Trading Centre (PTC) 

Ltd 

Supermarket chain 60 

Press (Farming) Ltd Farming 100 

Press Foods Food manufacturer and distributor 100 

Press Properties Ltd Property investment and development 100 

Press Transport 1975 Ltd Transporter 100 

Press Bakeries Ltd Property holding 100 

Press Produce Ltd Property holding  100 

Tyre re-treaders Ltd Tyre distributors 60 

 Source: PCL (1994) 
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Table 1b: Associated Companies 

Name of the Company Activity Press Stake (%) 

Commercial Bank of Malawi Banking 40 

Ethanol Company Ethanol production 35.5 

Limber Leaf Tobacco 

Company  

Tobacco processing 42 

Mandala Ltd Trading/Agriculture 32.1 

National Bank of Malawi Banking 38.4 

New Building Society Building Society  24.5 

Press Hall Steel (Holdings) 

Ltd 

Steel processing 50 

Southern Bottlers  Production of soft drinks 49.8 

Source: PCL (1994) 

 

Table 2: ADMARC’s Portfolio as at 1994 

Name of Company Nature of Business 

Auction Holdings Ltd Trading in agricultural products 

Central tobacco properties Tobacco  

Cold Storage Company Beef trading 

David Whitehead and Sons Clothing 

Dwangwa Sugar Corporation Sugar 

Grain and Milling Ltd Grain milling 

Investment and Development Bank of Malawi Banking 

Malawi Finance Company Ltd Finance 

Malawi Tea Factory Company Ltd Tea Production 

Manica Freight Services Ltd Transport 

National Bank of Malawi Banking  

National Seed Company Ltd Seeds production 

Sugar Corporation of Malawi Sugar 

Source: Privatisation Commission (1996) 
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Table 3: MDC’s Portfolio at 1992 

Name of Company Business Activity Shareholding (%) 

Bata Shoe Company Shoe Manufacturing 49 

Brick and Tile Company Cement based floor and wall tiles 

manufacturing 

40 

Chillington Agrimal Ltd Agricultural implements 

manufacturing 

40    

Commercial Bank of Malawi Banking 30 

Encor Products Ltd Selling and manufacturing of 

aluminium and enamel based products 

23.3 

Investment and Development 

Fund 

Financing Malawi public enterprises 29.35 

Leopard Matches Company Manufacturing and selling matches 30 

National Insurance Company Insurance 20 

Packaging Industries 

(Malawi Ltd) 

Packaging material manufacturing 85 

Pipe Extruders and Plastic 

Products Ltd 

PVC Pipe manufacturing  

The Import and Export 

Malawi Ltd 

Retailing and wholesaling 85 

The Portland Cement 

Company (1994) Ltd 

Cement manufacturing 100 

Tourism Development and 

Investment Company of 

Malawi 

Tourism 72.25 

Mpico Ltd Industrial real estate 50 

Malawi Iron and Steel 

Corporation  

Metal Production 44.5 

Source: Privatisation Commission (1996) 
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Appendix 2 

 South African Investment Incentives (2004) 

Expenditure Subsidies 

(Cash Payments) 

Objectives Detail 

Technology for Human 

Resources in Industry 

Program 

Enhancement of the South 

African Industry 

Competitiveness through 

research and technology 

development activities 

support and the improvement 

of the quality and quantity of 

suitably skilled people 

For the industry’s 

contribution prioritised 

research, 50% matching 

grant would be awarded. 

Export Marketing and 

Investment Assistance 

Scheme (EMIA) 

Expanding the South African 

export base by assisting 

exporters creating new 

markets. 

Subsidizing exporters in the 

cost of finding new markets 

and attracting investors  

Small/ Medium Enterprise 

Development Programme 

(SMEDP) 

To facilitate the growth of 

small/medium enterprises in 

the biotech, agro, 

manufacturing, aqua-culture, 

culture, ICT, tourism and 

business sectors 

Provides a tax-free grant    

(1-10% of qualifying assets) 

up to a maximum of R100 

million per enterprise project, 

payable over 3 years. 

Skills Support Programme Support skills improvement 

programmes with the 

small/medium enterprises 

 Awards training grant 

(50% of cost) up to a 

max of 30% of the 

payable wage bill. 

 Provides a learning 

development grant. 

 Capital grant for 

investment in training 

capacity. 

Innovation Fund Grants support to large-scale 

research particularly which 

address problems affecting 

South Africa socio-economic 

development.  

Offers grants per year up to a 

maximum of 3 years of 

between R1million and 

R5million in sectors like 

biotechnology, information 

technology, value addition in 

natural resources and 

material manufacturing. 

Black Business Supplier 

Programme 

Facilitate access to business 

development services that 

can assist them to improve 

their core competencies and 

enhance their managerial 

skills to become more 

competitive  

Offers cost-sharing support 

to black-owned enterprises. 

Partnership in Industrial Support research and Awards tax-free loans to 
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Innovation development development projects. 

Support Program for 

Industrial Innovation 

Facilitate South African 

product development or 

process development of more 

significant technological 

advancement over existing 

product 

50% grant of the actual cost 

meet in development 

activities 

 

Competitiveness Fund 

 

 

Promotes South African 

enterprises competitiveness 

as import substitutes and 

exporters  

For every technical 

improvement introduced or 

new marketing knowhow 

effected, a 50% matching 

grant would be awarded. 

Sector Partnership Fund Manufacturing and agro- 

processing sector competitive 

improvement through sub- 

sector partnership in 

preparation of marketing 

programmes 

Provides 65% cost subsidy 

for a maximum of R1million 

Film Industry Promotes South African 

television and film program 

production 

For foreign production, a 

15% rebate or 25% rebate for 

South African qualifying 

production 

Critical Infrastructure 

Program 

Promotes the critical 

infrastructure investment by 

municipalities 

For infrastructure such as 

electricity cables and roads, a 

10-30% cost support awarded 

Indirect Tax Incentives 

Reduction in Direct Tax Objectives Details 

Farming Equipment Promote farming investment A depreciation schedule of 

50-30-20 allowed for tax 

purposes. 

Scientific Research and 

Development 

Promotes investment in 

research and development 

Research and development 

capital expenditure 

subsidised by 25% 

Small business Help cash flow of small 

medium manufacturing 

enterprises (SMMEs) 

Immediate expensing of 

capital equipment for 

SMMEs 

Aircraft Hangers, Aprons 

Runways etc. 

Promotes airports investment For tax purposes, a 5%annual 

depreciation allowance 

Manufacturing  Promote investment in 

manufacturing and hotel 

equipment 

For tax purpose, a 40-20-20-

20 depreciation schedule 

allowance 

Permanent structures (Rail 

lines, Pipelines, Electricity 

Cables and Telecom Lines) 

Alignment of permanent 

structures with the other 

manufacturing incentives 

For tax purpose, a 10% 

depreciation allowance per 

annum for the pipelines 

Strategic Investment 

Programme 

Facilitate investment in 

South Africa projects of 

important direct and indirect 

benefit to the economy 

Allows double deduction 

depreciation method 
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Value – added Process Promotes investment in 

manufacturing value addition 

Equipment and building used 

in at least 35% 

manufacturing processes 

Buildings and Improvements Promote investment in new 

buildings and improvements 

in certain sectors 

Allowance of 5% 

depreciation for 

manufacturing and hotel 

buildings 

Urban Development Zones Stimulate urban 

improvements 

Allowance on accelerated 

depreciation schedule for the 

new and renovated 

construction in the 

designated urban 

development zones 

Tax Holidays Promotes investment in 

manufacturing 

Allows up to 10 years CIT 

tax holidays 

Specific Tax Treatment for 

the Mining Sector 
 Guarantees South 

African natural non-

renewable resources 

fair taxation 

 Stimulates the 

creation of new 

mining opportunities 

No tax on marginal mines 

(up to 5% of profit) 

Motor Industry Development 

Program 

Encourage international best 

standards in original 

equipment manufacturer and 

automotive component firms 

Grants export duty credits for 

both original equipment 

manufacturing and 

component manufacturing 

Productive Assets Allowance Promotes investment in the 

manufacture of specified 

light motor vehicle 

An allowance of 20% of the 

value of investment spread 

over 5 years 

Tariff Rebate Stimulate manufacturing and 

exports 

Rebate of certain duties for 

the importation of raw 

materials, goods and 

components used for the 

export manufacturing 

processes 

Tariff Increase to Provide 

Protection 

Insulate the domestic 

industry from the 

international competition 

The lobbying for the imports 

tax increases can be directed 

to the department of trade 

and industry (DTI) 

Non-Fiscal Objectives Detail 

Reduced Electricity Rates Stimulate investment For large customers 

negotiated deals are possible 

with Eskom 

Industrial Development 

Zones 

East London; Richards Bay; 

Coega IDZ 

For exporters based in IDZ 

areas, a duty and VAT free 

import allowance 

Reduced Transportation 

Rates 

Stimulate investment Reduction in rail rates only 

for commodities exported on 
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contractual basis 

Legislation and Policies 

Promoting Investment 

Objectives Detail 

Double Taxation Agreement Stimulate foreign direct 

investment 

5% existing 

Restructuring of State-owned 

Enterprise 

Increase South Africa 

businesses black ownership 

equity 

Reserving for black equity 

investors (19% of the second 

fixed network operator) 

Industrial Participation 

Program (Off- Set) 

Supporting the South African 

industry development 

through government 

procurement 

Subjecting to 30%industrial 

participation obligation all 

government and parastatal 

purchases with an import 

content 

Workplace Challenge Fosters management and 

workers cooperation which 

improves industrial 

performance and productivity 

A 75% subsidy to the cost of 

the scheme 

Independent Broadcasting 

Authority Act 

Opening up of the 

broadcasting industry to local 

investment 

Issued a free to air TV 

license 

Industrial Financing 

Activities 

Objectives Details 

Development Bank of South 

Africa (DBSA) 

Promoting basic 

infrastructure development 

through offering subsidised 

loans 

Long-term (20-25 years) 

financing to infrastructure 

development 

Land Bank Enhancing agricultural sector 

growth through offering 

subsidized loans 

Examples of loan product 

include 3-5 years credit 

scheme for the acquisition of 

farm inputs 

Industrial Development 

Corporation (IDC) 

Facilitating economic 

growth, economic 

empowerment and industrial 

development through 

offering across the sector 

finance instrument 

Offering loans at 2-2.5% 

lower than the prevailing 

rates 

IDC: Bridging Finance Offering short-term credit 

assistance to the emerging 

industrialist 

Qualifying firms must have a 

turnover of above R1million 

and the credit ceiling is R500 

000 

IDC: Entrepreneurial Mining 

and Jewellery Finance 

Offering assistance to small 

and medium enterprises in 

beneficiation and mining 

activities and also in 

jewellery manufacturing  

Formation and expansion of 

small and medium mining 

firms 

IDC: Technology Industrial 

Finance 

Promoting the use of new 

technology in business such 

as in telecoms, electronic and 

Offering finance up to R1 

million to the new tech 

ventures with proven 
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electrical industries technology 

IDC: Tourism Finance Financing the formation of 

new firms and their 

expansion in the tourism 

industry 

Short-term finance to the 

new or expanded tourist 

facilities 

IDC: Manufacturing Finance Offering finance for the 

growth of the manufacturing 

industry 

Minimum finance of R1 

million which would be 

medium term 

IDC: Entrepreneurial Finance 

Scheme 

Assisting new 

entrepreneurial or individuals 

who historically were 

disadvantaged to  participate 

in the mainstream economic 

activities fully 

Funding to establish own 

businesses 

IDC: Cleaner Production 

Scheme 

Stimulating the investment in 

technologies which are 

environmentally friendly 

Financing the purchase or 

production of fixed assets 

used to limit or eliminate 

pollution 
Sources: www.thedti.gov.za; UNCTAD (2003); www.idc.co.za 

 

Appendix 3 

Zambia Privatisation Agency Divestiture Plan 

Tranche 1 

AFE Limited Clean Well Dry Cleaners 

Crushed Stones Sales Limited Coolwell System 

Consolidated Tyre Services Limited General Pharmaceutical 

Eagle Travel Limited Monarch Zambia Limited 

Mwinilunga Canneries Limited National Drum and Can Company Limited 

Nkwazi Manufacturing Company Limited Norgroup Plastics Limited 

Poultry Processing Company Limited Prime Marble Products 

Auto Care Limited Zambia Maltings Limited 

Zambia Ceramics Limited Zuva Zambia Limited 

http://www.thedti.gov.za/
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                                                           Tranche 2 

Antelope Milling Kafironda Glass Products Limited 

Jamas Milling Zambia Hotels Properties Limited 

Olympic Milling Lusaka Engineering Company Limited 

Chimanga Changa Milling Metal Fabricators of Zambia Limited 

Kabwe Milling Zambia Horticultural Products Limited 

Chico Milling Lint Company of Zambia Limited 

Amalgamated Milling Company Limited National Tobacco Company Limited 

Mpongwe Development Company Limited Dairy Produce Board 

National Milling Company Limited Zambia Cold Storage Corporation Limited 

The Zambia Sugar Company Limited LIDCO 

Nanga Farms Limited MINDECO Milling Limited 

Zambia Breweries Limited United Milling Limited 

Zambia Engineering and Contracting 

Company Limited 

ROP Limited 

Zambia Agricultural Development Limited Premium Oil Industries Limited 

Tranche 3 

Supa Baking Company Limited Kafue Textiles (Z) Limited Trading 

Consumer Buying Corporation of Zambia 

Limited 

Zambia National Wholesale and Marketing 

Company Limited 

Tranche 4 

Nchanga Farms Zambezi Sawmills (1968) Limited 
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NIEC Farms Limited National Home Services Limited 

NIL Construction Mulungushi Traveller 

Lublend Limited ZAL Elevators 

Zambia National Commercial Bank Limited - 

Tranche 5 

Kawambwa Tea Company Limited Kabwe Industrial Fabrics Limited 

MEMACO Farms Mundawanga Zoo and Botanical Gardens 

National Drug Company Limited National Hotels Development Corporation 

Limited 

Buildwell Construction Limited Mwaiseni Stores Limited 

Mpelembe Properties Limited Redirection Placement Limited 

Zambia Street and Building Supplies Limited Lusaka Urban Rail Transport 

Engineering and Tooling Limited - 

Tranche 6 

Zambia Coffee Company Limited Zambia State Insurance Corporation Limited 

Zambia Seed Company Limited Zambia State Financial Company Limited 

African Intercontinental Insurance Services 

Limited 

Zambia State Property Development 

Company Limited 

Development Bank of Zambia Limited Zambia State Security Limited 

Export and Import Bank of Zambia Limited Mindeco Small Mines Limited 

State Insurance Medical Trust Limited - 

Tranche 7 
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Kariba Minerals Limited Zambia Oxygen Limited 

Kariba Amethyst Marketing Limited Kagem Mining 

Reserved Minerals Corporation Limited 

Group 

City Radio and Refrigerators Supplies (1975) 

Limited 

Zambia Emerald Industries Limited Intercontinental Travel Limited 

Luangwa Industries Limited  

Tranche 8 

MIL Sawmilling and Joinery Limited Mines Air Services Limited 

Zambia Forestry and Forest Industry Limited Rycus Heavy Haulage Limited 

Indo-Zambia Bank Limited Mansa Batteries Limited 

Tranche 9 

Nitrogen Chemicals of Zambia Limited Livingstone Motor Assembles Limited 

Duncan Gilbey and Matheson National Airports Corporation 

Zambia National Insurance Brokers Limited Zamcargo Zambia Limited 

Maamba Collieries Limited Circuit Salaries Limited 

Tranche 10 

Zimco Properties Limited Indeco Estate Development Company 

Limited 

BP Zambia Limited NIEC Overseas Services Zambia Limited 

Zamlube Re-refines Limited Engineering Services Corporation Limited 

Tranche 11 

Zambia National Broadcasting Corporation MEMACO Group 
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MAGIP (Zambia) Limited MEMACO Trading Limited, London 

Zambia Housing Development Fund Limited MEMACO Trading Limited, USA 

Zambia Airways Corporation Limited MEMACO Services Limited 

National Air Charters (Zambia) Limited Zambia Concrete Limited 

Zambia National Shipping Company Limited  

Zambia Privatisation Agency (1998(b)) 

 

Appendix 4 

Privatisation Agency of Zimbabwe Divestiture Plan 

Table 1a: Tranche 1a 

       1 Rainbow Tourism Group 

       2 Olivine Industries 

       3 Finhold 

       4 Caps Holding 

       5 Agribank 

       6 IDC Subsidiaries 
 Source: Government of Zimbabwe (1998) 

 

Table 1b: Tranche 1b 

       1 Cold Storage Company 

       2 Affretair 

       3 Postal and Telecommunication 

       4 Air Zimbabwe 

       5 Zimbabwe Mining Development Corporation Subsidiaries 

       6 National Railway of Zimbabwe 

       7 Forestry Commission (Commercial) 

       8 Zimbabwe Steel Company 

       9 National Oil Company of Zimbabwe 

      10 Tobacco Research Board 

      11 Zimbabwe Electricity Supply Authority 

      12 ARDA (Commercial Activities) 

      13 Pig Industry Board 
 Source: Government of Zimbabwe (1998) 
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Table 1c: Tranche 2 

       1 State Universities and Colleges 

       2 National Social Security Authority 

       3 ZIMTRADE 

       4 National Gallery 

       5 National Museums 

       6 Zimbabwe Broadcasting Corporation 

       7 Grain Marketing Strategic Reserve 

       8 National Resource Board 

       9 ZNFPC 

      10 Mineral Marketing Corporation of Zimbabwe 

      11 Zimbabwe Youth Council 

      12 National Arts Council 

       13 ZIPAM 
Source: Government of Zimbabwe (1998) 

 

Table 2: Plan for Commercialisation and Privatisation of Public Enterprises (PE) in 

Zimbabwe 

 

         PE 

 

Ministry 

  

Cabinet Decision 

 

Current Status 

Legal 

Framework 

         

 

    CBZ 

 

 

  Finance 

To reduce 

Government 

Shareholding from 

100% to 20% 

Privatised with 

20% Government 

Shareholding 

Banking 

Institutions 

 

  

     

   ZIMRE 

 

 

 Finance 

To reduce 

Government 

Shareholding from 

100% to 20% 

100% Government  

Owned 

ZIMRE 

Act 

     

 

      ZDB 

 

 

Finance 

Repeal ZDB Act 

And Incorporate 

It as a development 

bank 

Government owns 

33% shares 

 ZDB Act 

       

      Delta 

 

Finance 

Disposal of the  

Shareholding in 

Delta 

Government has  

6% shareholding 

Corporate 

Company 

     

   ASTRA 

 

Finance 

Sell RBZ  

Shareholding to the 

Indigenous sector 

Corporate company 

Owned by RBZ 

Registered 

Companies  

Act 

 

 

Office of the 

Commissionaire 

of insurance and 

pension 

industry  

 

 

 

 

Finance 

Seeking cabinet  

Decision on the 

Establishment of a 

Regulatory and 

Supervision 

Authority of the 

Industry insurance 

 

 

 

Government 

Department 

Division  

Within  

The 

Ministry of 

Finance 
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and pension  

insurance 

 

 

Finhold 

 

 

Finance 

Reduce 

Government  

Shareholding from 

48.79% to 20% 

Banking  

institution 

Registered 

Banking 

Institution 

 

Department of 

Printing and 

stationery 

 

 

Finance 

Seeking cabinet  

Decision on 

commercialisation 

Government  

department 

A trading  

Fund under  

The audit 

And 

Exchequer 

Act 

 

 

 

 

 

ARDA 

 

 

 

 

Land and 

Agriculture 

 

Commercial  

Estates to operate 

As 100% owned 

By government 

While  

Development 

Activities to come 

Under the Act 

 

 

 

 

 

Parastatals 

 

ARDA Act 

Which is to 

Be amended 

To reflect  

Separation  

Of ARDA 

Into 

Commercial 

And  

Developmental 

Division 

 

 

ZIC 

 

 

Finance 

 

To remain under 

government 

Currently 100% 

Government-

Owned 

And funded 

 

- 

DZL Lands and 

agriculture 

To be privatised 

And promote 

Wide share  

Ownership in the 

process 

Privatised with  

Government  

Owning 25% 

Of the share 

DMB Act 

 

 

 

      AFC 

 

 

Lands and 

agriculture 

To split into 

AGRIBANK 

(operating under 

Banking Act and  

Development 

Finance agency) 

 

 

Parastatals 

 

AFC Act to 

Be amended 

 

 

 

      GMB 

 

 

Lands and  

agriculture 

Strategic grain  

Reserves to remain  

under the Act  

while Grain  

is   

commercialised 

 

 

Parastatal 

 

 

GMB Act 

 

       CSC 

Lands and 

agriculture 

 

To be privatised 

100% owned  

By the 

government 

CMB Act 

Pig industry 

board 

Land and 

agriculture 

 

To be privatised 

 

Parastatals 

 

PIB Act 
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   Cottco 

Land and 

agriculture 

 

To be privatised 

100% owned by  

The Government 

 

 CMB Act 

    

     NRZ 

Transport  

And Energy 

To separate  

Permanent away 

From rolling 

stock 

 

 Parastatals 

 

- 

 

 

Tobacco  

Marketing 

Board 

 

Lands and 

Agriculture 

 

To remain a  

parastatal 

 

Parastatal 

 

TRB Act 

Tobacco  

Research 

Board 

Lands and 

Agriculture 

 

To remain a  

parastatal 

 

Parastatal 

 

TRB Act 

 

 

 

ZESA 

 

 

Transport  

And Energy 

To commercialise 

ZESA and to 

Introduce  

Independent 

Power producers 

At generation 

Level and 

Distribution to a 

Bulk point 

 

 

 

Parastatals 

 

 

 

ZESA 

Act 

NOCZIM Transport 

And Energy 

To remain 10% 

Government owned 

100% government- 

owned 

Company 

Act 

Air Zimbabwe Transport 

And Energy 

To commercialise 

Prior to  

Privatisation after  

Two years 

100% government- 

owned 

 

Affretair (Pvt) 

ltd 

Transport 

And Energy 

To resuscitate prior 

To privatisation 

100% government- 

owned 

Companies 

Act 

SEDCO Industry and 

commerce 

Cabinet has  

Approved part of 

Privatisation  

Involving selling 

49% of shares to 

Private investors 

 to  

Capitalise it 

parastatal SEDCO Act 

Amended to  

Allow private  

Shareholders 

ZSTC Industry and 

commerce 

To be sold to 

Indigenous  

entrepreneurs 

parastatal ZSTC 

CMED Transport 

And Energy 

To commercialise 100% government- 

owned 

Fund 

ZDC Industry and 

commerce 

ZDC to spearhead 

Development at  

Growth points and 

Other small  

Centres. However, 

Ministry of  

parastatal ZDC Act 
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Industry is  

Proposing that 

ZDC be dissolved 

And subsidiaries 

Be disposed of  

SDF Public  

Service land 

And social 

welfare 

No decision has 

As yet been made, 

PSC has  

Recommended 

Commercialisation 

A fund - 

IDC Industry and 

commerce 

IDC old  

Investments to 

Generate capital 

To support new 

investments 

Parastatal IDC Act 

CPA Industry and 

commerce 

To be wound up Parastatal  - 

ZTA Mines  

Environment 

And 

Tourism  

Developmental  

Activities to  

Continue under 

Act while 

Commercial ZTDC  

To be a shareholder 

In hotels with other 

partners 

 

Parastatal  Tourism Act  

Of 1995 

ZISCO Industry and 

commerce 

To be partly 

privatised 

100% government- 

owned 

ZISCO 

Act 

Rainbow 

Tourism 

Mines  

Environment 

And  

Tourism 

To be  

Commercialised  

Prior to  

Privatisation 

100% government- 

owned 

Company Act 

Rainbow 

Tourism 

Mines  

Environment 

And  

Tourism 

 Semi public  

enterprise 

Government 

Department 

Forestry 

Commission 

 

Mines  

Environment 

And  

Tourism 

To be separated 

Into two entities; a 

Developmental 

Arm under Act 

And a  

Commercial 

Forestry 

commission 

Parastatal  Forestry  

Commission  

Act 

Source: Government of Zimbabwe (1998) 

 

 


