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Controlling the Impact of Globalization on the Poverty-Growth-
Inequality Triangle: A Case Study of Ghana 

 
A Research Proposal 

 
Introduction 
In the last several years, the issue of globalization and its effects on developing countries 
has become the focus of much research because of the growing concern about the impact 
that globalization has on growth, income distribution and poverty and also the fact that 
the whole world has become a global village. This has been so largely because of the 
obvious disconnect between empirical evidence and trade theory. International trade 
theory suggests that increased openness to trade (a dimension of globalization) and 
foreign direct investment (FDI), through their effect on economic growth, should make 
income distribution more equal and thereby reduce poverty in developing countries. This 
is based on the Heckscher-Ohlin-Stolper-Samuelson (HOSS) model, which in its simple 
form postulates that, due to comparative advantage, less developed countries will tend to 
export labour-intensive and/or low-skill intensive products (because there is intensive 
utilization of abundant low-skill labour) and import skill intensive products from 
developed countries. Thus, free trade will increase the real return of the abundant low-
skill labour factor and at the same time reduce the return to the relatively scarce high-skill 
labour thereby reducing the income inequality within developing countries.  
 
Results from empirical work are, however, mixed.  While globalization has lifted a 
number of people from poverty, there remains a large segment of society, particularly in 
Africa, that has suffered from globalization.  The work by Hussain et al (2009) on 
Pakistan supports the conventional wisdom that opening up of the economy into the 
international market has positive effects on the distribution of income.  However, there is 
strong empirical evidence suggesting that trade openness has adversely affected the poor 
and in fact led to deterioration in income distribution in developing countries.  Studies by 
Dollar and Kraay (2004) on openness to trade and income distribution concluded that 
there is no strong evidence that openness to trade has had any significant impact on 
income inequality. A study by Milanovic (2005) showed that trade integration negatively 
affected middle and low income households in poor countries, although positive effect 
was observed in high income families in high-income countries.   
 
The economic reforms of 1983 created the conditions for Ghana’s integration into the 
globalized economy.  The trade liberalization that began in 1983 reduced tariff rates and 
the number of tariff lines, and removed the import licensing regime (Jebuni, Oduro and 
Tutu, 1994).  The exchange rate reforms involved the realignment of the real exchange 
rate and the evolution into a market-based exchange rate regime (Harrigan and Oduro, 
2000).  The financial, monetary and fiscal reforms that began in the mid 1980s improved 
the macroeconomic environment.  Infrastructural development such as rehabilitation of 
the ports and the road network and the modernization of the telecommunication system 
have also contributed to providing the conditions for Ghana’s integration into the world 
economy.  Investment incentives have also provided the environment for the attraction of 
FDI into the country.  These have included tax holidays, accelerated depreciation 
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allowances, exemption for import duties on machinery and equipment, investment 
allowances and arrangements for profit repatriation (Asante, 2007).  In 1988, Ghana ratified 
the convention establishing the Multilateral Investment Guarantee Agency (MIGA) of the 
World Bank.  The Ghana Investments Promotion Centre (GIPC) was also set up under 
GIPC Act of 1994 with the main objective of encouraging and promoting investment.  In 
1995, Parliament promulgated the Free Zones Act to accelerate the exploitation of the 
country’s general export potential.   A key objective of the Act was to attract FDI (Asante, 
2007). 
 
Globalization has created opportunities for various parts of the economy to gain access to 
larger pools of resources as well as markets.  
 
Background to the Economy of Ghana 
The economy of Ghana, with an estimated population of 28.5 million in 2007 has a 
diverse and rich resource base, and has one of the highest GDP per capita in Africa 
(estimated at $1,500 in 2009).  GDP growth was estimated at 4.7% in 2009 (lower than 
the average of 6.2% between 2004 and 2008).   Gold, timber, cocoa, diamond, bauxite, 
and manganese exports as well as tourism are major sources of foreign exchange.  An 
oilfield which is reported to contain up to 3 billion barrels of light oil was discovered in 
2007.  Crude oil production began in December 2010.  The domestic economy continues 
to revolve around subsistence agriculture, which accounts for about 35% of GDP and 
employs about 55% of the work force, mainly small landholders, who account for more 
than 70 percent of agricultural output.  Ghana joined the highly indebted poor country 
(HIPC) initiative in 2001.  The adult literacy rate was 66% in 2008, primary school net 
enrolment rate of 77% in 2008, while the percentage of urban population with access to 
improved water source was 90% and that of rural population 74% in 2009. 
 
Trends in Globalization, Growth, Poverty, and Inequality 
Table 1 shows trends in some indicators of globalization, growth, poverty, and inequality.  
To discuss trends in globalization, a number of indicators will be used.  These are the 
ratio of exports to GDP, the ratio of imports to GDP, the ratio of FDI to GDP, the ratio of 
remittances to GDP and the number of internet users per 1000 population.  All the 
indicators of globalization shown in Table 1 indicate an increasing trend over time.  The 
exports to GDP ratio increased from 8% in 1984 to about 20% in 1987, and declined to 
about to 17% in 1989.  The ratio almost tripled to 49.1% in 2000, declining to 36.1% in 
2005.  Since 2005, it has increased monotonically to 50% in 2009.  The imports GDP 
ratio has also registered a strong positive trend rising from about 11% to about 75% in 
2008.  The response of FDI was much more cautious.  It is only after 1992 did the ratio 
exceeding 1%.  There has been an upsurge of the ratio since 2005 so that by 2009 the 
ratio had peaked to about 11%.  Internet usage has expanded rapidly since 1995.  
However, the period since 2002 has witnessed a five-fold increase in the number of users.  
Remittances as a percent of GDP have increased fairly steadily since 1990.   
 
The growth figures indicate that there has been sustained growth between 1983 and 2008.  
Between 1983 and 1992 (when a military government was in power) the growth rate 
averaged 4.2% per annum; between 1993 and 1996, it averaged 4.2% per annum; it 
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increased to an average of 4.3% between 1997 and 2000, 4.8% between 2001 and 2004 
and 6.2% between 2005 and 2008. 
 
Consumption poverty declined from 51.7% in 1992 to 39.5% in 1999 and further to 
28.5% in 2006.  All localities outside Accra experienced significant declines in poverty 
levels.  Export crop farmers and public sector employees enjoyed the greatest gains in 
their standard of living, while private sector employees and non-working households saw 
smaller declines (Ghana Statistical Service, 2007).   Over the same period, extreme 
poverty1 declined from 36.5% in 1992 to 26.8% in 1999 and further to 18.2% in 2006. 
 
Despite the decline in poverty since 1992, inequality, measured by the Gini index, 
increased from 38.1% in 1998 to 40.8% in 1998, but this declined marginally to 39.4% in  
2006.  This suggests that inequality increased between 1992 and 1998 but remained 
unchanged between 1998 and 2006.   
 
These trends suggest that globalization has been accompanied by sustained growth, 
poverty reduction and rising inequality. 
 
This study seeks to understand how globalization has impacted on these three variables.  
What role has globalization played in Ghana’s economic growth?  What is the 
significance of the trade liberalization in growth?   
 

Table 1: Ghana - Some Economic Indicators 
Year GDP 

Gr. 
(%) 

Agric 
Gr. 
(%) 

Ind. 
Gr 
(%) 

Ser. 
Gr 
(%) 

Exp./ 
GDP 
 (%) 

Imp./ 
GDP  
(%) 

FDI 
/GDP 
(%) 

Internet 
users per  
1000 
people 

Pov. 1 
(Poverty) 
(%) 

Pov. 2 
(Ext. Poverty) 
(%) 

Gini  
Index 
(%) 

Remit./ 
GDP 
(%) 

1983 -4.56    5.56 5.99 0.059      
1984 8.65 9.7 9.1 6.6 8.04 10.77 0.045      
1985 5.09 0.6 17.6 7.5 10.65 13.59 0.124      
1986 5.20 3.3 7.6 6.5 16.58 20.14 0.075      
1987 4.79 0.0 11.5 9.4 19.66 26.19 0.093      
1988 5.63 3.6 7.3 7.8 18.18 24.06 0.096    35.4  
1989 5.09 4.2 4.1 5.8 16.74 24.34 0.286    36.0  
1990 3.33 -2.0 5.4 8.8 16.88 25.85 0.251     3.2 
1991 5.28 4.7 3.7 6.3 16.96 25.52 0.303     3.3 
1992 3.88 -0.6 5.8 7.7 17.23 28.77 0.351  51.7 36.5 38.1 4.0 
1993 4.85 2.5 4.3 7.2 20.25 36.42 2.095     4.4 
1994 3.30 1.0 2.8 6.6 25.26 36.76 4.283     5.0 
1995 4.11 3.7 4.1 4.7 25.00 32.93 1.649 0.003    4.1 
1996 4.60 5.2 4.2 4.2 32.11 40.09 1.733 0.055    4.1 
1997 4.20 4.3 6.4 6.5 32.41 52.99 1.188 0.269    5.9 
1998 4.70 5.1 3.2 6.0 33.87 46.73 2.240 0.316   40.8 6.2 
1999 4.40 3.9 4.9 5.0 32.27 49.82 3.161 1.029 39.5 26.8  8.2 
2000 3.70 2.1 3.8 5.4 49.08 67.62 3.337 1.510    10.2 
2001 4.00 4.0 2.9 5.1 45.15 64.70 1.681 1.970    13.5 
2002 4.50 4.4 4.7 4.7 42.44 54.49 0.957 8.189    11.0 
2003 5.20 6.1 5.1 4.7 40.31 52.19 1.794 11.786    13.3 
2004 5.60 7.0 4.8 4.7 39.31 60.37 1.570 16.986     
2005 5.90 4.1 7.7 5.4 36.09 61.66 0.993 18.148     
2006 6.40 4.5 9.5 6.5 40.00 65.00 5.00 27.0 28.5 18.2 39.4  

                                                
1 Defined as the proportion of households with consumption below the lower poverty line. 
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2007 6.10 4.3 5.1 8.2 40.00 67.00 6.49 38.0    12.27 
2008 6.20 6.0 6.7 9.3 42.00 75.00 12.68 43.0    11.94 
2009 4.70 6.1  5.9 50.00 75.00 10.80     11.44 

 
 
Source: World Development Indicators Database, Bank of Ghana, State of the Ghanaian Economy (Various Issues) 
 
Pov. 1:  Poverty Headcount ratio at national Poverty Line (% of Population).  National poverty rate is the percentage of 
the population living below the national upper poverty line  (Poverty Line = GH¢370.89).  National estimates are based 
on population-weighted subgroup estimates from household surveys. 
 
Pov. 2:  Poverty Headcount ratio at national Poverty Line (% of Population).  National poverty rate is the percentage of 
the population living below the national lower poverty line  (Poverty Line = GH¢288.47).  National estimates are based 
on population-weighted subgroup estimates from household surveys. 
 
Gini Index:  Measures the extent to which the distribution of income (or in some cases. Consumption expenditure) 
among individuals or households within an economy deviates from a perfectly equal distribution.  A Lorenz curve plots 
the cumulative percentages of total income received against the cumulative number of recipients, starting with the 
poorest individual or household.  The Gini index measures the area between the Lorenz curve and a hypothetical line of 
absolute equality, expressed as a percentage of the maximum area under the line.  Thus a Gini index of 0 represents 
perfect equality, while an index of 100 implies perfect inequality. 
 
What factors account for the observed behaviour in these indicators?  Can they be 
explained by fiscal policy changes, monetary policy changes, or exchange rate policy 
changes?   What are the channels through which these observed trends occur?  Can they 
be explained by theory as postulated by the Stolper-Samuelson model?  The study will 
focus on addressing these issues. 
 
According to Christiaensen, Demery and Paternostro (2002), changes in relative prices 
through exchange rate devaluations, the opening of domestic markets, and changes in the 
structure of production are certain to lead to shifts in income distribution, with producers 
of tradable goods (mostly exportables) benefiting directly from the economic policy 
reforms.  According to the authors, the potential pathways through which trade openness 
impacts on poverty reduction include rural labour markets, where higher export crop 
prices stimulate export crop production leading to increased demand for agricultural 
wage labour, and ultimately higher agricultural real wages. 
 
The evolution of poverty among food and cash crop producers could be explained by 
the fact that food crop producers tend to be much more heterogeneous than cash crop 
producers. In export-crop growing zones, the effects of favourable export crop prices can 
be transmitted to the food-crop growing households either through the labour market and 
product markets, or both. Transmission of such benefits to areas unsuitable for export 
crop production, especially when they are also remote, is much harder.  
 
There is also the need to go beyond the averages. While it might be true that growth 
following globalization can be characterized as pro-poor in an aggregate sense, this can 
be misleading. Beneath the aggregate numbers exists a variety of experiences from some 
sections of society. Neglect of this reality by policymakers—and sometimes also by 
academics—has often impeded a constructive and fruitful dialogue with ‘civil society’ 
about appropriate poverty reducing policies (Kanbur, 2001) 
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Objectives of Study 
The main objective of the study is to analyze the observed trends in growth, poverty, and 
inequality as a result of globalization. 
 
Specific objectives include: 

• Understanding the nature of Ghana’s insertion into the world economy, and 
• Examination of the channels whereby globalization will impact growth, poverty, 

and inequality. 
 
Conceptual Framework and Methodology 
There are three different components of globalization: trade, financial and human 
resources.  In the area of import trade we intend to look at policies that have impacted on 
the importation of finished and hi-technology/intermediate  products, whereas policies 
that have focused on exports of cocoa, minerals, timber and non-traditional exports will 
be the main focus of export trade. In the area of financial integration we intend to look at  
financial policies and their impacts on  investments and intermediation paying particular 
attention to sectors like cocoa and minerals which have been the two most important 
foreign exchange earners over the past three decades.   The framework for analyzing  
human resource integration bothers on labour and employment.  It will focus on 
discussing employment policies that have impacted on labour environment and ensured 
social dialogue among the tripartite - employees, employers and the government, and  
consequently led to increase/decreased labor productivity/efficiency and immigration . 
These three pillars of globalization have implications for growth (change in mean 
income), poverty and inequality. 
 
In analyzing the impact of globalization on growth, poverty and inequality, emphasis will 
be paid to the main transmission channels: changes in factor prices, changes in product 
prices, changes in volumes, changes in efficiency/productivity, changes in government 
revenue and the level of integration of specific sectors with the local economy.  
 
With globalization, there will be need for establishing new institutions as well as 
strengthening existing ones to be able to deal with the challenges of globalization. The 
study will investigate these issues as well as assess the capacity of the regulatory and 
legal framework in dealing with the challenges.  
 
Based on the research objectives the following thematic areas will be investigated: 
 

• Globalization, poverty, and inequality 
 

• Globalization and Growth 
 

• Growth and Inequality  
 

• Globalization and the Institutional Framework   
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The analysis will be descriptive making use of secondary data and review of existing 
studies. The study will discuss the evolution of poverty, growth and inequality in Ghana 
over the period 1991 to 2006.2 
 
We will use the Ghana Living Standards Survey (GLSS) data to capture the impact of 
globalization on growth, poverty and inequality in specific sectors such as cocoa, mining 
and non-traditional exports.  
 
To achieve these objectives, we will examine the evolution of trade and exchange rate 
policy, FDI policy, industrial policy, monetary and financial policies, and migration 
policy over the last 30 years. 
 
We will also examine social protection for individuals and adjustment programmes for 
industry to determine how 

1. they have influenced Ghana’s insertion into the global economy 
2. they work to provide the positive effects of globalization and to dampen the 

negative effects. 
 
Data Sources 
Data sources will include: 

• Ghana Statistical Service (GLSS surveys 3, 4 and 5) 
• Ministry of Trade 
• Ministry of Finance 
• Bank of Ghana 
• Minerals Commission 
• Ministry of Agriculture 
• Ghana Cocoa Board 
• Ghana Investment Promotion Centre 
• Ghana Export Promotion Council 
• Forestry Commission 

 
Timeline 
    (To be reset.  Commented out by Project Leader.) 
Budget 
     (To be reset.  Commented out by Project Leader.) 
 
 
 

                                                
2 To coincide with three rounds of national level household surveys conducted in 1991/92, 1998/99 and 
2005/06. 
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