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─Abstract─ 

Despite numerous studies highlighting the importance of investment in Africa, there is 

a shortage of research on the influence of private investment on economic growth in 

South Africa. This is the void that this piece of writing filled. As a result, this article will 

concentrate on the importance of private investment in South Africa’s economic growth 

between 1975 and 2019. The research utilised the Cob-Douglas model framework. The 

model was estimated using the Vector Error Correction Model (VECM) and the 

Johansen co-integration technique. The South African Reserve Bank (SARB) and World 

Development Indicators provided data for this study (WDI). The analyses found that all 

macroeconomic variables have an equilibrium long run connection. The investigation 

revealed that the only statistically important variables in the long term are private 

consumption, the exchange rate, inflation, and trade openness. However, all private and 

public investment factors have long-run statistical significance concerning GDP. As a 

result, policy-makers should work to increase credit availability to investors in the South 

African economy while bolstering investor confidence. 
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1. INTRODUCTION 

Investment is a critical component of total demand and a significant driver of economic 

growth. The increased investment raises both total demand and an economy’s productive 

capacity. The expansion of output is contingent upon a country’s investment (Bint-e-

Ajaz et al., 2012). As Levine (2005) asserted, the most effective method of determining 

economic growth is capital investment. Increased physical capital either directly or 

indirectly stimulates economic growth in a country through gross domestic investment 

(Bint-e-Ajaz et al., 2012). 

South Africa is a middle-income country endowed with vast natural resources, a sound 

financial system, and a legal environment characterised by strong courts and a 

commitment to the rule of law, all of which are complemented by well-developed 

transportation infrastructure. It is Africa’s second-largest economy, and it is home to the 

continent’s largest stock exchange  (Sarb, 2016). South Africa as a country faces the 

triple threat of poverty, unemployment, and inequality, all of which are among the 

greatest in the world (Houé et al., 2018). Its unemployment rate has remained 

consistently around 27% for the last two decades, and recent attempts to reverse some 

of the apartheid-socioeconomic era’s challenges have been marred by allegations of 

rampant corruption and state capture. This has significantly harmed investor confidence 

and dimmed the outlook for the economy’s future (Houé et al., 2018). South Africa’s 

economy has remained stagnant over the last decade, owing to a lack of private 

investment. According to studies, private investment is around 20% lower than before 

the 2008 global financial crisis (Briard et al., 2020). Thus, the country’s existing level 

of personal investment must be increased, as increased private investment is predicted 

to result in increased GDP and development. South Africa’s growth and development 

strategy should prioritise investment, as domestic private investment remains the 

primary source of capital generation in an economy  (Unctad, 2011). The private 

investment appears to be related to business confidence and variations in gross business 

profits in South Africa, as illustrated in Figure 1.1 below. 

As illustrated graphically above, private investment has been inconsistent since roughly 

1978, reflecting the global financial crisis, and took a particularly deep dive in 2009 and 

2010, the early years of the Jacob Zuma Presidency. Thus, there is evidence to show that 

perceptions of high political risks have a detrimental effect on corporate confidence, 

resulting in lower levels of economic investment. Political uncertainty is frequently a 

hindrance to private investment. Political insecurity is that it results in investment 

decisions being delayed due to uncertainty about future economic policy (Bleaney, 

1994). Even though the economy benefits from private investment, little study on the 

relationship between private investment and economic growth in South Africa has been 

performed (Hussain et al., 2013). 

 



INTERNATIONAL JOURNAL OF ECONOMICS AND FINANCE STUDIES 

Vol: 14 No: 1 Year: 2022 ISSN: 1309-8055 (Online) (pp. 87-115) Doi: 10.34109/ijefs. 202220003 

  

90 

 

Figure 1.1 Private Investment Business Confidence 

South Africa has been witnessing a decline in world pricing for four critical export 

commodities since 2012, including platinum, iron ore, and gold. This decline contributed 

to a slowing of economic growth and was exacerbated by domestic structural flaws and 

the country’s reliance on commodities. As a result of this pattern, growth slowed to 0.3% 

in 2016 from 3.3% in 2011. In 2016, output growth in the country’s sectors, which 

includes manufacturing, slowed to 0.7% from 3% in 2011. The public debt climbed to 

an estimated 54.2% of GDP in 2017, up from 50.7% in 2016, while industries accounted 

for 19%  GDP, with manufacturing accounting for 12% of GDP, compared to 73% for 

services (Sarb, 2016). 

While conducting a study on the significance of economic growth, it was discovered that 

investment rate is a critical component of economic growth. Most countries that grow 

rapidly invest a significant portion of their GDP, whilst other countries grow slowly due 

to a lack of investment. This demonstrates that investment is a vital component of 

economic growth  (Sial, 2010). 

Compared to the current high level of resources in South Africa, the rate of investment 

and population growth are not commensurate with the production and revenues 

necessary to maintain people’s standard of life (Duke et al., 2020). The situation has 

been disappointing, as the wealthy have grown increasingly prosperous, while the less 

fortunate have deteriorated. The inadequate public infrastructure capacity has mostly 

deterred domestic and foreign investment (Ozoh et al., 2010).  

South Africa is a densely populated country needing adequate investment capable of 

connecting its abundant resources. However, it is unfortunate that shortsightedness, 

corruption, greediness, ineffective policy execution, and inept public spending 
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management have become the order of the day. This has resulted in poor investment 

throughout the years, lowering productivity and rendering it incapable of ensuring 

appropriate employment, which will raise production inputs and, in turn, stimulate 

economic growth (Ozoh et al., 2010). 

Public investment advancement programmes significantly impacted South Africa’s 

rapid expansion and origin of private investments. This dates back to the apartheid era, 

from 1948 to 1994. Throughout this era, public investment growth outpaced personal 

investment forecasts: However, a personal investment strategy targeted at lowering 

imports and developing domestic concern has demonstrated considerable benefits, 

resulting in the formation of a dynamic, diversified economic structure despite the state’s 

dominance over economic events (Odhiambo, 2010). 

South Africa has endured a prolonged period of economic weakness due to several 

domestic restrictions, including high unemployment, poverty, and inequality. Its lower 

degree of private investment compared to comparable middle-income economies has 

contributed to slower than planned economic growth  (Corporation), 2016). Investment 

levels have been declining in South Africa’s economy because investment is critical for 

advancement, and low investment may result in higher liability in the economy (Mlambo 

et al., 2001). 

Private investment may be low due to low actual returns on assets. This hinders private 

investors from responding to real income increases due to risk aversion or institutional 

impediments to investing. South Africa is expected to be a major investment destination; 

yet, numerous obstacles to private investment growth exist (Bank, 2011). In South 

Africa, the private investment appears to be connected with company confidence and 

changes in gross corporate profits. This article aims to examine the influence of private 

investment in the economic growth of South Africa. The report examines the restrictions 

on this contribution and makes recommendations on how to boost private investment’s 

contribution to economic growth and development in South Africa to assist the economy 

in combating poverty, unemployment, and disparity (Gudalov et al., 2020). 

2. REVIEW OF THE LITERATURE 

Private investment cannot be overstated in its contribution to a country’s GDP and 

potential for resource allocation and utilisation efficiency. Economic success and 

expansion are determined by a country’s capacity to spend and utilise its assets prudently 

and productively. Economic growth cannot occur in the absence of investment. As a 

result, investment is viewed as a critical component of long-term economic growth and 

development. Private investment is essential to an economy in this way since it 

encourages output in the Keynesian sense and the exploitation of resources and their 

associated rewards and instils vitality into every economic structure. This occurs when 

investment takes the shape of gross capital formation or fixed capital formation and is 

thus seen as a significant component of a country’s gross domestic product growth. 
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This section establishes the theoretical and empirical foundations for the analysis 

methodologies. Keynesian economic theories have extensively examined the 

relationship between investment and economic growth. Investment sometimes referred 

to as capital formation, is the acquisition or construction of funds used in manufacturing. 

Such assets can be made by the government, non-profit organisations, and individuals. 

Additionally, it involves building intangible, human, and physical capital (Eisher, 1992). 

Investment accounts for a sizable portion of aggregate demand and is typically 

associated with economic growth. This is because investment generally boosts and 

grows the productive capacity of an economy (Jongwanich et al., 2008). 

On the other hand, the primary function of private investment is to increase the capital 

stock of productive assets held by the private sector, whether national or domestic. 

Numerous economists have used a variety of investment models in their varied research. 

(Nwakoby et al., 2016), for example, employ a neoclassical theory of investment to 

demonstrate how increasing capital investment might enhance growth. Lee et al. (2009) 

examined the relationship between private investment and economic development in 

developing countries, using a cross-sectional sample of 24 developing countries using a 

growth model to disentangle the effects of state and private investment. Munthali (2012) 

proposes a neoclassical model inside an error correction framework for the contributing 

role of private investment in emerging nations in his research of the link between the 

public and private investment in Southern Africa (Habanabakize, 2020). 

Additionally, Mustefa (2014) conducted his research using a neoclassical model that 

disregards technological developments and forecasts that population growth and 

investment determine per capita income. These models adequately represent the 

relationship between private investment and economic growth, which is the primary 

objective of this work (Kikulwe et al., 2020). However, this model demonstrates that 

private investment can stimulate economic growth in ways that public investment 

cannot. Additionally, these ideas show that when funds are channelled through private 

investment, economies rise rapidly, and countries fulfil their visions (Matthews et al., 

2020). 

According to Du Toit et al. (2004), the neoclassical method is significant since it is 

consistent with a supply-side perspective. However, it demonstrates how private 

investors make profit-maximising and cost-cutting judgments. Additionally, the 

neoclassical model corrects the accelerator model’s weakness, which holds that capital 

and output should be fixed, obviating the potential of factor substitution between capital, 

labour, and other inputs. Furthermore, according to Chirinko (1993), in the neoclassical 

perspective, “the desirable or ideal capital stock is proportional to output and the user 

cost of capital (which is determined by the price of capital goods, the real rate of interest, 

the rate of depreciation, and the tax structure).” As a result, the study adopts the 

traditional growth theory, which identifies income, labour, and knowledge as the three 

pillars of growth (Valencia, 2020). 
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The classical theory model provides a theoretical foundation for understanding the 

relationship between private investment and economic growth. According to Adam 

Smith and David Ricardo, classical economists were preoccupied with the process of 

economic growth, which turns out to be a defining characteristic of the classical school 

of thought (Engel et al., 2010).  Additionally, Thirlwall (2006) asserts that classical 

economics comprised all development economists who wrote about the factors that 

determine a country’s performance before the emergence of the physiocratic growth 

theory, which was based on a country’s wealth. Despite the physiocratic theory’s 

contribution to growth theory, the classical theory was classified as the primary 

precursor of contemporary growth theory (McCamel, 2018). 

To assess the effect of private investment on economic growth in South Africa, this 

article employs the classical theory model of development by inserting the domestic 

investment factor in the equation, as in Kalu et al. (2015). On the other hand, this theory 

considers the relationship between private investment and economic growth and 

potential variables such as credit, exchange rates, trade, and labour, all of which affect 

investor and consumer behaviour (Wallenius et al., 2020). Investment rate was 

recognised as a predictor of economic growth in both Harrod – Domar and Neo-Classical 

growth theories. Capital, labour, and technology are the three pillars of classical theory, 

which may be determined using the Cobb – Douglas production function as follows: 

Y - A𝐾∝ 𝐿1−∝ 
                                                                                                                 (1) 

Where ∝ is the claimant share of capital, and (1 - ∝ ) is the labour share. 

This can be rewritten as: 

𝛿 𝑦

𝑦
 – 

𝛿𝐴

𝐴
 + ∝ 𝛿𝐾 

+

𝐾
(1−∝)

𝛿𝐿

𝐿
                                                                                         (2) 

However, this means that the proportion of growth in GDP can be resolute 

mathematically by the amount of increase in A, K, and L. This means that the rate of 

variation in investment is equivalent to the rate of change in capital stock. In addition, 

the equation can be expressed as follows: 

𝛿𝛾

𝛾
=  

𝛿𝐴

𝐴
+  𝛼 1 +  

(1−𝛼)

𝛾

𝛿𝐿

𝐿
(4)                                                                                         (3) 

That is to say that  
𝛿𝐴

𝐴
   the remaining component of the fundamental equation is 

replicated, the equation now becomes; 

 GDP growth = 
𝛼𝜏1

𝑌
+  𝛼2𝐿 + 𝑒                                                                                     (4) 
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 Where: 𝛼1 is the capital cost of production, 𝛼2is the allocated the cost of production 

and e is the error term. 

The neoclassical investment theory is the only hypothesis that can account for the 

relationship between domestic investment and economic growth. The theory was 

developed during the nineteenth and twentieth centuries when the Western world 

industrialised (Yoon et al., 2020). It bases its investment thesis on the concept of a 

domestic investment environment in which investment is intrinsically linked to growth. 

As a result, economic progress can be facilitated when contributions and inventions in 

production are spread strategically. As a result, private investment is vital to the 

economic progress of any country at some point (Garba, 2012).  

According to neo-classical economic theory, Increases in capital or labour result in 

falling returns. However, because the economy maintains its constant level of economic 

growth while capital accumulation occurs, asset accumulation has a temporary and 

limited effect on extending economic expansion. 

However, for neoclassical theory to promote economic growth, a rise in the proportion 

of GDP invested is required, which is also constrained by the fact that an increase in the 

proportion of GDP supported opens the door to declining returns and convergence on 

the growth steady state. Additionally, technical advancement is required to boost capital 

and worker productivity. According to Fourie et al., an increase in the production 

function is driven by an exogenous increase in Sial (2010). This implies, however, that 

the higher the economy’s steady-state, the steeper the saving curve. As a result, a higher 

steady-state might result in increased per capita output and capital-labour ratios. As a 

result, technological advancements can occasionally sustain output growth over time 

(Sorensen, 2010). 

Following the structural adjustment initiatives of the 1980s and 1990s, the economic 

literature began to see experimental research on the role of private investment in 

economic growth. As  Blejer et al. (1984) point out, private investment appeared 

significantly more productive than public investment in the 1970s; nevertheless, state 

investment appeared to be more effective in other circumstances. 

Since the 1970s, there have been numerous appeals for the involvement of private 

investment. Following the International Monetary Fund and World Bank’s Structural 

Adjustment Programs, most countries have resorted to private investment as an 

alternative to development plans for economic growth. As a result, the state’s role in 

policy formation and infrastructure investments such as transportation, communication, 

and energy, which are critical because they generate positive externalities for private 

investment, is limited. Consequently, the private investment must participate in the 

economy’s growth (Mustefa, 2014). 
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Figure 2.2:   Exogenous technological change 

Source: Dornbusch et al. (2014) 

South Africa’s economy has seen considerable difficulties in recent years, which has 

directly impacted GDP growth, which has been declining since 2009. This has affected 

employment, which has remained surprisingly high (Bank, 2011). This affects 

commodities pricing, domestic confidence, and, of course, the contribution of private 

investment (Lings, 2016). This, combined with South Africa’s low economic 

performance, has had a long-term negative effect on financial sector growth 

(Corporation), 2016). 

Acemoglu (2008) asserts that an economy expands when savings, investment, labour, 

and developing technology contribute to increased employee performance. The neo-

classical school of thought also argues that technological advancement boosts labour 

productivity. However, if a country’s population increases and its saving rate and 

production function remain constant, its productivity will remain constant. This means 

that countries experiencing poverty due to a lack of resources can save in the same way 

as wealthy countries and have access to technology, which will eventually result in 

breakthroughs. As a result, the neo-classical theory holds that growth occurs through 

investment, population growth, land expansion, and productivity (Domar, 1946). 
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The critique levelled at this hypothesis is that it fails to explain why countries have 

varying levels of investment as a percentage of GDP. Additionally, the theory fails to 

explain why emerging countries do not attract higher levels of investment due to 

structural difficulties such as corruption and a lack of infrastructure. The hypothesis does 

not explain how countries might accelerate their technological advancement. 

Additionally, the theory treats technology as a constant, which is not the case. It is a 

reality of life that technology advances throughout time. Another shortcoming of neo-

classical theory is that it treats factor prices as the sole determinant of growth. This, 

however, can be easily disrupted by a shift in liquidity. 

Furthermore, the neo-classical theory was unable to adequately characterise and explain 

entrepreneurs’ expectations and the capital accumulated through them. This implies that 

it disregards investment functions. Additionally, the neo-classical theory assumes that 

capital assets are homogeneous, which is not the case (Nitisha et al., 2019). 

Although a considerable study has been conducted on private investment and economic 

growth, most of these studies have been undertaken in developing nations. Numerous 

researchers have examined the relationship between private investment and economic 

development. However, the section’s primary objective is to contrast and review 

innumerable studies undertaken to support private investment and economic growth. Sial 

(2010), for example, conducted a pilot study of Indonesian economic growth from 1990 

to 2011, concluding that private investment exerted a significant positive and controlling 

influence on development. 

According to Josten et al. (2017), there is historical evidence that South African 

investment is especially susceptible to uncertainty. Fedderke et al. (2001) examined the 

long-term impact of infrastructure financing in South Africa using the VECM technique. 

The finding demonstrates that infrastructure contributes significantly to South Africa’s 

economic growth, both directly and indirectly. For instance, an increase in infrastructure 

results in economic uplift, even if infrastructure growth is fairly slow. 

Odhiambo (2010) used the ARDL test model to examine the relationship between 

financial development, investing, and economic growth in South Africa, arguing that 

most articles that used Engle and Granger or Johansen were unable to obtain appropriate 

results due to the small sample size used. The outcome demonstrated that investment 

results in economic growth and that financial development occurs due to investment 

(Basari et al., 2013). According to Odhiambo (2010) and Oluwafemi Amusa et al. 

(2014), Savings is the most critical instrument for South Africa to achieve sustained 

monetary growth. 

Ntembe (2017) established that the endogenous growth model includes Ghura (1997). 

The aggregate production function represents cumulative returns to scale. The data 

indicate that amplification of private investment has a large, significant, and favourable 

effect on public investment and a positive impact on growth. Economic policies that 
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promote external competitiveness stimulate production expansion, physical and human 

capital accumulation, and positive externalities. Economic policies encourage foreign 

competitiveness to bolster growth. 

Investment has two consequences. The first is the demand for capital goods, a subset of 

overall economic demand. If imports are insufficient to meet the demand for investment 

goods, increasing demand will stimulate investment goods output, resulting in 

significant economic growth and development. Additionally, capital formation expands 

the economy’s production capacity, producing more work  (Epaphra, 2016). 

Dreger et al. (2016)  examined whether “public investment boosts private investment in 

the Eurozone” and discovered that a lack of public investment may have harmed private 

investment and GDP growth in the Eurozone. Additionally, as previously said, public 

investment promotes and benefits private investment. Several researchers, however, 

revealed the disadvantages of public investment. In other words, state investment acts as 

a brake on private investment. 

Bonga (2017) used heterogeneous sampling to conduct an experiential examination of 

Zimbabwe’s private investment drivers from 1980 to 2016. GDP, public investment, 

political instability, interest rates, credit to the private sector, and private investment are 

their variables. The data indicate that GDP and public investment have the greatest 

influence on private investment in Zimbabwe. 

(Nwakoby et al., 2016) examined the impact of private investment on Nigerian economic 

growth using a time series spanning 1986 to 2014. They used GDP, private domestic 

investment, foreign direct investment, foreign portfolio investment, the currency rate, 

and inflation as variables. The findings indicate that domestic private sector investment 

and GDP have a unidirectional causal link. 

Molocwa (2018) studied the determinants affecting private investment in emerging 

markets. The Johansen approaches were applied to GDP, interest rates, real exchange 

rate, and general tax rate. The study spans the years 1994 through 2015. The findings 

indicate that GDP has a long-term positive connection with a private fixed investment. 

Additionally, it demonstrates that tax rates complement limited private investment. The 

real exchange had a negative effect, showing that currency depreciation stimulates 

economic growth in South Africa. 

Enning (2016) utilised an OLS technique to estimate private investment in Ghana 

between 1980 and 2010. They concluded after modelling that private investment, credit 

to the private sector, external debt, economic openness, corporate taxation, and 

democracy all have a significant impact on private investment. While GDP growth, real 

interest rates, inflation, and the real exchange rate all remain constant. 
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Mlambo et al. (2001) examined South Africa’s investment activities from 1994 to 2015. 

The study used a co-integrated vector auto-regression approach to analyse GDP, interest 

rate, inflation, investment, tax, and credit rate variables. The findings indicate a positive 

link between economic growth, interest rates, inflation, and private investment. 

Additionally, the data suggest a negative association between taxation and private 

investment in South Africa’s economics, both in the long and short run. 

Mlambo et al. (2001) the impact of investment on economic development and 

employment in South Africa from 1994 to 2016. Autoregressive Distributed Lag was 

used in this investigation (ARDL). Sectoral investment, the findings indicate, has a 

significant impact on employment and economic growth. Odhiambo (2010) undertook 

an empirical study of governmental and private investment in South Africa from 1970 

to 2017. Autoregressive lag was used in this investigation (ARDL). Private investment 

has a favourable long- and short-run effect on economic growth, whereas public 

investment has a negative long-run effect. 

Additionally, it has been observed that gross public investment pushes out private 

investment, even though it is infrastructure-related. The discovery of a component that 

draws private investment. As a result, private investment in South Africa is 

unquestionably more substantial than government investment. 

Mlambo et al. (2001) examined the effects of state investment on private investment and 

economic growth in Vietnam from 1990 to 2016 using an Autoregressive Distributed 

Lag model. The studied variables are GDP, private investment, public investment, 

foreign direct investment, capital stock, labour, and real interest rate. The findings 

indicate that while public investment attracts private investment in the short term, it 

repels private investment in the long run. 

Masipa (2018)   found that foreign direct investment, like the real exchange rate, has a 

positive relationship with economic growth in South Africa, based on Vector Error 

Correction Analysis from 1980 to 2014. At the same time, economic growth and 

government spending have a long-run inverse connection. 

Sayef (2017) examined the effect of domestic investment on economic growth in 

Malaysia from 1960 to 2015 using the Johansen co-integration analysis of the vector 

error correction model and the granger causality test. However, the findings indicate that 

domestic investment, exports, and labour all contribute positively to economic growth 

in the long run. Additionally, there is no short-run relationship between domestic 

investment and economic development. 

Valentini et al. (2000) concludes by stating that private investment is a useful indicator 

of economic success. As a result, the investment may contribute significantly to long-

term economic growth in the contemporary era, especially through capital formation, 

productivity export, and infrastructure expansion. 
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However, the study demonstrates that while various economic agents such as the 

government, private investment, and FDI have all played a role in restoring a depressed 

economy, South Africa’s level of economic activity development and growth looks to 

be falling short of expectations (Ozoh et al., 2010). 

3. METHODOLOGY 

This section covers the strategies employed to accomplish the study’s primary 

objectives. It outlines how the study variables were operationalised to achieve the 

study’s primary goals. The report uses a quantitative research design to paint a clear 

picture of South Africa’s private investment foundations Saunders (2007). The GDP, the 

dependent variable in this study, and the independent factors are quantitatively rationed. 

A quantitative research approach is optimal for determining private investment 

behaviour since it allows for observation of the behaviour of other variables and their 

impact on GDP (the dependent variable). According to Wiersma et al. (1995), 

quantitative methods are most effective when the phenomena under inquiry are 

identified and recognised. Quantitative approaches such as partial regression coefficients 

and correlation coefficients can be used to quickly summarise the examination of 

multiple independent variables that adversely affect private investment  (Bayal and 

Nyangara, 2013). 

The research utilised the Vector Error Correction Model (VECM). The study chose 

VECM because it allows for a more accurate interpretation of long and short-term 

equations and a more efficient calculation of coefficients. VECM (Vector Error 

Correction Modelling) can be considered multivariate time series modelling. One of the 

VECM requirements is that the time series has a moving level. Additionally, VECM can 

be estimated only when the variables are co-integrated. A vector error correction model 

includes co-integration relationships to constrain the long-run behaviour of endogenous 

variables to converge to their co-integration connections while allowing for short-run 

adjustment dynamics. According to Levin et al. (2008), the Vector Error Correction 

Model (VECM) constrains endogenous variables’ long-run behaviour and trends to their 

co-integrating connections, enabling it to be tied to co-integration while allowing for 

short-run adjustment dynamics. 

The shortcoming of this model is that when data change at an increasing rate, the 

resulting model prediction will not be stationary, will not be white noise, will be biassed, 

and will most likely have residuals that are not normally distributed. Co-integration is 

also referred to as the corrective error because it allows long-run equilibrium restoration 

through a succession of short-run adjustments. As a result, this establishes the vector 

error correction model’s existence. 
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Levin et al. (2008) indicated that if it is discovered that the variables are co-integrated, 

a vector error correction model will be used. However, if Abdalla et al. (1997) determine 

that the variables are not co-integrated, the VAR model must be evaluated at the first 

difference. The vector error correction model is defined as a “multiple time series model 

that directly evaluates the rate at which the dependent variable (X) regains equilibrium 

following a change in an independent variable” (Y). 

The Vector Error Correction Model (VECM) technique of stationary and co-integration 

tests was applied in this work. The order of integration of the variables was determined 

using the Augmented Dickey-Fuller (ADF) unit root tests. The approach will be similar 

to previous empirical studies examining the investment growth relationship. 

4. SETTING AND SAMPLE 

The South African Reserve Bank (SARB) and the World Development Indicator 

provided data for this study, covering the years 1975 to 2019. This data set spans the 

years preceding and following the country’s democratic era. Additionally, it 

encompasses the period during which most investment treaties were negotiated, when 

both African and non-African countries signed more deals. This historical period 

encompasses two separate epochs in South Africa’s political and economic history. 

South Africa was not integrated into the global economy before 1994; nonetheless, 1994 

marked the beginning of South Africa’s integration. It was also a period during which 

African countries began unbolting their domestic economies due to structural adjustment 

programmes implemented in the aftermath of decades of trade restriction. 

5. MODELS AND ESTIMATION TECHNIQUES 

These models are approximated to accomplish the study’s goals. The purpose of this 

study is to ascertain the extent to which private investment contributes to South Africa’s 

economic growth. Certain economists and policy-makers have asserted unequivocally 

that private investment is more practical than public investment in accelerating economic 

growth, particularly in South Africa. 

The body of research on the role of private investment in economic growth is extensive, 

encompassing both time series analysis and econometric analysis. However, the 

empirical model developed for this study is based on various previous  Hussain et al. 

(2013); Nwakoby et al. (2016); Blejer et al. (1984); Zhou et al. (2016); Manete (2018); 

Makuyana et al. (2018);   Sesele (2017). The VECM model is used to quantify private 

investment’s contribution to South Africa’s economic development. 

The model used in this study was modified utilising revisions to the Solow production 

function (1956), as used by Blejer et al. (1984); Ghali (1998); Zou (2006), and  Wang et 

al. (2006), to account for the importance of private investment and its contribution to 
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economic growth. By utilising GDP as a dependent variable, the study focuses on a 

distinct model. 

The study will use the following model: 

5.1 Model  

∆ 𝐺𝐷𝑃𝑡  = 𝛼0 + ∑  𝑛
𝑖=1 𝛼1𝜏 ∆𝐺𝐷𝑃𝑡−𝜏   + ∑  𝑛

𝑖=0 𝛼2𝜏 ∆𝑃𝑅𝐼. 𝐼𝑁𝑉𝑡−𝜏 + ∑  𝑛
𝑖=0 𝛼3𝜏 

∆𝑃𝑈𝐵. 𝐼𝑁𝑉𝑡−𝜏 +              ∑  𝑛
𝑖=0 𝛼4𝜏∆𝑁𝐸𝐸𝑅𝑡−𝜏 + ∑  𝑛

𝑖=0 𝛼5𝜏∆𝑇𝑅𝑡−𝜏 + ∑  𝑛
𝑖=0 𝛼6𝜏∆𝐼𝑁𝐹𝑡−𝜏 

+ ∑  𝑛
𝑖=0 𝛼7𝜏∆𝐷𝐶𝑃𝑆𝑡−𝜏 

+ 𝛽1 𝐺𝐷𝑃𝑡−1 + 𝛽2𝑃𝑅𝐼. 𝐼𝑁𝑉𝑡−1 + 𝛽3𝑃𝑈𝐵. 𝐼𝑁𝑉𝑡−1 + 𝛽4𝑁𝐸𝐸𝑅𝑡−1 + 𝛽5𝑇𝑅𝑡−1 + 𝛽6 𝐼𝑁𝐹𝑡−1 

+ 𝛽7  𝐷𝐶𝑃𝑆𝑡−1  +    𝜇𝑡                                                                                                         (5) 

where GDP is the dependent variable; PRI.INV is a private investment; PUB.INV is a 

public investment; NEER is nominal exchange rate; TR is openness to trade; INF is 

inflation; DCPS is domestic credit to the private sector;  𝛼 is the intercept; 𝛼1 - 𝛼5 and 

𝛽1 - 𝛽5 are correspondingly short-run and long-run elasticity of productivity. Concerning 

the above, recognised variables; 𝜇𝑡 stands as error term; ∆ is the difference operator, and 

n is the lag length. 

Vector Error Correction is a technique for correcting errors in vectors. The following is 

a model based on the model above. 

∆ 𝐺𝐷𝑃𝑡  = 𝛼0 + ∑  𝛼1𝜏
𝑛
𝑖=1 ∆𝐺𝐷𝑃𝑡−𝜏   + ∑  𝑛

𝑖=0 𝛼2𝜏 ∆𝑃𝑅𝐼. 𝐼𝑁𝑉𝑡−𝜏 + ∑  𝑛
𝑖=0 𝛼3𝜏 

∆𝑃𝑈𝐵. 𝐼𝑁𝑉𝑡−𝜏 +               ∑  𝑛
𝑖=0 𝛼4𝜏∆𝐿𝐴𝐵𝑡−𝜏 + ∑  𝑛

𝑖=0 𝛼5𝜏∆𝑇𝑅𝑡−𝜏 + ∑  𝑛
𝑖=0 𝛼6𝜏∆𝐼𝑁𝐹𝑡−𝜏 + 

∑  𝑛
𝑖=0 𝛼7𝜏∆𝐷𝐶𝑃𝑆𝑡−𝜏 

     + 𝜑1 𝐸𝐶𝑀𝑡−1  + 𝜇𝑡                                                                                                   (6) 

where 𝜑1 is the coefficient of the ECM, and 𝐸𝐶𝑀𝑡−1 is the error correction term lagged 

by one period. The other variables are explained after equation (1) above. 

The fundamental objective of this study is to ascertain the effect of private investment 

on the economic development of South Africa. However, little research on the impact of 

private investment has been done in South Africa. Nonetheless, various studies (Bayai 

et al., 2013; Makuyana et al., 2018; Molocwa, 2018; Sesele, 2017) and a large number 

of others have examined the determinants affecting private investment in South Africa. 

As a result, the purpose of this article is to create a model of the factors that influence 

private investment and economic growth in South Africa. The methodologies employed 

in this study to analyse the model are based on Blejer et al. (1984) Odhiambo (2010).  

6. EMPIRICAL RESULT 

Cointegration and the Vector Error Correction Model were used to evaluate the model 

in this study (VECM). According to Ogbonna et al. (2000), the co-integration technique 
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should be employed to investigate the possibility of a long-run link between private 

investment and other explanatory variables. The short-run dynamics will be modelled 

using VECM to account for any lagged reaction from private investment. According to 

Ogbonna et al. (2000), VECM analysis consists of four steps. To begin, the integration 

order for each variable must be established. Second, co-integration should be 

demonstrated using variables with the same integration order. In the third phase, the unit 

root of the residuals from co-integrating regressions should be investigated. The fourth 

step is to estimate VECM. 

To use OLS to examine the contribution of investment, all variables in the inquiry must 

be stationary (Ogbonna et al., 2000). According to Gujarati (2003), a time series is 

stationary if its means and variances remain constant throughout time, and the rate of 

covariance between two points is controlled purely by the space or lag between the two 

points, not by the real-time at which the covariance is calculated. Thus, to avoid 

erroneous OLS in the presence of a unit root, it is necessary to investigate the time series 

structures to ascertain the data’s stationarity. 

According to Agénor et al. (2000), the estimation of the outcomes is determined by the 

ideal of econometric procedures used to eliminate long-term trends from the data. For 

example, in Applied Studies, the Augmented Dickey-Fuller (ADF) and Phillips-Perron 

(PP) tests are frequently employed to determine the stationarity of data series. As a result, 

both methods can determine stationarity at the level or the first difference. However, 

only ADF approaches were used for each variable in this study. Additionally, the ADF 

test accommodates heteroskedasticity and serial correlation in the error terms. Although 

the R2 and t-statistics of erroneous regression are significant, the resulting findings are 

largely meaningless. Because regression is effective only on data that does not exhibit a 

trend, data that indicates a trend must first be de-trended. Typically, the ADF test is 

applied to larger and more sophisticated time series models. This can be accomplished 

by displaying two or more lags of the dependent variable. Because the ADF is negative, 

the more negative it is, the stronger the denial of the unit root’s existence. 

The results of the ADF Unit Root Tests used to establish the integration are shown in 

Table 1.1.  

The test for unit root is shown in Table 1.1. It is necessary to account for the stationarity 

of the relevant macroeconomic variables to avoid erroneous regression. 

After analysing the level, the unit root test revealed that the data were non-stationary. At 

the initial difference, the variables are stationary by 5%. This means that at the trend and 

intercept, the variables are integrated to the order of I(1). As a result, the unit root test is 

used to examine the contribution of private investment to economic growth in South 

Africa over the sample period, with a t-test employed to establish the significance of the 

results. 
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Order 

Variables Model Specification Level First Difference Probability at Levels  Probability at First Difference Order of Integration 

Log GDP Trend & Intercept [0.6353] 

(-3.5155) 

[-4.9917] ** 

(-3.5181) 

0.9994 0.0011 I(1) 

Log Pri.inv Trend &Intercept [-2.0399] 

(-3.5181) 

[-5.2676]** 

(-3.5208) 

0.5635 0.0005 I(1) 

Log Pub.inv Trend & Intercept [-2.6167] 

(-3.5181) 

[-4.5433]** 

(-3.5181) 

0.2753 0.0039 I(1) 

Log NEER Trend &Intercept [-1.9905] 

(-3.5155) 

[-5.3141]** 

(-3.5181)  

0.5902 0.0004 I(1) 

Log Trade Trend & Intercept [-2.1576] 

(-3. 5181) 

[-4.6660]** 

(-3.5181) 

0.5002 0.0028 I(1) 

Log Pri.Con Trend & Intercept [-8.8181] 

(-3.5181) 

[-4.4632]** 

(-3.5208) 

0.9558 0.0049 I(1) 

Infation Trend & Intercept [-2.8379] 

(-3.5155) 

[-5.5348]** 

(-3.5266) 

0.1922 0.0003 I(1) 

Log DCPS Trend & Intercept [-0.9318] 

(-3.5155) 

[-5.8594]** 

(-3.5181) 

0.9430 0.0001 I(1) 

*At 10% level, statistically significant 

**At 5% level, statistically significant  

***At 1% level, statistically significant  

( ) Stands for critical test value 

[ ] Stands for test statistics 

Significance at 5% 

Source: Writer’s calculation Using E-View 11 
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The results indicate that the null hypothesis that the series has a unit root is rejected; this 

implies that stationarity exists because the t-statistics are significant and all variables 

have p-values smaller than the critical value. 

Even though individual variables are stationary, their grouping may be co-integrated. If 

their linear combination is fixed, we can say that their non-stationarity is co-integrated. 

For example, I (0). As a result, co-integration necessitates regressing non-stationary 

series in the same order. However, now that it has been established that all variables are 

integrated sequentially, the investigation can proceed “I (1)”. As a result, it is critical to 

determine if private investment and economic growth have a long-term relationship. 

This suggests that the variables’ co-integration must be estimated. However, before 

proceeding to Johansen co-integration, it is necessary to calculate the lag duration. 

Numerous metrics, such as the Akaike Information Criterion (AIC) and the Hannan-

Quinn Criterion, can be used to determine the lag length (HQ). Distinct criteria fulfil 

different duties. As seen below, it is crucial to select the appropriate standard when 

performing time series analysis. However, based on the data in Table 5.3, it is found that 

ideal lag length 2 is the optimal lag length to use; hence, the study chose the AIC 

criterion. Thus, the co-integration test is predicated on this lag length. 

6.1 Var Lag Order Selection Criteria 

Table 1.2: Results of VAR Lag Order Selection Criteria 

Lag LogL LR FPE AIC SC HQ 

0 330.4185  NA   4.24e-17 -14.99621  -14.66855  -14.87538 

1 724.6450  623.4278  9.52e-24  -30.35558 -27.40659*  -29.26808 

2 818.9146 114.0005*   3.19e-24*  -31.76347* -26.19316   -29.70931* 

 

Because of the data in table 1.2, it can be stated that AIC determines the lag duration. 

Therefore, the long-run equation can be approximated using Johansen co-integration. 

Table 1.3 Results of Long-Run Co-integration (Trace) 

Hypothesised No. of CE(s) Eigenvalue Trace Statistic 0.05 Critical Value Prob.** 

None*  0.923874  334.8878  159.5297  0.0000 

At most 1*  0.794204  226.7223  125.6154  0.0000 

At most 2*  0.666800  160.3258  95.75366  0.0000 

At most 3*  0.590731   114.1673  69.81889  0.0000 

At most 4*  0.495349  76.64525 47.85613   0.0000 

At most 5*  0.463696  47.92192  29.79707   0.0002 

At most 6*  0.289408  21.75367  15.49471  0.0050 

At most 7*  0.161623 7.404090   3.841465  0.0065 

 Trace test indicates 8 co-integrating eqn(s) at the 0.05 level 

*denotes rejection of the hypothesis at the 0.05 level 
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**MacKinnon-Haug-Michelis (1999) p-values 

Table 1.3 summarises the results of the Johansen co-integration study of the 

unconstrained co-integration rank test. The test can be used to determine whether or not 

the variables have achieved long-run equilibrium. Because the Johansen methodology 

incorporates a parametric amendment, it provides asymptotically optimal evaluations, 

and the estimator’s method suggests that the assessments are robust to simultaneity bias. 

The findings indicate that all variables are co-integrated. The null hypothesis must be 

rejected because the probability is less than 5%. The table demonstrates that trace 

statistics exceed critical values, indicating that the null hypothesis is rejectable. 

Furthermore, all variables are statistically and significantly co-integrated, showing that 

they have a long-run relationship and permitting the computation of VECM 

(Hjalmarsson et al., 2007). 

Table 1.4: Unrestricted Co-Integration Test Results (Maximum Eigenvalue) 

Hypothesised No. of CE(s) Eigenvalue Max-Eigen 

Statistic 

0.05 

Critical Value 

Prob.** 

None*  0.923874  108.1656  52.36261 0.0000 

At most 1*  0.794204  66.39645  46.23142  0.0001 

At most 2*  0.666800  46.15848   40.07757 0.0092  

At most 3*  0.590731   37.52210   33.87687 0.0175  

At most 4*  0.495349  28.72333   27.58434 0.0356 

At most 5  0.463696  26.16824   21.13162 0.0090  

At most 6*  0.289408   14.34958   14.26460  0.0485  

At most 7*  0.161623   7.404090  3.841465 0.0065  

Max-eigenvalue test indicates 8 cointegrating eqn(s) at the 0.05 level 

*denotes rejection of the hypothesis at the 0.05 level 

**MacKinnon-Haug-Michelis (1999) p-values 

Based on the results in Table 1.4, it is evident that the variables are co-integrated. Eight 

co-integrations are contained in the equation. However, the data indicate that the 

probability is less than 5%, and the maximum statistics exceed critical values. All co-

integrations of variables are statistically stated, as is a p-value indicating that the 

variables are co-integrated, and hence the null hypothesis may be rejected. As a result, 

both the trace and the maximum-likelihood tests confirmed that the variables are co-

integrated, meaning they have a long-run relationship. 

Both findings imply the presence of a co-integrating connection between GDP and its 

determinants at the 5% level of significance (Tables 1.3 & 1.4). As a result, the 

equilibrium convergence relationship between GDP, private investment, public 

investment, personal consumption, inflation, domestic credit to the private sector 
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(DCPS), a nominal exchange rate (NEER), and trade openness is established. The long-

run link between private investment and GDP can be found by normalising the 

unconstrained co-integrating vector estimates, as seen in Table 1.5. After estimating 

long-run co-integration, the Johansen normalisation equation must be described. The 

latency is determined using the AIC. In the short run, the coefficient of private 

investment is expected to have a positive effect on GDP in the normalised equation, 

consistent with the long-run results. The coefficient is highly significant statistically. 

However, to provide further context for the Johansen co-integration test, the study 

wishes to interpret the Johansen Normalization Equation: In the long run, the signs of 

the coefficients are reversed in the Johansen normalisation equation: 

This can however be written as: 

 LGDP + 0.417942LPRI.INV - 0.037810LPUB.INV + 0.326335LPRIV.CON. + 

0.791403LTRADE + 0.280530LNEER + 0.341334LDCPS - 0.002599 INF               (7)                                                                                                                                     

In the long run, as previously indicated, the signs of the coefficients in the Johansen 

normalisation equation are inverted. Private investment, on average, has a positive long-

run effect on GDP, ceteris paribus. Private consumption and trade, the currency rate, and 

domestic loans to the private sector all contribute to GDP growth. At the same time, 

government spending and inflation have a detrimental effect on GDP. As a result, the 

null hypothesis of no co-integration in the model is rejected, favouring the co-integrating 

connection as an alternative. The findings indicate that South Africa’s variables exhibit 

a unique co-integration relationship. To explain genuine private investment in South 

Africa, we normalise the private investment model and regard both the dependent and 

independent variables as “long-run.” On the other hand, the study can proceed with the 

VECM estimation. 

7. VECTOR ERROR CORRECTION MODEL (VECM) 

The VECM analysis becomes apparent only when the series are co-integrated; this 

implies that they are in long-run equilibrium. Additionally, it can predict the short-run 

parameters of co-integrated series. As illustrated in Table 1.6, a negative and substantial 

VECM coefficient suggests that any short-term instability between the dependent and 

independent variables strengthens their long-run link. The findings indicate that while 

private investment, public investment, and inflation contribute positively to GDP, 

private consumption, the exchange rate, trade openness, and credit to the private sector 

(DCPS) contribute significantly to GDP over time. According to the data, the coefficient 

is also significant. 

7.1 Long Run Equilibrium  

𝐸𝐶𝑇𝑡−1  = [1.000000𝐿𝐺𝐷𝑃𝑡−1 + 0.524904𝐿𝑃𝑅𝐼𝑉. 𝐼𝑁𝑉𝑡−1 + 0.103051𝐿𝑃𝑈𝐵. 𝐼𝑁𝑉𝑡−1 – 

1.502320𝐿𝑃𝑅𝐼. 𝐶𝑂𝑁𝑡−1  - 1.095845𝐿𝑁𝐸𝐸𝑅𝑡−1 - 0.397096𝐿𝐷𝐶𝑃𝑆𝑡−1 + 0.017111𝐼𝑁𝐹𝑡−1 

-1.258786𝐿𝑇𝑅𝐴𝐷𝐸 𝑡−1+5.434469]                                                                               (8)                              
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Table 1.5: Johansen Normalization Equation 

 

 

Table 1.6: Vector Error Correction Model 

 

Table 1.7: Equilibrium in the Short Run 

 

Normalized cointegrating coefficients (standard error in parentheses)

LGDP LPRIV_INV LPUB_INVE LPRI_CON LTRADE LNEER LDCPS INF

 1.000000 -0.417942  0.037810 -0.326335 -0.791403 -0.280530 -0.341334  0.002599

 (0.08295)  (0.01393)  (0.08670)  (0.11068)  (0.05502)  (0.05017)  (0.00105)

LGDP LPRIV_INV LPUB_INV  LPRI_CON  LTRADE LNEER LDCPS INF 

1.000000    -0.417942 

   (0.08295) 

 0.037810 

(0.01393) 

   -0.326335 

(0.08670) 

 -0.791403 

(0.11068) 

 -0.280530 

(0.05502) 

-0.341334 

(0.05017)   

0.002599 

(0.00105)   

Variables LGDP(-1) LPRIV_INV(-1) LPUB_INV(1)  LPRI_CON(-1)  LNEER(-1)  LDCPS(-1) INF(-1)  LTRADE (-1) 

Coefficient 1.000000  0.524904 

(0.27349) 

[1.91925]   

   

 0.103051 

(0.06032) 

[1.70827]   

 -1.502320 

(0.27146) 

[-5.53431]     

 -1.095845 

(0.17433) 

[-6.28592]     

 -0.397096 

(0.20964) 

[-1.89419]    

 0.017111 

(0.00355) 

[4.82481] 

 

-1.258786 

(0.44510) 

[-2.82811]  

 

Error Correction: D(LGDP)  D(LPRIV_INVE)   D(LPUB_INVE)   D(LPRI_CON)  D(LNEER)  D( LDCPS)    D(INF)        D(LTRADE)                 

CointEq1          

                  -0.076616           -0.089484           0.011076              0.017741           -0.020427      0.102509     0.000315     -0.011993 

                   (0.03282)           (0.08036)           (0.03238)             (0.17120)            (0.06526)     (0.08316)     (0.00117)    (0.22216) 

                   [-2.33466]         [-1.11355]          [0.34213]             [0.10363]            [-0.31302]    [1.23275]     [0.26830]    [-0.05398]          

𝑅2  = 0.588465 

Adj. 𝑅2 = 0.476229 
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The preceding equation denotes a model of co-integrating error correction in the long-

run relationship between the variables. Private investment, as expected, is favourable 

and has a relationship with economic growth. Increases in private investment of 1% 

result in a rise in the economic development of 0.52%. Given that the Keynesian model 

requires private investment to contribute to GDP growth, this should be the case. It is 

determined, however, to be statistically negligible. 

Additionally, a 1% increase in public investment led to a 0.10 % gain in GDP, albeit this 

result was deemed statistically unimportant due to the t-value. Furthermore, a unit 

increase in private consumption resulted in a statistically significant 1.50 % decline in 

GDP. Additionally, empirical evidence demonstrated that exchange rates had a major 

impact on economic growth. sA 1% increase in the exchange rate translates into a 1.09 

% reduction in GDP. The remaining variables, LDCPS, INF, and LTRADE, describe the 

economic growth of South Africa in a variety of ways. While INF and LTRADE were 

statistically significant, LDCPS was not. A 1% rise in the trade openness coefficient 

translates into a 1.25 % loss in GDP. 

Additionally, increasing domestic credit to the private sector (DCPS) by one unit results 

in a 0.39 reduction in GDP. Domestic credit supplied to the private sector is supposed to 

promote GDP; however, the current study contradicts this, which could be owing to the 

passivity of fund misuse caused by asymmetric knowledge, such as moral hazards or 

adverse selection. Finally, actual research indicates that a one-per cent inflation increase 

GDP by 0.01 %. 

7.2 Equilibrium in the Short Run 

The Short Run equilibrium can be rewritten thus: 

∆𝐺𝐷𝑃𝑡 = -0.076616𝐸𝐶𝑇𝑡−1 + 0.596099𝐿𝐺𝐷𝑃𝑡−1 -0.089484∆𝐿𝑃𝑅𝐼. 𝐼𝑁𝑉𝑡−1 + 

0.011076∆𝐿𝑃𝑈𝐵. 𝐼𝑁𝑉𝑡−1 + 0.017741∆𝐿𝑃𝑅𝐼. 𝐶𝑂𝑁𝑡−1 -0.020427∆𝐿𝑁𝐸𝐸𝑅𝑡−1 

+0.102509∆𝐿𝐷𝐶𝑃𝑆𝑡−1 - 0.000315∆𝐿𝐼𝑁𝐹𝑡−1 - 0.011993∆𝐿𝑇𝑅𝐴𝐷𝐸𝑡−1 + 0.019020     (9)                                                                                                                                                                      

The short-run VECM results in Table 1.7 demonstrate that none of the explanatory 

variables is statistically significant in the short term. A 1% increase in private investment 

results in a 0.08 % decline in GDP. Additionally, a 0.01% increase in GDP is associated 

with a 1% increase in public investment. The findings indicate that the LPRI CON, 

LDCPS, and inflation rate had a favourable effect on economic growth. To be precise, 

increases in private consumption, domestic lending to the private sector, and inflation 

rate raise GDP by 0.01, 0.10, and 0.0003 percentage points, respectively. Additionally, 

the statistics indicate that a 1% increase in the exchange rate affects GDP by 0.02 %. 

A critical factor to examine is the error correction term, which indicates the rate at which 

all variables adjust in the long run. Its coefficient is -0.07 in this study, which is 

statistically significant. This shows that all variables exhibit long-run equilibrium 

convergence, as indicated by a seven % yearly speed correction whenever the system 
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deviates from the long-run equilibrium path. The error correction term also suggests that, 

while the individual factors are not statistically significant in the short run, they have a 

cumulative effect on GDP. 

8. CONCLUSION 

This study aimed to examine the influence of private investment in the economic growth 

of South Africa. Bint-e-Ajaz et al. (2012) assert that investment is a significant 

component of aggregate demand and a source of lending for economic growth. The study 

outlined the obstacles to economic growth development, including unemployment, 

poverty, and inequality. Additionally, one of South Africa’s challenges has been a 

decline in investment. Low real returns to capital may be a factor in the fall in 

investment, which is why one of the study’s objectives was to examine the success 

prospects of continuing investment recruitment initiatives and give recommendations for 

how they should be channelled to contribute to economic growth. 

The article examined and contrasted the economic growth of South Africa during and 

after Apartheid. Additionally, the research aided in identifying the elements that affect 

private investment and economic growth. Despite the private investment, it 

demonstrated why South Africa’s economic growth had been subdued. Additionally, the 

study established a theoretical foundation from which the analysis approach is derived. 

It presented Keynesian and growth theories as to the foundation for the study’s model. 

The study demonstrated several investment models in detail, including the neoclassical 

investment model. 

According to the study, macroeconomic variables such as private investment, private 

consumption, trade, the exchange rate, and public investment are the primary drivers of 

economic growth. However, several of these variables account for a substantial amount 

of GDP instabilities. These findings, however, suggest a possible future policy 

framework for South Africa. 

Private investment, for example, was statistically insignificant in both the long and short 

run, despite being favourable in the long term. Thus, private investment may be boosted 

by ensuring macroeconomic and fiscal stability, which are critical preconditions for the 

success of any domestic private investment programme. Additionally, public-private 

investment should complement private investment, as private investment contributes far 

more to GDP than foreign investment. Policy-makers are to broaden the reach of 

production by boosting the welfare of the masses to improve their per capita income, 

educational attainment, and health. The policy-makers need to raise the level of private 

investment by encouraging investor interest and their environs. 
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