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Abstract

The Africa Continental Free Trade Area (AfCFTA) agreement is set to create the largest free trade area 
in the world with 55 countries, 1.3 billion people, and a GDP of US$3.4 trillion. The AfCFTA intends 
to lift over 30 million Africans out of poverty and increase the wages of nearly 68 million Africans 
who are currently earning less than $5.50 a day (according to the World Bank and the African 
Development Bank). Foreign Direct Investment (FDI) has been one of the main drivers of growth 
in some developing countries across the world. FDI is recorded to be among the largest inflow 
of investment into developing countries. In most cases, the benefits of FDI include job creation, 
wage increases, the kickstarting of new industries, and technological and productivity spillovers. 
In recent years, the attraction of FDI has become one of the key policy focuses of most developing 
countries. For instance, evidence shows that in 2018, Ghana grew to become the largest recipient 
of FDI in West Africa overtaking Nigeria with $3.2bn. Despite the COVID-19 pandemic, Ghana has 
maintained FDI inflows that defy the predicted downturn by the World Bank. Ghana is an attractive 
destination for FDI due to its political stability, sound economic policies, reliable energy supplies, 
and transportation linkages across the continent. In order to investigate the barriers, challenges, 
and opportunities for international SMEs to gain entry into the Ghanaian market via FDI, interviews 
were conducted with 13 policy makers, business managers, and entrepreneurs in Ghana. The 
findings show that the current barriers to entry into the Ghanaian market are the minimum capital 
requirements, the cumbersome registration processes, and the issue of corruption. Furthermore, 
access to financing, the costs of production, and access to information are some of the crucial 
challenges encountered in the process. The described opportunities derived from the interview 
data are the abundance of labour, the government promotion of manufacturing, and the ratification 
and domestication of the AfCFTA which grants access to a wider market and cheaper raw materials 
from the resource rich African continent.
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4 - SME Market Entry and the Impact of the AfCFTA on FDI in Ghana: An Analysis of Barriers, Challenges, and Opportunities for International SMEs to gain Ghana-
ian Market Entry

1.   Introduction

The rise of globalisation has enabled businesses to become increasingly multinational. In the 
modern global economy, some developing countries rely on Foreign Direct Investment (FDI) to boost 
economic growth (Gestrin, 2014), which is a relatively new phenomenon. The end of WWII saw the 
application of newly developed communication and transportations technologies across the globe 
(Grieco, 2000) that enabled this trend to be possible. This development in globalisation reduced 
the degrees of geographic separation which enabled individuals, businesses, and governments to 
have seamless access and control of their assets in regions across the world (Saraçi, 2014). The 
devastation caused by the war in Europe and Asia, meant that the monetary capital of the United 
States of America was needed for the rebuilding process, resulting in the US adopting a taxation 
system that was geared towards FDI (Saraçi, 2014). Increased accessibility and control, and the 
opportunity for the USA to invest in reconstruction projects in various locations across the world, 
became a key factor in the initial rise of FDI. According to the OECD, FDI in the last two decades 
represents the largest international capital inflow into developing countries(Gestrin, 2014). Foreign 
Direct Investment is a significant part of effective economic systems across the world, with many 
countries viewing FDI as a catalyst for development (OECD, 2002; Gestrin, 2014). The benefits of 
FDI should be approached from two perspectives: the benefit to investors and the benefits to 
host countries. Developing countries have come to rely on FDI for modernisation, job creation, 
industrialisation, and income growth (OECD, 2002). For investors, FDI is a way to expand their reach 
or to capitalise on the resource endowment of regions across the globe; this serves as a method 
of gaining a competitive advantage over domestic competitors or to access new markets (Herger & 
McCorriston, 2014; Roording & De Vaal, 2010). 

Indeed, FDI is one way for international SMEs to gain entry to the Ghanaian market. This paper 
investigates using a qualitative approach to investigate the barriers, challenges, and opportunities 
for international SME to gain entry into the Ghanaian market via FDI and within an AfCFTA context. 
 

The undertaking of this research is necessitated due to the scarcity of research specifically on 
international SME market entry into Ghana and the effect of the AfCFTA on FDI in Ghana. This gap 
presents an opportunity to explore this research area as greater knowledge and information enables 
SMEs to make more informed decisions on their entry strategy into the market. With Ghana being 
one of the fastest growing economies globally and the recipient of the highest amount of FDI in 
West Africa in 2018 and 2020 (Mitchell, 2020; Larnyoh, 2020), the gap in this research area needs to 
be filled as investment into Ghana grows. This project seeks to inform international manufacturing 
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SMEs on Ghana’s growing market, and the opportunities for investment. The project also intends to 
provide Ghanaian officials with recommendations to improve Ghana’s market condition to attract 
and enhance the benefit of FDI for the country, based on the findings of the research. The current 

research available mainly focuses on SME performance within Ghana and market entry by large 
corporations. For SMEs to assess the barriers, challenges, and opportunities of investing in Ghana, 
they should piece together a variety of  sources and scale a variety of hurdles to access information. 
Given that this process is tedious and time consuming, this project seeks to ease this sourcing 
of information by reviewing the available literature and interviewing a variety of stakeholders to 
acquire the necessary information to be appropriately informed in devising an entry strategy. The 
findings will also seek to inform policymakers on the under-consideration of SMEs in government 
policy, which will be addressed in the policy recommendations section.

2.   Analysis
The qualitative data collected from the interviews of the 13 policymakers, business managers 
and entrepreneurs have been transcribed and coded into three categories: barriers, challenges, 
and opportunities. The key themes identified are minimum capital requirements, cumbersome 
registration processes, the issue of corruption, access to financing, the cost of production, access 
to information, the abundance of labour, the lack of government promotion of manufacturing, and 
the impact of the AfCFTA.  

Firstly, the barriers to entry into the Ghanaian market will be outlined and analysed. 

2.1. Barriers

Despite Ghana being a country that has evolved to become more market friendly, with the 
government pushing private sector development, and successfully attracting more FDI into the 
country, there remain some barriers to entry for international SMEs. From the data collected, the 
frequent themes that arise under barriers are the minimum capital requirements, the cumbersome 
registration processes, and the issue of corruption. These barriers highlight the difficulty firms may 
face in their market entry process.

 

2.1.1.   Minimum Capital Requirement 

The main issue that was frequently cited as a barrier to entry to Ghana’s manufacturing sector for 
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international SMEs is the minimum capital requirement outlined in the GIPC Act of 2013 (GIPC, 
2013). This is a requirement for firms to transfer funds to a Ghanaian bank account, to the sum of 
US$500,000 for a fully foreign owned enterprise and US$200,000 for a joint venture enterprise with 
a Ghanaian firm or entity (GIPC Act, 2013). The respondents in the research interview argued that 
this requirement is often difficult for SMEs to meet as they typically do not have such liquid capital 
readily available, especially those from within the African continent. Respondent “F” references 
this by saying that they believe that the capital requirements are a major barrier for SMEs looking 
to join the manufacturing sector in Ghana:

‘I think the minimum capital requirement has been set to be a barrier. For example, for a smaller 
company sometimes they don’t have the capital […] to meet the requirement and because of that 
they cannot register. Sometimes you see businesses operating but they have not officially registered 
in our market.’. 

International SMEs sometimes opt to not officially register in the market due to the capital 
requirements, highlighting the exclusionary nature of the policy, as smaller and medium-sized 
firms, especially from the continent, are unlikely to have half a million dollars on hand. This makes 
a joint venture market entry strategy the best solution in this regard as it would reduce this amount 
from US$500,000 to US$200,000, as well as provide SMEs with greater market knowledge to 
inform their operations and strategy in the market by partnering with local businesses. However, 
this brings up other issues such as the difficulty of finding a suitable and reliable partner which 
many respondents cited to also be an issue. This can be seen from respondent “E” who when 
discussing the minimum capital requirement stated that: 

‘I do know that’s a big deterrent for a lot of SMEs or companies that want to break into Ghana, 
cause otherwise,  they would have to have a  local partner who  I believe has to have about 50% 
equity in the business, in the Ghanaian business and if I’m a new person coming to do business and 
I don’t know anyone here that would be a big deterrent for me’.  

It is unlikely that firms would be willing to give up 50% of their equity to a firm they are unsure 
of or are unable to fully verify their credibility, as access to information needed to verify and 
determine the suitability  of Ghanaian SMEs remains an issue. This is something raised by 
respondent “K” who when probed about the ease of identifying and verifying a partner; this 
respondent mentioned that there is a lack of information on credible companies in Ghana, their 
willingness to partner up in a joint venture, and their requirements from a partner. Respondent 
“L” also adds to this by stating that ‘unfortunately, we don’t readily have a database of Ghanaian 
businesses that are looking for partners’; this makes a joint venture partnership a more difficult 
and riskier proposition for many international SMEs who most likely cannot afford that risk.  
 In summation, the minimum capital requirement was mentioned by all the respondents as a 
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hindrance to market entry for SMEs investing in Ghana’s manufacturing sector. The data collected 
from the interviews indicates that it is a policy that needs to be reviewed and amended. Interestingly, 
respondent “K” justified the minimum capital requirement by arguing that it’s a sign of the value 
foreign firms will bring to the Ghanaian market stating that ‘we want to ensure that you are capital 
ready  to  be  able  to  establish  your  company  in  Ghana,  otherwise  anybody  can  get  just  get  up 
and start a company in Ghana’. This therefore serves as an explanatory factor and justification for 
the minimum capital requirement. However, based on the government’s ‘pro-FDI for economic 
development’ stance, Ghana needs to be open to SMEs looking to break into the market as an 
opportunity for growth. This stance by respondent “K “seems counter-intuitive given that Ghana is 
looking to boost its productivity and SMEs do not typically have a large amount of capital, but they 
represent 70% of Ghana’s GDP (ITC, 2016). Increased competitiveness amongst SMEs and greater 
technological and productive spillovers will only be a benefit to the economy.

2.1.2.    Cumbersome Registration Process  

The GIPC Acts (2013) process of registering a business in Ghana is one which involves various 
stages, beginning with registering at the Registrar General’s Department, registering with the GIPC, 
and the acquisition of various permits from a variety of other entities. According to the data, this 
is a significant barrier to entry, which can be seen from respondent “E”: ‘This whole process can 
take a while, especially if those individuals are not on the ground. I would say between three and 
six months to get all your documentation prepared properly before you can start business’. When 
asked about the process of setting up a business in Ghana, respondent “H” supported this assertion 
stating that there are a variety of institutions issuing different kinds of certification before you 
start operating and it becomes a challenge for many businesses trying to set up. This cumbersome 
process, was reiterated by respondent “F” who proclaimed that Ghana lacks a centralised body to 
register a foreign owned business, as compared to Kenya, which has a one-stop shop.

‘in Kenya you have a one-stop shop where you as an international SME just go there and you register 
and apply for the permits you need, in the same physical location. In Ghana it’s quite different, you 
have to go through at least eight different entities...’. 

This highlights the cumbersome nature of the registration process in comparison with other 
countries, and as respondent “E” stated, it is even more tedious for entities not currently on the 
ground in Ghana.  

With Ghana being ‘open for business’ according to respondent “E”, the lack of an online registration 
platform or point of information for foreign firms looking to register an enterprise in Ghana is 
a barrier to their entry into the market. Respondent “L” highlights the disruptive nature of this 
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challenge in stating that ‘some of us working with MSME’s have tried our best to help streamline 
some  of  these  processes  because  they  are  really,  really  cumbersome  and  they  do  not  help  the 
MSME’s to thrive’. According to the findings of Oppong et al (2014), SMEs in Ghana performed at 
an “abysmal level” when compared to other countries. Oppong et al (2014) further asserted that 
micro and small-scale enterprises have not been performing well and are under-contributing to 
economic growth considering their potential. 

One major detrimental factor emanating from the cumbersome registration process in Ghana is 
that some  firms may operate informally or impede manufacturing firms from entering the market. 
This may result in SME performance in Ghana continuing to stay lower than other SSA countries due 
to a lack of strong competition and expectations for smaller firms in Ghana. The registration 
process coupled with the minimum capital requirement impacts SMEs unfavourably, as 
they typically lack the resources to meet the capital requirement, as well as having to wait 3 to 6 
months whilst incurring further costs. This cumbersome and time-consuming registration process 
provides a platform for corruption which impacts many small businesses to register and operate 
in Ghana.

2.1.3.    The Issue of Corruption 

The findings suggest that corruption is prevalent in the registration process, albeit not as prevalent 
as in other parts of the continent. Many of the respondents stated that bribes are sometimes a 
necessity to fast-track the registration process with respondent “K” saying ‘You know this is Africa, 
we are in Africa where everything you do you have to go through somebody and you have to grease 
people’s palms’. Respondent K also added that it is a major reason why they would recommend 
that SMEs look to find a Ghanaian with knowledge of the market and connections to support them 
through the registration process. Respondent “B”, who is currently running a manufacturing 
business in Ghana, stated that in his experiences with some staff at the regulatory bodies: 

‘now  you  have  to  give  them  some  tips  (bribes)  for  them  to move  (work)  or  if  you  don’t  know 
somebody there might be some slight delays’, respondent “F” adds to this by stating that ‘when 
you go through the normal stuff (processes), people just looking at you, but when you give money 
and just like magic, things just get faster […] so of course, it (corruption) is a problem’. 

This implies that firms that seek to break into the market should account for the additional cost 
of paying a premium if they want their registration to be completed in a timely manner. When 
probed on this, respondent “F” highlighted the dilemma businesses often face when breaking into 
the market or registering new businesses. It could be cheaper to just pay the bribe due to the 
opportunity cost associated with the delay in registration. This can be seen from this statement: 
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‘it’s a bit complicated because for example, if you have to wait for nine months and then you have 
the material waiting in customs, but they keep adding problem to problems (delays), you have like 
an opportunity cost, while if you paid the first day you would have it (permits) and you’ll be running 
your business’.  
The above indicates the existence of corrupt actions from officials working at various branches of 
the regulatory bodies as stipulated by some of the respondents above. This could result in SMEs 
having to incur additional costs on top of the registration fees that they would normally have to 
pay which may ultimately discourage potential entrees from breaking into the market. Given the 
limited resources by SMEs and the nature of business expansion, this may also not be feasible as 
they are likely to be running on a tight budget and thin margins.  Hidden costs in corruption could 
discourage risky but high-benefit firms from entering  into the market. 

It is important to note that all of the respondents who mentioned corruption as a barrier did clarify 
that the issue is not as prevalent in Ghana as  in  other countries such as Nigeria and Kenya. The 
Corruption Perception Index (CPI) of 2020 reported that Ghana received a score of 43 on a scale of 
0 (highly corrupt) to 100 (very clean), in comparison to Nigeria (25) and Kenya (31) (Transparency 
International, 2020). 

2.2. Challenges

Although Ghana has experienced a significant rate of economic growth and activity over the last 
decade, there are many challenges to conducting a manufacturing business in a lower-middle 
income country like Ghana (MOF, 2021). SMEs which are in the process of entering the Ghanaian 
market must consider the day-to-day challenges that firms of their size face in Ghana. It is important 
to assess and understand the challenges faced by local manufacturing businesses as they enter 
the market for an  informed decision-making in terms of strategy and expectations. This section 
seeks to provide an update of the current challenges faced by manufacturing SMEs in Ghana. Three 
key challenges have been identified as themes: access to financing, the cost of energy, and the 
accessibility of information. 

2.2.1.    Access to finance  

Access to financing remains one of the main challenges for SMEs operating in Ghana. Smaller 
businesses are often disproportionately disadvantaged when it comes to accessing credit. SMEs in 
Ghana are reported to have less access to finance than other similar countries in the surrounding 
region according to the World Bank (2019b). Access to financing was cited as the biggest challenge 
by 50% of enterprises surveyed in the 2013 Enterprise Survey (World Bank, 2019), highlighting 
that for small (72%) and medium-sized firms (52%), it was a significant hindrance to their growth. 
This is much higher than it is in other Sub-Saharan African countries with a regional average of 42% 
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for small and 34% for medium respectively (World Bank, 2019). Respondent “E”, who is a financial 
services manager, stated that banks in Ghana are conservative in their lending, typically due to the 
risk involved in lending to small and medium sized businesses. 

This can be seen from their quote stating that ‘they (banks) would much rather lend to blue chip 
companies that have […] assured revenues, who’ve been in business for many years and probably 
clients of theirs for years because they feel like they are safer bets to lend to’. 

This conservative stance by banks in Ghana has been costly for SMEs in the market, with access 
to credit not just being difficult but when they are able to access it, it is typically at a premium in 
comparison to larger firms. This was raised by all respondents, with respondent “F” stating that if 
international SMEs require access to financing, it ‘can be quite difficult in Ghana, especially if you 
are looking for working capital, the smaller your company is the more expensive it is, so that’s a 
bigger challenge because sometimes the interest can go up to 20% or even more’. This is supported 
by respondent “M “who stated that ‘when in other countries like China you’re able to get loans at 
1% interest, 2% interest, in Ghana you are getting about 25 to 30% interest […] and that is killing 
our businesses in the country’. 

The higher cost of credit for smaller firms can be seen as very detrimental when looking at SME 
performance in Ghana. According to the findings of Oppong et al (2014), 70.5% of respondents cited 
lack of capital and high cost of equipment and facilities as a hindrance to their growth. Respondent 
“K” adds to this by proclaiming that greater provisions must be taken to support access to finance 
for SMEs as ‘most of them complain about access to finance, to be able to start up or improve upon 
what they are doing’. This could be an explanatory factor for the relatively poor performance of 
SMEs in Ghana, as without the financing, it makes the tasks of building capacity and scaling up 
business more difficult. Respondent “E” stated that because SME finance is not ‘really a thing’, 
this leaves a gap of underserved businesses which the fintech revolution is looking to address, 
with the newly established platforms being more willing to take the risk to give access to finance 
to an untapped market. However, the costs of borrowing remain high. Examples of such platforms 
are Wave, Flutterwave and OZÉ which seek to bridge the financing gap for SMEs and informal 
businesses (Olowogboyega, 2021; Hindle, 2021). 

The lack of access to financing for smaller firms will not only impact their prospects but will also 
limit the economic prospects of the country. The stagnation of SMEs in Ghana is likely to lead 
to a stagnation in economic growth; without access to financing, these firms will lag in terms of 
technology, efficiency, productivity, and competitiveness globally (Oppong et al, 2014; Abor & 
Quartey, 2010). With the ratification of the AfCFTA, this will disadvantage Ghanaian SMEs as the 
market becomes an open field across SSA.
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Despite the challenge that less than half of the African continent’s population is still without a bank 
account, the rise of fintech platforms along with mobile money indicate that by the turn of the 
decade, capital will be more accessible than ever (Hindle, 2021). 

2.2.2.    Cost of Production 

A challenge which all manufacturing firms contend with in Ghana is the cost of production. 
According to respondents production costs in Ghana are a challenge due to the high cost of 
electricity. Respondent B highlighted that Ghana has improved its energy infrastructure over the 
last decade with energy being more stable in Ghana than in neighbouring Nigeria. Respondent 
“D” also claimed that Ghana has addressed its energy generation and capacity issues experienced 
earlier in the 2010s claiming that ‘there has been power outages or  sort of energy crisis  in  the 
past which have been fixed’. This assertion is confirmed by Acheampong and Menyeh (2021) who 
report that from 2000 to 2019, electricity generation capacity increased at a yearly average of 6.4% 
from 1,358 megawatts (MW) to 4,695 MW with supply capacity doubling since the 2013 power 
crisis. During the same period, the peak energy demand grew at an annual average of 4.6% from 
1,161 MW to 2,804 MW (Acheampong and Menyeh, 2021). Kumi (2017) also reports that Ghana 
now has one of the highest electricity access rates on the continent. 

However, despite increased energy access and generation, the cost of energy, especially for 
production, remains very high. Respondent “D” stated that ‘the cost of energy or running electricity 
for production purposes has increased’, with respondent “E” echoing the same sentiment saying 
that the ‘cost  of  electricity  is  quite  high,  so  that’s  a  huge  cost  for  firms  that  want  to  go  into 
manufacturing’. This is supported by Acheampong and Menyeh (2021) who reported that the high 
cost of electricity has ‘become a  constraint on doing business  in  the  country’. From this, it can 
be inferred that the increase in production cost caused by the cost of electricity is would impact 
SME manufacturers more than larger manufacturers due to economies of scale and relative lack 
of capital. This will impact the profit margins of SMEs in the manufacturing sector in Ghana. The 
reduction of profits and a lack of access to financing are likely to simultaneously to hinder SME 
growth if not addressed. Starting operations in a new market and incurring such high costs before 
properly establishing a presence and bringing in revenue could be very costly to a businesses’ 
chances of success, especially whilst competing in a new market.

2.2.3.    Access to Information 

Access to information in Ghana remains a challenge. This is a theme which frequently emerged across 



12 - SME Market Entry and the Impact of the AfCFTA on FDI in Ghana: An Analysis of Barriers, Challenges, and Opportunities for International SMEs to gain Ghana-
ian Market Entry

the respondents. Respondent “F” stated that the lack of digitalisation made it difficult for people to 
access information, especially from government agencies, thus impacting the transparency of the 
government. Access to information also impacts the operations of SMEs and their awareness of the 
laws of the country which sometimes feed into the issue of corruption discussed in the ‘’Barriers’ 
section. Respondent “B” mentioned that ‘I believe that if I ask 100 people on the streets of Ghana 
“do you know what the AfCFTA is?”, I can tell you that at most you may only find one or two people 
who will know’.  
 
This demonstrates the scale of the challenge as it permeates many aspects of society in Ghana, 
with intellectual property protection also being an issue as a result. This was raised by respondent 
“K” who argues that:  
 
‘Most of the companies in Ghana if you ask them about it […], I’m talking about the domestic ones, 
most of  them talk of  intellectual property  (IP) protection as a major  challenge because a  lot of 
people are not aware that there is something of that sort in the country’.  
 
The lack of accessibility and availability of information causes many secondary challenges. Intellectual 
property protection is a great example of this. Respondent “K” stated that when it comes to the 
issue of intellectual property protection, ‘the legal regime is there, the law is there, when it comes 
to  intellectual  property,  I  think  over  the past  10  years  the government  is  doing a  lot  to  ensure 
that intellectual property protection improves’ suggesting that Ghana has the protocols in place to 
enforce IP protection but as respondent “E” argued, it is difficult to ensure that it is not violated if 
the people on the ground are unaware of the laws and regulations in place. Often, individuals and 
businesses are not aware when their intellectual property rights have been violated. 

In countries with relatively limited resources, the dissemination of information is typically a 
constraint due to a lack of capacity and an emphasis placed on access to information by government 
officials to ensure that citizens remain informed (GSDRC, 2011). Information not being accessible 
will affect international SMEs who may not have the resources or connections to source information 
within the market. The lack of digitalised information could also hinder the growth of Ghana’s 
private sector globally. Firms in countries with digitised public records and readily available business 
information will maintain a competitive advantage over SMEs in Ghana, if access to information is 
not made a priority by the government. 
 

2.3. Opportunities

Despite the barriers and challenges outlined so far in this report, there are many opportunities 
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and benefits to investing in Ghana, as Ghana remains the most attractive destination for foreign 
direct investment in West Africa (Dawson-Ahmoah, 2020). The most prominent themes identified 
in this category are the abundance of labour, government promotion of manufacturing, and the 
impact of the AfCFTA.

2.3.1.    Abundance of Labour 

One main opportunity for investing in Ghana is to capitalise on the abundance of labour due to the 
growing youth population coming entering into the workforce. Ghana currently has a median age 
of 21.5 according to live data from the Worldometer (2021). This presents a great opportunity for 
firms to invest in the Ghanaian youth as well as access cheaper labour. The abundance of labour is 
highlighted by respondent “G”;

‘we have a huge population that are unemployed, they are educated and they are skillful […] if 
a firm comes to Ghana and wants to hire three million Ghanaians with skills they can get them, 
young people who are university and polytechnic graduates […] we have a lot of universities in the 
country training almost 150,000 students per annum and the job market can take less than 30,000 
people per annum from the universities, so every year an excess of 120,000 Ghanaians who finished 
university come home with no form of employment, […] willing to work at short notice.’. 

The current statistics for university enrolment strengthen the validity of respondent G’s assertion; 
Sasu (2021) reports that in 2020 there were over 547,000 students enrolled in tertiary education 
in Ghana.  The World Bank (2020) reports that Ghana’s youth unemployment stands at 12%, 
whilst underemployment is at 50%, which are both higher than the current average across Sub-
Saharan Africa. The availability of highly educated youth entering the workforce in Ghana presents 
an opportunity for international SMEs to tap into a vast pool of talent which are currently either 
unemployed or underemployed. Firms breaking into Ghana can be sure that they will have a young 
and intelligent workforce at their disposal upon entry. 

However, despite the growing skilled and educated youth coming into the 
workforce, other respondents did acknowledge that firms would still need to bring in specialists 
from their home country for highly specialised roles as they get the workforce up to speed on 
handling certain equipment and processes. This was highlighted by respondent “E “ and supported 
by respondent “K” who stated that

‘The major challenge has to do with the kind of skills they possess, most of the youth are educated 
but […] some of them the kind of education they possess is not tailor made for the (manufacturing) 
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industry […] so if a multinational comes here […] they have to also build their capacity before they 
can use them. The low skilled level, they will have a lot of workers but if you go to the higher level, 
they will have some challenges.’.  

This suggests that despite being educated, many Ghanaian youth do not possess up-to-date skills on 
manufacturing technology and productive processes. Although, this is to be expected for a country 
such as Ghana which does not possess an extensive record of manufacturing. However, the high 
tertiary educational attainment should prepare the growing youth workforce to be easily teachable 
and able to take on new skills. This will especially be an asset to foreign firms which will begin 
operating in Ghana, as the rapid acceleration of digitalisation is set to transform manufacturing 
over the next decade (Oulton, 2021).

2.3.2.    Government Promotion of Manufacturing  

The Ghanaian government in recent years has introduced a series of policies to incentivise greater 
investment in the manufacturing sector in a bid to promote local production. The respondents 
in this research saw this as a huge opportunity as the environment is being set to ease operating 
in Ghana. One of these incentives is tax holidays in the form of a 25% tax rebate, as well as 
exemptions from import duties by firms importing machinery and other productive equipment 
(MOTI, 2021). The Freezone Enclave is also a prevalent theme. Respondent “E” expanded on the 
Freezone enclave stating that ‘if you register as a Freezones entity, you are not paying corporate tax 
for the first 10 years of your business’ life’ with manufacturers only paying 8% tax after the 10-year 
period according to the Ministry of Trade and Industry (MOTI, 2021). However, according to the 
Oxford Business Group (2020) 70% of production output should be exported to qualify as a Free 
Zone enterprise. 

Another policy, which the government is pushing to attract investment, is the One District, One 
Factory initiative (1D, 1F), a part of the government’s 10-point agenda, which respondent “H” 
describes as ‘an aggressive agenda that the government is embarking on’ in order to facilitate the 
decentralising of Ghana’s industrialisation. The 1D, 1F seeks to identify the resource endowment of 
regions across the nation, investing in their development, and facilitating partnerships with investors. 
This will give investors access to the raw materials sourced within these regions. A further initiative 
that comes under the 10-point agenda is through industrial parks: according to respondent “A” 
‘there are a lot of industrial parks and sites all over the country. All of them strategically positioned 
to access the Sub-Saharan region’ which is an opportunity for international SMEs to capitalise on 
the opportunity especially in light of the AfCFTA which gives firms operating in Ghana access to 
the wider market across the African continent. The government’s push to promote manufacturing 
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suggests that more reforms are going to be made to improve the business environment. This 
presents itself as an opportunity for firms to take advantage of the incentives over the next decade 
before many of these incentives get dropped as the market becomes saturated. 
 

2.3.3.    The Africa Continental Free Trade Area (AfCFTA) 

According to the data collected from the interviews, the AfCFTA in (conjunction with the above-
mentioned opportunities), presents the greatest benefit of all, for firms entering the Ghanaian 
market. The first opportunity is that firms will have access to the wider African market. Respondent 
“L” expressed that 
‘It’s a great opportunity for them (international SMEs), they can set up in any of the countries and 
then have access to the wider market, what we have seen over the years is people prefer to set up 
in Ghana because it’s a soft-landing spot, but then have eyes on Nigeria because that is where the 
numbers are’.  
This highlights the opportunities under the AfCFTA that provides foreign firms which are registered 
and operate in Ghana with greater ease of serving and expanding to other markets across the 
African continent. The movement of goods and technology will also be facilitated with the easing 
of border restrictions and greater integration amongst member states according to respondent 
“C”. 

Being based in a politically stable country such as Ghana becomes an unmissable opportunity under 
the AfCFTA. Goods produced in Africa will be given preferential treatment over those produced 
outside the AfCFTA member states according to respondent “J”. In order to access the African 
market of over 1.3 billion people, firms must produce their products within the African continent, 
with Ghana already positioned with the linkages to serve the sub-Saharan region (Oxford Business 
Group, 2020). The FTA agreement will subject imported goods from outside the member states to 
rules of origin laws which will make it more difficult to access the market without adding value to 
goods or raw materials from within the continent. 

From a supply-chain perspective, the AfCFTA is expected to widen the scope of the rules of origin to 
include all member states. Raw materials sourced from across the continent will be classed as local 
content for firms operating in Ghana, giving them access to cheaper raw materials as they would 
not be subjected to the usual tariffs (according to respondent “J”). The movement of goods will 
also be made easier according to respondent “D” who expresses that ‘one of the core objectives 
is to fast track the movement of people and goods. The environment has been created in terms of 
supply chain […] most of the countries are really doing well, especially in building transportation 
networks.’. This is expected to boost intra-Africa trade from about 18% currently to 70% according 



16 - SME Market Entry and the Impact of the AfCFTA on FDI in Ghana: An Analysis of Barriers, Challenges, and Opportunities for International SMEs to gain Ghana-
ian Market Entry

to Allen (2022). This should encourage greater investment in Ghana due to the disposition of the 
economy which as respondent “L” mentioned, previously makes it one of the best entry points 
into the continent, especially when looking to access the largest economy in Africa (Nigeria) which 
happens to be a neighbouring country.  
 
The AfCFTA presents many of opportunities for firms to access the largest economic region in the 
world. The secretariat being based in Ghana and the above-mentioned benefits make Ghana the 
perfect market to enter the AfCFTA economic bloc. 

The policy recommendations in the following section will be derived from the barriers and 
challenges identified within this section with the aim of easing and mitigating these issues which 
make doing business in and entering the Ghanaian market difficult for SMEs.

3.   Policy Recommendations

This section of the report aims to provide policy recommendations to enhance Ghana’s attraction 
of FDI, as well as increase the absorption capacity of the Ghanaian economy. The policy 
recommendations are informed based on the findings of the analysis chapter and the information 
derived from the available literature. Given the significance of FDI to the Ghanaian economy, it is 
important to enhance Ghana’s attractiveness to investors for policy makers. This chapter provides 
recommendations for policies to achieve this.

1. Structured system to facilitate joint ventures 

Given the issues firms face when finding and assessing suitable local joint venture partners 
identified from the interview data, the recommendation is that the government create a 
database of SMEs in Ghana looking for joint venture partners. The database should include 
an overview of the business, their requirements, and their resources for a joint venture 
partnership. The government should also facilitate the introduction and process of setting 
up the joint venture enterprise. This will ensure that the government promotes SMEs in key 
areas that contribute to economic growth. The database should also provide foreign SMEs 
with a greater deal of trust when exploring partnerships with local firms as they are verified 
by the Ghanaian government. This reduces the “risk factor” involved for foreign firms going 
into joint venture partnerships directly through a business they are unsure about. The 
greater the number of joint ventures, the higher the likelihood of technological spillovers 
which is likely to lead to an increase in productivity across industries (NBER, 2018). 

2. One stop shop for registration

The current registration process for foreign firms in Ghana has been deemed cumbersome 
by nearly all the respondent. This is often seen as a barrier to entry for SMEs. To eliminate 
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this barrier, the government should look to centralise the registration process in a “one-
stop-shop” or online platform. Foreign firms should be able to apply for all their permits 
and other necessary documentation for operation or receive information about how and 
where to apply for them through this platform/entity. This should streamline the process 
and make it easier to navigate for international firms which may not have much insight into 
the registration process in their initial pursuit of market entry. Solving the barriers to entry 
will make Ghana even more attractive as an FDI host country.

3. Provide SME financing

Access to and the cost of financing has been cited as a key challenge for local SMEs in 
Ghana by the interview respondents. This challenge often limits the growth of SMEs due to 
a lack of capital for expansion. The government should look to provide greater incentives 
for banks to lend to SMEs, as well as introduce lower interest rates for SMEs. The Ghanaian 
government should also look to provide grants for SMEs in sectors that are key contributors 
to economic growth such as manufacturing. The causes of the SME finance gap should also 
be assessed in order to provide support to businesses to mitigate the barriers they may face 
in accessing finance on their end. For example, the lack of appropriate collateral such as 
land titles can be replaced by proof of 6 months of recurring revenue by SMEs. SMEs being 
more funded will improve the low SME performances currently seen in Ghana.

4. Reform minimum capital requirement

The minimum entry requirement for foreign firms has impacted the market entry prospects 
of SMEs due to the high capital requirement. The Ghanaian government should look at 
setting the minimum entry requirement for manufacturing firms at a lower level or scrapping 
the policy altogether for SMEs, subject to them meeting other requirements and/or using 
innovative technology in their production process. This will facilitate more SME FDI which 
could contribute to improving Ghana’s SME performance with greater competition and 
productivity spillovers. Given the importance of SMEs to Ghana’s economic development, 
this dominant barrier for SMEs should be addressed.

5. Make access to information a priority

Access to information has been a critical challenge in Ghana, with public awareness often 
causing a variety of issues such intellectual property violations due to the public not being 
well informed. The government should make access to information a priority by building a 
communication and awareness pipeline between the state and the general public to sensitise 
the public on key pieces of information and legislation. The digitalisation of information 
and legislation should also be in the works to make information more accessible. This will 
increase government transparency, as well as ensure the general public are fully aware and 
regularly updated on the laws of the land. This would be a great resource to help SMEs 
currently in Ghana who may not have access to legal advice or key pieces of market and 
global information to thrive and compete across the continent.



18 - SME Market Entry and the Impact of the AfCFTA on FDI in Ghana: An Analysis of Barriers, Challenges, and Opportunities for International SMEs to gain Ghana-
ian Market Entry

6. Energy Subsidy

The cost of electricity is a significant challenge for manufacturing firms in Ghana, which will 
impact SMEs more severely than larger companies. This could result in the cost of doing 
business being too high for foreign SMEs to operate in Ghana. The government should look 
to subsidise electricity costs by 10-20% for the first 2 years for foreign SME manufacturers 
and their partners in Ghana. This will enable the government to address the energy 
inefficiencies that cause the high cost of electricity over the next few years whilst the firms 
settle into the market. This will make the cost more manageable for new market entries 
whilst they get their operations in order to bring in revenue to manage  higher electricity 
costs.
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