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1 EXECUTIVE SUMMARY  

Introduction and Background  

This report is a sequel to an earlier CEPA publication ð Ghana Economic Review and Outlook: 

Part I, Focusing on Fiscal Performance ð which was published in May 2008. The direct focus 

of the present report is on monetary policy management in the broad sense. This entails a review 

and assessment of the policy regime involving inflation targeting, exchange rate management, and 

decisions of the Monetary Policy Committee regarding the policy interest rate ð the prime rate of 

the Bank of Ghana. 

 

The report is CEPAôs assessment of economic developments in various sectors of the national 

economy ð including, public finance, money, credit and banking, and external trade and payments 

ð in 2007 and a presentation of the likely economic outcomes in 2008. 

 

 Given the importance of trade to Ghanaôs growth objective and consequently trade liberalization 

and integration into the global economy, this publication also highlights some of the implications of 

the Interim Economic Partnership Agreement (I-EPA) that Ghana signed in December 2007 

with the European Union as a special topic. 

 

The report also includes four other topical issues: the first is on Ghanaôs Debt Sustainability 

Analysis; the second on Statistical Analysis of Inflation in Ghana during the first half of 2008; 

the third on Monetary Policy Response to ñCost-Pushò Inflation in the first half of 2008; and the 

fourth on Price Developments in the January-April 2008 Period. 

 

Demand pressures on the economy arising largely from fiscal expansion in recent years, strong 

private sector demand growth along with oil and, to a lesser extent, food price shocks, have led to 

sizeable and widening fiscal and current account imbalances, depreciating pressure on the cedi in 

foreign exchange markets, and an accelerating rate of inflation in the domestic goods market. 

 

In order to contain inflation and inflationary pressures, the Bank of Ghana adopted a tighter 

monetary policy stance in the fourth quarter of 2007, continuing into 2008. As may be recalled, in 

May 2007 the Bank moved from the so-called inflation targeting-lite regime to a full inflation 

targeting framework. This more formal framework, with a commitment to pre-announced inflation 
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targets and publication of forecasts, was expected to help anchor long-term inflationary 

expectations in the economy.  

 

The records, however, show that the inflation targeting regime was neither fully functional nor, in 

fact, well established. In the view of the IMF it lacked ñoperational transparencyò ð i.e., 

transparency with respect both to policy objectives and the way in which current policy actions are 

intended to achieve them. 

 

In addition, the record of monetary policy since the 2008 budget was passed by Parliament has 

been disappointing: none of the framework indicators mentioned in the 2008 budget have been put 

into effect and for the entire first three quarters of year 2008, consumer price inflation had 

remained in double digits; moreover, the commitment to pre-announced targets has only been in the 

breach, and there has been no publication of forecasts. 

 

In present circumstances, it is increasingly clear that there is little, if any, room for monetary policy 

to play an effective role in the fight against inflation without the restoration of fiscal discipline. In 

both nominal and real terms, interest rates are high. Consequently, any further increase is likely to 

face strong resistance from industry, labour and, as has been the case since 2003, by the 

Government as well. 

 

The unpalatable fact is that disinflation requires that a negative output gap sooner or later opens up. 

This output gap ð output and employment lost to the economy ð is a measure of the short-run 

sacrifice required for disinflation. Moreover, for any given economy, the evidence suggests that 

there is a context-specific range of inflation rates ð currently estimated to be between 8 percent 

and 12 percent for Ghana ð below which the sacrifice ratio becomes exorbitantly high. For a 

developing country with widespread and deep poverty, keeping the sacrifice ratio to the barest 

minimum is of utmost importance. 

 

In our circumstances, aiming to keep output at its potential level has an obvious justification since 

this is a fundamental objective of the Growth with Macroeconomic Stability Strategy. Output and 

job losses could have particularly grave socio-political consequences in an economy already facing 

rising joblessness, high levels of underemployment and open unemployment. Moreover, in the 

current international environment where a high country risk premium may be charged on Ghana 

Government debt instruments, hiking the interest rate could turn out to be counterproductive ð an 
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exercise in futility ð as it may fail to induce the expected net capital inflows and the real 

appreciation of the exchange rate needed to help slowdown inflation. 

 

In the external sector, the experience over the past three years continued to reveal the fundamental 

vulnerability and fragility of a primary commodity-dependent economy. This worrisome situation 

appears to be the result of a combination of an arguably óovervaluedô currency (that may be 

squeezing profit margins of exporters and import-competing enterprises) and an inadequate 

incentive scheme that together make products made in Ghana uncompetitive both at home and 

abroad. 

 

The experience also points to the dangers of sacrificing external competitiveness of Ghanaian 

exports by using the exchange rate as a nominal anchor to achieve inflation targets, giving rise to 

prolonged episodes of overvaluation of the exchange rate. This policy stance seems to have made 

imports, particularly of consumer durables and non-durables, cheaper than should otherwise have 

been the case, thereby increasingly widening the already precarious trade deficit. The costs are in 

terms of reduced domestic output and increased unemployment, particularly in the tradables sector. 

 

Superimposed on all of these are the debt relief initiatives on account of HIPC and the Multilateral 

Donor Relief Initiative (MDRI); huge inflows from the Millennium Challenge Account (MCA) 

grants; as well as increased surges in net official transfers and private remittances. These inflows ð 

estimated at US$2.3 billion per annum over the period 2002-2007 ð could lead to massive 

government spending, especially in a hotly contested election year, with the potential for creating 

macroeconomic management problems (indeed, a financial crisis) that may well undermine 

prospects for long-term economic growth.  The overvaluation could be worsened by an aid boom 

arising from increasing perception of Ghana as an African success story. 

 

Based on developments in the economic situation over the first half of 2008, the report strongly 

suggests that greater transparency and better coordination of monetary and fiscal policies than have 

been the case in recent times will be required to anchor inflationary expectations. Clearly, monetary 

policy alone cannot fight inflation in the present and emerging circumstances.  

 

As an introduction to some of the interesting research findings and analysis contained in the report, 

we summarize in what follows the policy implications of the economic outcomes and near-term 

outlook. 
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Fiscal Operations 

Ghana has had a relatively poor record of fiscal management, particularly in the pre-ERP period. 

Ghana reported its first fiscal surplus in 1986, and remained in surplus until 1991/92, when 

election-related spending pushed the country back into deficits. The deficits averaged between 6 

and 10 percent of GDP in the second half of the 1990s before falling back to around 4 percent 

between 2000 and 2005. 

 

In 2006, the government budgeted for a deficit of 4.5 percent of GDP but ended with a 7.8 percent 

of GDP outturn, owing largely to: 

Á higher-than-expected expenditure associated with the power crisis that hit the country; 

Á higher-than-budgeted energy subsidies to the Tema Oil Refinery (TOR); 

Á inflation in the public sector wage bill ð a dominant item accounting for more than a fifth 

of the total budget; 

Á shortfalls in tax revenues; and 

Á lower-than-expected divestiture receipts. 

 

Budgetary details show that the over-run in spending was driven by excesses in discretionary rather 

than statutory payments.  For example, there was a reported overshooting in the public sector wage 

bill by about 14 percent. Overspending in respect of the wage bill has been a recurrent feature of 

the budget since 2003. At the same time, in the face of the countryôs huge need for infrastructure 

delivery, there was a reported 30 percent ñsavingò in domestic and foreign investment spending 

that year (according to the official account, though in the opinion of CEPA, a dominant  component 

of the reported shortfall represented payment delays). 

 

The higher-than-expected 2006 budget deficit was funded by domestic borrowing (using mainly 

Treasury bills and notes) amounting to GH¢476 million (equivalent to 4.5 percent of GDP) 

compared to a budgeted estimate of GH¢21.5 million, equivalent to 0.1 percent of GDP. 

 

CEPA analysis of the 2007 budgetary performance indicated a cash deficit equivalent to 9 percent 

of GDP compared to the official projection of 6.4 percent of GDP (see Ghana Economic Review 

and Outlook, Part 1, page 9). Moreover, and as pointed out in the publication, the divergences 

between CEPA estimates (confirmed by the IMF; see for example, IMF Press Release No. 08/82 of 

April 10, 2008) and official projections have been wideningé.. ñand it is such wide discrepancies 

between realized outturns, official projected outturns, and the budgetary targets that create ófiscal 

surprisesô and which could invite a negative credit rating action in international financial markets 
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as Fitch Ratings has warnedò. More than half (4.8 percent of GDP) of the budget deficit was 

financed by net domestic borrowing (according to data from the Bank of Ghana).  

 

To illustrate the contrast between official targets and realized outcomes, it may be well worth 

noting that the 2007 budget had alluded to a possible redemption of some GH¢51 million of 

domestic debt in that year. It is also important to note that, despite the governmentôs stated 

intention not to borrow from the Bank of Ghana in 2007, the Bank ended the year with some 

GH¢340 million (equivalent to about 2.4 percent of government domestic revenue) of government 

paper on its books. Draw-downs on the US$750 million Sovereign bond proceeds financed the 

equivalent of 1.4 percent of GDP or 15.6 percent of that yearôs deficit. 

 

For the year 2008, the Budget set a deficit target of GH¢929.1 million ð equivalent to 5.8 percent 

of GDP. To put this target into perspective, it may be well worth noting that in absolute terms, it is 

25.9 percent lower than the outcome realized in the previous year, 2007. The fact that the target is 

unrealistic was hidden by the over-optimistic official assessment of the 2007 performance. 

 

CEPA forecasts indicate an overall broad balance (OBB) for the year 2008 of GH¢1,979.4 million, 

equivalent to 12.1 percent of GDP. This outcome, would, in all probability, be a record deficit even 

in an election year. It is over a third higher than the 9 percent of GDP deficit realized in the 

previous year, and more than double the target of 5.7 percent of GDP set in the 2008 budget. 

 

The emerging deficit threatens to be the highest in recent times, certainly since the launch of the 

Economic Recovery Program (ERP) twenty five (25) years ago. Election year excesses have been 

observed especially in the hotly contested ones as in 1996 and 2000 and the year 2008 is proving to 

be no exception. Even so, the present Administration has made public statements of its commitment 

to fiscal discipline and avoidance of the lapses of the past. It has cited election year 2004 fiscal 

outcome as illustrative of this although that election was by no account classifiable as highly 

contested. It has also promised a Fiscal Responsibility Law (FRL) to constrain government to 

budgetary expenditure ceilings thus subjecting the Executive to effective parliamentary control.  

 

A further cause for concern over the emerging outcome is the recurrence of serious fiscal slippages. 

That in respect of the year 2006 was cited by the Fitch Rating Agency as the reason for its down 

grading of Ghanaôs sovereign rating from B+ to B last year. It may be recalled that on that occasion 

it cautioned that future lapses would result in similar action. 
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Another measure of the fiscal stance often used by CEPA is the Domestic Primary Balance (DPB). 

DPB is defined as total revenue (excluding grants) minus the sum of non-interest recurrent 

expenditures, poverty related expenditures and domestic capital. It therefore serves as a gauge on 

the debt management policy stance. For, in the event that donor grants fall short of interest 

payments due, borrowing would have to be resorted in order to service debt. This would cause the 

public debt to rise in absolute terms, even if not as ratio to GDP. 

 

The Monetary Policy Committee of the Bank of Ghana, on the basis of banking sector data, has 

estimated that the domestic primary balance stood at the equivalent of a deficit of 4.1 percent of 

GDP as of end of June 2008 compared to the outturn of 3.6 percent of GDP for the corresponding 

period in 2007. 

 

For the year as a whole, CEPA forecasts a DPB deficit of GH¢1,161.8 million or about 7.2 percent 

of GDP. In comparison, the estimate in the 2008 budget is a DPB deficit equivalent to 1.7 percent 

of GDP. Clearly with a CEPA estimate a little over four times that of the budget estimate this  

confirms the need for significant fiscal adjustment to restore macroeconomic stability and debt 

sustainability. 

 

Money, Credit and Inflation Outlook 

According to the 2008 Budget Statement, the Bank of Ghana was expected to direct monetary 

policy towards reducing the end-period inflation to 7 percent in 2008, and further down to between 

4 percent and 6 percent by end-2009. Meanwhile, the Bank of Ghana has moved to a more formal 

Inflation Targeting (IT) framework, which has been the operating framework over the past four 

years. This more formal arrangement, with a commitment to pre-announced inflation targets and 

publication of forecasts, is expected to help anchor long-term inflation expectations in the 

economy.  

 

The operational status of the IT framework of the BoG has been questioned on many fronts. It has 

been argued, for example, that as a small, open low-income economy, Ghana faces several major 

challenges in its conduct of disinflation policy. According to the IMF these challenges include the 

following: 

Á the economy is highly vulnerable to exogenous supply-side shocks; 

Á deviations from inflation targets tend to be larger during disinflation than with stable low rates; 

Á inflation expectations can be volatile especially when based on past experience; and 
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Á the technical capacity of the Bank of Ghana is ééstill evolving. 

 

In October 2007, the inflation rate accelerated on account of both demand and supply shocks. In 

response, the Bank of Ghana raised the policy rate ð the prime rate ð by a cumulative 350 basis 

points. Nonetheless, the IMF was of the opinion that the Bankôs response was inadequate. From its 

assessment of the overall situation, the IMF concluded that: ñthe current straight line disinflation 

path and communications strategy of the BoG seem too rigid to respond well. As a result, the BoG 

credibility that was built up over the last four to five years may be at risk.ò (emphasis added). 

 

Low credibility results in upwardly-biased inflationary expectations. Moreover, it is all too often 

easier to lose credibility than it is to regain it once lost. This is because it takes time and a period of 

significant economic slack in the economy to re-anchor inflationary expectations. Consumers 

become reluctant to spend and investors reluctant to invest when they have no reliable framework 

of expectations, since they have no way of knowing what will happen next in an environment of 

unrealized policy objectives. 

 

Furthermore, the Fund had observed that the standard IT model works reasonably well for countries 

that have already achieved low inflation rates. Ghana has yet to achieve that and would have to go 

through a disinflation phase. Consequently, the standard model ñis less adequate for Ghana 

because during disinflation periods credibility is likely to change over time, which is not 

endogenously captured in the standard modelò.  

 

To respond to Ghanaôs current challenges for disinflation, the BoG is urged to adopt a more 

flexible approach to IT. That way it can rebuild its credibility as an inflation fighter by doing more 

than just focusing its policy on hitting annual targets ð which it has failed to do in any case ð 

recognizing that its actions involve short-term trade-offs and being mindful of the undesired effects 

on output and employment.  

 

Clearly, the suggested approach takes full cognizance of the trade-offs, and strongly favours 

gradualism so as to prevent unnecessary cumulative output losses associated with disinflation. 

Unnecessary output and job losses are simply intolerable in a developing country like Ghana with 

deep and widespread poverty. The Bank of Ghana is yet to move its policymaking framework to 

the more appropriate and flexible one recommended by the IMF. 
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All told, the record of monetary policy performance since the 2008 budget was passed by 

Parliament has been disappointing. While none of the framework indicators mentioned in the 2008 

budget have been put into effect, inflation has remained in double digits for the entire first three 

quarters of year 2008. 

 

The evidence also points to the importance of keeping a tighter rein on money and credit 

aggregates. Buoyant private sector demand, fiscal expansion, and inadequate sterilization of 

accumulation of international reserves have contributed to rapid growth of key monetary 

aggregates. Broad money supply growth (excluding foreign currency deposits) accelerated on a 

year-on-year basis from 39.4 percent for December 2006 to 43.5 percent for December 2007. There 

has been the usual growth deceleration in the course of this year 2008, with the year-on-year rate 

for August being 34.5 percent. This is nonetheless almost two percentage points higher than the 

corresponding rate last year. 

 

The spread between the average savings and lending rates has remained fixed at close to 20 

percentage points in spite of upward revisions in the policy rate of the central bank. Taken as a 

measure of intermediation cost, this signifies a disturbingly high cost of mobilizing financial 

savings in Ghana. As has been pointed out in earlier CEPA publications, as much as two-thirds of 

the cost of borrowing from the banks goes to cover intermediation costs. The pressure to lower 

bank lending rates has invariably meant a lowering of the savings deposit rates, rather than a 

narrowing of the savings-lending spread. 

 

Inflationary Trends and Outlook 

Rising energy prices has continued to pose major challenges to price stability and macroeconomic 

management in general, particularly since the last quarter of 2007. The Monetary Authorities had 

been unable to meet the single digit inflation target for 2007 and are most unlikely to meet the 

single-digit target set for 2008. Inflation decelerated somewhat only to below 18 percent per annum 

at the end of September 2008. 

 

Findings from CEPAôs preliminary investigations carried out over the first half of 2008, strongly 

suggests that, contrary to the official explanations, food inflation in Ghana over the period had 

more to do with the pre-harvest lean period than international food inflation. Not surprisingly, sharp 

declines were recorded from July and, moreover, with the urban decline larger than the rural. These 

findings suggest that whatever supply-side effects may have impacted on inflation in the course of 
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the first half of the year, it is the demand pressures that have been dominant. In particular, reining 

in fiscal excesses ð an extremely difficult task in an election year ð will be critical to the task of 

restraining inflation. 

 

Given the timing of the election, the high spending likely to come with it, and the traditional 

seasonal high consumer demand of the Yuletide, a further deceleration in inflation would require an 

expensive import boom and further depletion of international reserves. 

 

Trade and Payments 

For three consecutive years, Ghanaôs international payments position has manifested a trend 

towards surpluses on the overall balance of payments, with widening trade and current account 

deficits that are financed by transfers and substantial long-term and medium-term capital inflows.  

 

Being a net crude oil-importing country, and dependent largely on imports of petroleum products, 

the demand for which is moreover price inelastic for an oil-importing country, Ghanaôs oil imports 

ð about 23 percent of the total import bill per annum over the past four years ð reached US$2.1 

billion at the end of 2007. Average world market prices had increased by almost 90 percent to 

about US$70 per barrel by the end of 2007. In early 2008, as crude oil prices on world markets 

threatened to get beyond US$120 per barrel, the government was compelled to reduce the excise 

duty and debt recovery levy on certain categories of petroleum products in order to mitigate the 

rising cost of living on domestic consumers. 

 

Even as the import bill was getting larger, exports of both traditional and non-traditional 

commodities were not doing so well, in spite of favorable price developments on world gold and 

cocoa markets. Apart from gold whose price had rallied to record-high levels, the performance of 

all other export commodities, including cocoa beans (on account of lower export volumes), timber 

and non-traditional exports, was rather poor and unimpressive. Moreover, external reserves 

accumulation turned out to be modest in 2007, allowing Ghanaôs gross international reserves to 

cover up to only 2.6 months of imports. Ghanaôs gross international reserves have fallen in both 

absolute terms and in terms of months of import cover over the three quarters of 2008. From an 

estimated stock of US$2,738 million at the end of 2007, it declined by 17.1 percent to US$2,270 

million ð the equivalent of 2.3 months of imports ð at the end of September 2008. 
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Ghana is expected to benefit from significant oil and gas resources that are projected to generate 

about 3-5 percent of non-oil GDP per annum over the next five years. All of this will require 

prudent and transparent management of the resources if the ñoil curseò problem (as exemplified in 

the Nigerian and Gabonese experiences) is to be avoided. 

 

While the threat of the ñoil curseò syndrome in Ghana may not be improbable, CEPA does reckon 

that Dutch disease-type effects in the economy may have been induced by the current strategies for 

managing Ghanaôs exchange rate regime.  

 

This suggests that, with the projected oil prospects, Dutch disease-type effects ð real exchange 

rate appreciation associated with prolonged episodes of overvaluation and the shrinkage of the 

tradables sector ð cannot be ignored. Failure to diagnose the Dutch disease encourages a status 

quo, which can be costly, by letting adverse developments undermine long-term growth prospects. 

On the other hand, a diagnosis pointing to the ñdiseaseò is a double-edged sword: when it is right, it 

can prompt implementation of corrective measures needed to curtail adverse developments; if it is 

flawed, in circumstances where the disease is non-existent, the adjustments it would call for can set 

back actions that could have otherwise contributed to laying the groundwork for long-term growth 

and poverty reduction. 
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2 REVIEW OF PUBLIC FINANCE AND FISCAL OPERATIONS  

2.0 Introduction 

Ghana has had a relatively poor record of fiscal management, particularly in the pre-ERP period. 

Ghana reported its first fiscal surplus in 1986, and remained in surplus until 1991/2, when election-

related spending pushed the country back into deficits. The deficits averaged between 6 and 10 

percent of GDP in the second half of the 1990s before falling back to around 4 percent between 

2000 and 2005. 

 

In 2006, the Government budgeted for a deficit of 4.5 percent of GDP but ended with a 7.8 percent 

of GDP outturn, owing largely to: 

Á higher-than-expected expenditure associated with the power crisis that hit the country; 

Á higher-than-budgeted energy subsidies to the Tema Oil Refinery (TOR); 

Á inflation in the public sector wage bill (a dominant item accounting for more than a fifth of 

the total budget); 

Á shortfalls in tax revenues; and 

Á lower-than-expected divestiture receipts. (Kafe, Michael ñGhana Economicsò Morgan 

Stanley, July 28, 2008, page16). 

 

Budgetary details show that the over-run in spending was driven by excesses in discretionary rather 

than statutory payments.  For example, there was a reported overshooting in the public sector wage 

bill by about 14 percent. Overspending in respect of the wage bill has been a recurrent feature of 

the budget since 2003. At the same time, in the face of the countryôs huge need for infrastructure 

delivery, there was a reported 30 percent ñsavingò in domestic and foreign investment spending 

that year (according to the official account, though in the opinion of CEPA, a dominant  component 

of the reported shortfall represented payment delays). 

 

The higher-than-expected 2006 budget deficit was funded by domestic borrowing (using mainly 

Treasury bills and notes) amounting to GH¢476 million (equivalent to 4.5 percent of GDP) 

compared to a budgeted estimate of GH¢21.5 million, equivalent to 0.1 percent of GDP. 

 

CEPA analysis of the 2007 budgetary performance indicated a cash deficit equivalent to 9 percent 

of GDP compared to the official projection of 6.4 percent of GDP (see Ghana Economic Review 

and Outlook, Part 1, page 9). Moreover, and as pointed out in the publication, the divergences 



Ghana Economic Review and Outlook: Part II, Focusing on Broader Monetary Policy 

  12  

between CEPA estimates (confirmed by the IMF; see for example, IMF Press Release No. 08/82 of 

April 10, 2008) and official projections have been wideningé.. ñand it is such wide discrepancies 

between realized outturns, official projected outturns, and the budgetary targets that create ófiscal 

surprisesô and which could invite a negative credit rating action in international financial markets 

as Fitch Ratings has warnedò. More than half (4.8 percent of GDP) of the budget deficit was 

financed by net domestic borrowing (according to data from the Bank of Ghana).  

 

To illustrate the contrast between official targets and realized outcomes, it may be well worth 

noting that the 2007 budget had alluded to a possible redemption of some GH¢51 million of 

domestic debt in that year. It is also important to note that, despite the Governmentôs stated 

intention not to borrow from the Bank of Ghana in 2007, the Bank ended the year with some 

GH¢340 million (equivalent to about 2.4 percent of government domestic revenue) of government 

paper on its books. Draw-downs on the US$750 million Sovereign bond proceeds financed the 

equivalent of 1.4 percent of GDP or 15.6 percent of that yearôs deficit. 

 

For the year 2008, the Budget set a deficit target of GH¢929.1 million ð equivalent to 5.8 percent 

of GDP. To put this target into perspective, it may be well worth noting that in absolute terms, it is 

25.9 percent lower than the outcome realized in the previous year, 2007. The fact that the target is 

unrealistic was hidden by the over-optimistic official assessment of the 2007 performance. 

 

Coverage of aid flows remains problematic and poses challenges for the assessment of fiscal 

performance. For example, the Controller and Accountant Generalôs Department (CAGD) data is 

particularly weak on both inflows and outflows of foreign exchange flows. The Bank of Ghana 

provides data on cash flows and therefore leaves out information on disbursements of project grants 

and project loans presumably on account of the fact that these are usually not disbursed on cash 

basis through accounts of the Government of Ghana. 

 

In view of this, the BoG monitors and assesses fiscal performance on the Narrow Fiscal Balance 

measure. The government budget presented to and approved by Parliament is on the Broad Fiscal 

Balance measure. The difference is that the narrow measure omits so-called foreign-financed 

capital expenditures on the expenditure side and project grants on the revenue side. The budget uses 

the working rule that foreign-financed capital expenditures exactly equal disbursements of project 

grants and project loans. Consequently the broad measure is wider than the narrow by 

disbursements of project loans. In line with the budget presentation format, CEPA uses the broad 
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measure. To circumvent the data problem, however, CEPA uses the working assumption that 

budget expectations in respect of disbursements of project grants and loans are realized in full.  

 

CEPA forecasts indicate an overall broad balance (OBB) for the year 2008 of GH¢1,979.4 million, 

equivalent to 12.1 percent of GDP. This compares unfavorably with the official estimate of 

GH¢850.4 million or 5.2 percent of GDP in the 2008 budget. In absolute terms the forecast is about 

two and a half times the budget estimate. 

 

The emerging deficit threatens to be the highest in recent times, certainly since the launch of the 

Economic Recovery Program (ERP) twenty five (25) years ago. Election year excesses have been 

observed especially in the hotly contested ones as in 1996, 2000 and the year 2008 is proving to be 

no exception. Even so, the present Administration has made public statements of its commitment to 

fiscal discipline and avoidance of the lapses of the past. It has cited election year 2004 fiscal 

outcome as illustrative of this although that election was by no account classifiable as ñhighly 

contestedò. It has also promised a Fiscal Responsibility Law (FRL) to constrain government to 

budgetary expenditure ceilings thus subjecting the Executive to effective parliamentary control.  

 

A further cause for concern over the emerging outcome is the recurrence of serious fiscal slippages. 

That in respect of the year 2006 was cited by the Fitch Rating Agency as the reason for its down 

grading of Ghanaôs sovereign rating from B+ to B last year. It may be recalled that on that occasion 

it cautioned that future lapses would result in similar action. 

 

Another measure of the fiscal stance often used by CEPA is the Domestic Primary Balance (DPB). 

DPB is defined as total revenue (excluding grants) minus the sum of non-interest recurrent 

expenditures, poverty related expenditures and domestic capital. It therefore serves as a gauge on 

the debt management policy stance. For, in the event that donor grants fall short of interest 

payments due, borrowing would have to be resorted in order to service debt. This would cause the 

public debt to rise in absolute terms, even if not as ratio to GDP. 

 

According to the Monetary Policy Committee (MPC) of the Bank of Ghana, on the basis of 

banking sector data, the domestic primary balance stood at the equivalent of a deficit of 4.1 percent 

of GDP as of end of June this year compared to the outturn of 3.6 percent of GDP for the 

corresponding period in 2007 ð that is almost 14 percent higher in terms of shares of GDP. For the 

year as a whole, CEPA forecasts a DPB deficit of GH¢1,161.8 million or about 7.2 percent of GDP. 

In comparison, the estimate in the 2008 budget is a DPB deficit equivalent to 1.7 percent of GDP. 
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Clearly, this confirms the need for significant fiscal adjustment to restore macroeconomic stability 

and debt sustainability. 

2.1 Revenue Performance Outlook (2008) 

Total Domestic Revenue and Grants 

Total revenue and grants (program, project, HIPC- and MDRI-related) is forecast at GH¢4,957.2 

million equivalent to 30.4 percent of GDP. This is marginally above the budget estimate of 

GH¢4,925.4 million or 30.2 percent of GDP (Table 2.1). Both the domestic revenue and grants 

components contributed to this expected outcome.  

 

Table 2.1: Central Government Domestic Revenues and Grants (GH¢ millions and % of GDP)  

  

  

  

  

 CEPA  

Provisional 

Outturn 

GoG 

 Budget 

Estimate  

 CEPA  

 Projection 

 CEPA  

Provisional 

Outturn  

GoG  

 Budget 

Estimate  

 CEPA  

 Projection  

2007 2008 2008 2007 2008 2008 

                       GH¢ million  percent of Gross Domestic Product 

 Total Revenue and Grants        3,964.9        4,925.3        4,957.2             28.4             30.2             30.4  

    Domestic Revenue        3,255.8        4,072.0        4,083.1             23.3             25.0             25.1  

       Tax Revenue        3,112.8        3,947.2        3,991.8             22.3             24.2             24.5  

          Taxes on Income and Property           907.6        1,122.5        1,223.9               6.5               6.9               7.5  

               Personal (PAYE) Taxes           371.8           458.8           525.2               2.7               2.8               3.2  

               Corporate Taxes           418.5           498.0           544.0               3.0               3.1               3.3  

               Other           117.3           165.7           154.7               0.8               1.0               0.9  

          Taxes on Domestic Goods & Services (Indirect)        1,389.2        1,548.4        1,582.6               9.9               9.5               9.7  

               Excise (including Airport Tax)             67.7             58.3             58.3               0.5               0.4               0.4  

               Petroleum Tax           428.6           490.0           394.3               3.1               3.0               2.4  

               Value-Added Tax           892.9        1,000.1        1,130.0               6.4               6.1               6.9  

          International Trade Taxes            623.4           746.3           759.1               4.5               4.6               4.7  

               Import Duties           560.0           672.8           685.6               4.0               4.1               4.2  

               Export Duties             63.4             73.5             73.5               0.5               0.5               0.5  

          National Health Insurance Levy           178.6           200.0           226.0               1.3               1.2               1.4  

          Communication Service Tax             14.0           330.0           200.2               0.1               2.0               1.2  

       Non-Tax Revenue           143.0           124.8             91.3               1.0               0.8               0.6  

    Grants           709.1           853.3           874.1               5.1               5.2               5.4  

       Project Grants           208.8           514.8           514.8               1.5               3.2               3.2  

       Programme Grants           153.5           201.0           230.9               1.1               1.2               1.4  

       HIPC Assistance           136.4             81.9             87.5               1.0               0.5               0.5  

       Multilateral Debt Relief Initiative (MDRI)           210.4             55.6             40.9               1.5               0.3               0.3  

 Miscellaneous Item              

 Gross Domestic Product (GDP)      13,974.6      16,295.8      16,295.8        

Sources: Controller and Accountant Generalôs Department (CAGD), Bank of Ghana, and CEPA staff estimates 

 

An assessment by the Bank of Ghana released by its MPC indicates that the performance at the 

mid-year stage of 2008 represented ñan annual growth of 5.6 percent as against the expected annual 

growth of 12.9 percent. It observes further that the ñoutturn represents a relatively lower proportion 
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of the annual budget for 2008ò ð namely, 46.4 percent of the budget estimate for 2008 as against 

49.5 percent for the previous year 2007. The evidence points to delay in the full implementation of 

the communication service tax ð popularly referred to as the ñtalk taxò ð as the reason. 

 

Domestic Revenue 

A forecast of GH¢4,083.1 million equivalent to 25.1 percent of GDP is made for total domestic 

revenue. This comprises GH¢3,991.8 million (24.5 percent of GDP) in respect of tax revenue 

(including the communication service tax) and non-tax revenue of some GH¢91.3 million expected 

to be lodged into government accounts by the collecting MDAs. The forecast shows domestic 

revenue ending the year just marginally above its budgetary target with the full implementation of 

the communication service tax in the second half of the year. 

 

Tax Revenue 

For administrative convenience, Customs Excise and Preventive Service (CEPS) has responsibility 

for the collection of all import-related taxes. Consequently, in addition to import duties and 

petroleum taxes, levies and imports, it also collects the value-added tax (VAT) on imports. 

Statutorily, the last of these is the responsibility of the Value-Added Tax Service (VATS). Data 

from the Bank of Ghana show that CEPS collected and lodged into government accounts a total of 

GH¢758.6 million, ñabout 8.6 percent below the target for the first half-yearò (MPC Report of  

May 21, 2008, page 3). Compared to the performance for the corresponding period of last year, this 

represented a growth of 9.3 percent. The under-performance has been blamed on shortfalls in 

petroleum tax revenue as total import revenue ð import duties and VAT ð exceeded the target. 

 

CEPS is quoted as having explained that the volumes of imports into the country over the period 

did not change significantly from that of last year, but that the volumes of duty-bearing imports 

increased. The latter was because of a reduction in the volumes of imports admitted at zero rate and 

those exempted from import duty. 

 

The Value-Added Tax Service (VATS), in turn, collects all indirect taxes on domestic goods and 

services including excise duties. The latter is statutorily the responsibility of the CEPS. Total 

collection by the VATS of domestic VAT and excise duty amounted to GH¢237 million exceeding 

the target for the first half of 2008 by an estimated 5.9 percent. Compared to the performance over 

the corresponding period of 2007, the 2008 outcome is about 8.2 percent better. According to 

information from the Bank of Ghana, the major contributors, particularly in the 

Telecommunications and Petroleum Marketing Industries, increased their payments in the second 
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quarter of the year. The VATS also has responsibility for the collection of the National Health 

Insurance Levy (NHIL). 

 

The Internal Revenue Service (IRS) has statutory as well as administrative responsibility for the 

collection of taxes on income and property. First half-year collections amounted to GH¢545 

million, showing ñan impressive growth of 31 percent and also exceeding its target for the first half 

of 2008 by 4.9 percentò. 

 

The positive performance of the IRS is reflected in the key sub-components. Commenting on this, 

the MPC of the Bank of Ghana noted that ñin the area of the self-employed, the effective monitoring 

of withholding taxes, notwithstanding, the re-equipment of a number of district offices in the form 

of new operational vehicles as well as the regular supply of logistics to facilitate routine work 

contributedé.. to the positive outcome.ò 

 

It continued that the impressive performance of the corporate tax was driven largely by the 

substantial collection from Mining and Quarrying and financial intermediation sectors. In addition, 

provisional assessments for companies have been raised and served on the tax payers with reminder 

notices issued and collection pursued by the District Offices. Again, there was an improvement in 

the compliance level regarding Withholding Tax (as well as increased efficiency) at the Large 

Taxpayer Unit (LTU). Finally, improvement in the pay-as-you-earn (PAYE) collection could 

generally be attributed to increases in salaries. 

 

The forecast of GH¢3,991.8 million for total tax revenue covers the following categories: 

Á Taxes on Income and Property (Direct) ð GH¢1,223.9 million; 

Á Taxes on Domestic Goods and Services (Indirect) ð GH¢1,582.6 million; 

Á International Trade Taxes ð GH¢759.1 million; 

Á National Health Insurance Levy ð GH¢226 million; and 

Á Communication Service Tax ð GH¢200.2 million. 

 

Taxes on Income and Property 

Taxes on Income and Property are shown in Table 2.1 as comprising personal, corporate, and other 

(including among others, self-employed, rent, royalties and airport tax). CEPA forecasts strong 

performances in respect of personal and corporate collections. Both are expected to over-perform 

ð exceeding their budget targets by 14.5 percent and 9.2 percent respectively. Other direct taxes 

are expected to miss the collective target by about 6.6 percent. 
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Taxes on Domestic Goods & Services  

Taxes on domestic goods and services (indirect taxes) comprise excise duties, petroleum taxes, and 

VAT (domestic and import). The forecast of GH¢1,582.6 million or 9.7 percent of GDP represents 

an expected over-performance of 2.2 percent compared with the budget target of GH¢1,548.4 

million or 9.5 percent of GDP. 

 

Of the three components shown in Tables 2.1, the best expected performer by far is VAT. The 

forecast for this is GH¢1,130 million equivalent to 6.9 percent GDP. This compares favorably with 

ð an over-performance of 13 percent ð the budget target of GH¢1,000.1 million or 6.1 percent of 

GDP. The expected positive outcome is on account of strong performance of both domestic and 

import VAT. The reduction in zero-rated and exempted imports raises the base on which the VAT 

on imports is levied. 

 

The other two components ð Excise Duties and Petroleum Taxes ð are not expected to do as 

well. In respect of excise duties, there is the additional problem of dearth of reliable information. 

The Controller and Accountant Generalôs Department (CAGD) provides absolutely no information 

on collections over the first seven months of the year. Moreover, this is not a phenomenon peculiar 

to 2008. In 2007, no entries appeared for any of the months save December. The evidence supports 

the view that the collections in the course of the year are not lodged into government accounts but 

rather retained for financing the operations of some state agency, most likely the collecting agency. 

In support of this assessment, it may be noted that the BoG provides no explicit information on 

excise duty lodged in government bank accounts. Against this background, the budget estimate is 

retained together with a corresponding offsetting expenditure adjustment. 

 

Petroleum taxes are projected not to perform well in 2008. A shortfall of almost 20 percent below 

the budget estimate is anticipated. In the face of escalating world market prices of petroleum and 

petroleum products over the first six months of the year, not only were prices to consumers 

maintained unadjusted ð implying large consumer subsidies with corresponding large losses to the 

refinery, under the Presidential Initiative launched in response to the accelerating inflation ð but 

some petroleum taxes were actually marked down resulting in losses to government revenue. 

 

International Trade Taxes 

International trade taxes consist of import duties and cocoa export taxes. The total forecast of 

GH¢759.1 million or 4.7 percent of GDP, is somewhat higher ð by 1.7 percent ð than the budget 
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target of GH¢746.3 million (4.6 percent of GDP). The expected positive outcome is all on account 

of import duties. There is a dearth of reliable information upon which to base a firm assessment of 

performance of cocoa export duty. Treatment by both the CAGD and the BoG is as in respect of 

excise duty. The same working assumption of double entry ð offsetting entries in revenue and 

expenditure columns ð applied to excise duty is used here as well. 

 

National Health Insurance Levy (NHIL)  

The National Health Insurance Levy (NHIL) is collected by the VATS and the forecasting 

methodology is the same as that for VAT. The forecast of GH¢226 million or 6.9 percent of GDP, 

anticipates an over-performance of 13 percent above the budget target of GH¢200 million (6.1 

percent of GDP). The reason for this expected outcome is the same as that given above in respect of 

VAT. 

 

Communication Service Tax 

Collections of the new communication service tax ð popularly referred to as the talk tax ð are 

forecast at GH¢200.2 million. This represents an expected shortfall of almost 40 percent below the 

budget target of GH¢330 million. The tax, which was introduced in 2007, was deemed inefficient 

on account of it being easy to evade. The consequent considerable delay in full implementation of 

the new tax, however, has left collection largely to the second half-year. This explains the rather 

poor forecast outcome. 

 

Non-tax Revenue 

A number of ministries, departments and agencies (MDAs) finance parts of their operations with 

internally generated funds (IGFs). Though not exclusively so, IGFs have been retentions of non-tax 

receipts by the MDAs charged with levying and collection of these revenues. 

 

In recent years, the Government of Ghana (GoG) has decided to provide estimates of non-tax 

revenue inclusive of the IGFs, sharing the IGFs on the expenditure side as transfers (similar 

treatment to tax expenditure in the literature). 

 

The effect of this is to raise both the domestic revenue share of GDP as well as the expenditure 

share of the GDP. Whatever the advantages this change may have ð and these are several, 

including providing a better gauge of the size of government in the Ghanaian economy ð the 

changeover is too recent for reliable data sources upon which to base meaningful forecasts of the 
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retentions. Moreover, the monthly reports of the CAGD do not provide such data. Consequently, 

CEPA analysis and presentation of data still conform to the previous treatment of non-tax revenue 

exclusive of retentions/IGFs. 

 

In the case of Non-tax Revenue, the CEPA projection of GH¢91.3 million representing 0.6 percent 

of GDP is 37 percent below the GoG target of GH¢124.8 million representing 0.8 percent of GDP. 

 

Grants 

Grants comprise four elements ð namely, program grants, HIPC-related debt relief, MDRI-related 

debt relief, and project grants. For the first half of this year 2008, total grants (excluding projects 

grants) amounted to GH¢352.3 million equivalent to 2.2 percent of GDP. This was lower than the 

GH¢436 million equivalent to 3.1 percent of GDP received over the corresponding period of 2007. 

On the other hand, the 2008 disbursement was higher than the budget estimate for the entire year 

(104.1 percent) while the receipts in the corresponding period of 2007 represented 96.9 percent of 

the budget estimate. The evidence points to improved predictability and early disbursement of 

donor aid in recent years associated with the multi-donor budget system (MDBS) arrangement. 

 

Program Grants 

At the mid-year stage, disbursements of program grants amounted to GH¢230.9 million. This was a 

little over half (53.1 percent) what was received in the corresponding period of last year. On the 

other hand, it far exceeded (114.9 percent) the budget estimate for the whole of 2008. On the basis 

of the disbursement pattern of recent times and other information available in the Bank of Ghana, 

the MPC concluded in its Press Release of May 2008 that ñexpected program grants for the whole 

year have been realizedéò 

 

HIPC-related Debt Relief 

By mid-year, GH¢87.5 million of HIPC-related debt relief had been received. In absolute terms, 

this was almost 10 percent lower than that of last year. It was nonetheless higher (by 6.8 percent) 

than the budget estimate for the year. In line with the emerging pattern of aid disbursements, the 

receipts at the mid-year stage are retained for the year as a whole. 

 

MDRI-related Debt Relief 

Receipts as at the end of June 2008 totaled GH¢34 million, representing a little over 60 percent of 

the yearôs budget estimate. Taking into consideration established patterns and the observations of 
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the MPC of the Bank of Ghana on MDRI debt relief flows, CEPA forecasts a total of GH¢40.9 

milli on for the year ð somewhat short of its target. 

 

Project Grants 

As noted above, for various reasons, neither the CAGD nor the Bank of Ghana provides statistics 

on disbursements of project grants. Consequently, taking due note of the observable patterns of aid 

flows, CEPA uses the working assumption that budget estimates in respect of project grants are 

realizable and will be realized this year. 

 

2.2 Expenditure and Payment Outlook 

The breakdown of the forecast for total expenditure and its main components in Table 2.2 is as 

follows: 

Á Recurrent Expenditure ð GH¢4,075.8 million or 25 percent of GDP; 

Á Poverty-Related Spending ð GH¢271.7 million or 1.7 percent of GDP; and 

Á Capital Expenditure ð GH¢2,509.4 million or 15.4 percent of GDP. 

 

Recurrent Expenditure 

Recurrent expenditure for the year is forecasted by CEPA at GH¢4,075.8 million comprising 

interest payments and non-interest payments. Non-interest payments forecasted at GH¢3,384.3 

million are the dominant component of recurrent expenditure representing about 83 percent 

compared to 17 percent for interest payments. 

 

Interest Payments 

The budget is unlikely to realize any domestic debt service cost savings for the 2008 fiscal year. 

The increases in interest rates that have occurred were totally unanticipated in the 2008 budget. 

CEPA forecasts indicate that domestic interest payments could be about one fifth higher than the 

budgetary provision. Moreover, domestic debt service payments are likely to claim more than the 

20 percent share of total domestic expenditure realized in 2007. 

 

Total interest payments on the public debt (domestic and external) are forecasted at GH¢691.5 

million equivalent to 4.2 percent of GDP. This is almost fifty percent above the budgetary 

provision of GH¢466.5 million. Moreover, both domestic and external components are forecasted 

to exceed their respective provision in the budget. As explained above, there is ample reason to 
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suggest that the budgetary provisions on debt service provisions in the 2008 budget were 

unrealistically low.  

 

Table 2.2: Central Government Expenditures (GH¢ million and percent of GDP)  

  

  

  

  

 CEPA  

Provisional 

Outturn  

 GoG  

 Budget 

Estimate  

 CEPA  

 Projection  

 CEPA  

Provisional 

Outturn  

 GoG  

 Budget 

Estimate  

 CEPA  

 Projection  

2007 2008 2008 2007 2008 2008 

                     GH¢ million    percent of Gross Domestic Product 

 Total Expenditure        5,120.1        5,775.8        6,856.9             36.6             35.4             42.1  

     Recurrent Expenditure        3,541.9        3,258.1        4,347.5             25.3             20.0             26.7  

          Interest Payments           547.4           466.5           691.5               3.9               2.9               4.2  

               Domestic           449.0           352.3           516.8               3.2               2.2               3.2  

               External             98.4           114.2           174.7               0.7               0.7               1.1  

          Non-Interest Payments        2,657.7        2,608.4        3,384.3             19.0             16.0             20.8  

               Personnel Emoluments        1,376.2        1,559.9        1,942.2               9.8               9.6             11.9  

               Administration           346.6           385.6           288.9               2.5               2.4               1.8  

               Services           107.8           120.6           192.6               0.8               0.7               1.2  

               Transfers to Households           274.8           318.0           370.4               2.0               2.0               2.3  

               Subsidies                 -               24.3           351.4                 -                 0.1               2.2  

               National Health Insurance Fund (NHIF)           552.3           200.0           238.8               4.0               1.2               1.5  

          Poverty-Related Spending           336.8           183.2           271.7               2.4               1.1               1.7  

               HIPC-Funded           176.9           127.6           189.8               1.3               0.8               1.2  

               MDRI-Funded           159.9             55.6             81.9               1.1               0.3               0.5  

     Capital Expenditure        1,578.2        2,517.7        2,509.4             11.3             15.4             15.4  

          Domestic (including Net Lending & Reserve Fund)        1,025.0        1,517.5        1,509.2               7.3               9.3               9.3  

                Domestic Capital & Net Lending)           586.2           987.5           974.3               4.2               6.1               6.0  

                Reserve Fund           438.8           530.0           534.9               3.1               3.3               3.3  

                    Education Trust Fund           215.8           163.0           203.2               1.5               1.0               1.2  

                    Road Fund             87.4           129.2             87.7               0.6               0.8               0.5  

                    Petroleum-Related Fund             13.9               3.5               2.5               0.1               0.0               0.0  

                    District Assemblies Common Fund           121.7           234.3           241.5               0.9               1.4               1.5  

          Foreign            553.2        1,000.2        1,000.2               4.0               6.1               6.1  

 Miscellaneous Item              

 Gross Domestic Product (GDP)      13,974.6      16,295.8      16,295.8        

Sources: Controller and Accountant Generalôs Department (CAGD), Bank of Ghana, and CEPA staff estimates 

 

   

The budgetary provision for domestic interest payments implied savings (of over a fifth of the 

provisional outturn projected by CEPA for this item as shown in Table 2.2) in outlays compared to 

the previous year. This is a reflection of the over-optimistic outturn for 2007 projected in the 

official estimates and which resulted in an under-estimation of domestic borrowing and under-

estimate of the public debt. Furthermore, the resurgence of inflation which the fiscal stimulus 

contributed to was neither correctly anticipated nor the required monetary tightening factored into 

the official projections. 
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Non-interest Payments  

Non-interest payments, forecasted at GH¢3,384.3 million or 20.8 percent of GDP, comprise six 

sub-components. As shown in Tables 2.2, the single largest of these is personnel emoluments. 

 

Box 2.1: Public Debt Service 

The 2008 budget projected a decline in principal external debt repayments from GH¢256.4 million in 2007 to GH¢179 
million in 2008. Given developments in 2007 and in the first half of 2008 (see below), however, the implied 30.2 

percent fall appears highly improbable. 

 
In 2007, apart from the Chinese Government loan equivalent to US$562 million for the construction of the Bui Dam, 

the Government contracted other external loans including the following: 

 a debut US$750 million benchmark sovereign bond; 

 a US$900 million medium-term facility for COCOBOD; and 

 a US$190 million facility for infrastructural development jointly with COCOBOD. 

 

A matter of considerable concern with these loans is the below- budget infrastructure expenditure recorded for 2007. 

According to the 2008 Budget Statement, investment outlays directly financed by the Government in 2007 were 

expected to total about GH¢972 million ï equivalent to only 59.3 percent of the budgetary provision and strongly 

suggesting that the loans have not been used for their intended purposes! 

 
As a result of these, the stock of external debt climbed to US$3.59 billion at the end of 2007. This was significantly 

(about 38.1 percent) higher than the end-September estimate of US$2.60 billion published in the 2008 Budget. Thanks 

to debt forgiveness under the HIPC Initiative and the Multilateral Debt Relief Initiative (MDRI), Ghanaôs external debt 

ratio had declined from 120 percent of GDP at the end of 2001 to 17.5 percent of GDP at the end of 2006. On account 

of these loans, it rose sharply to 25 percent of GDP at end-2007. 

 

By the end of the first quarter of 2008, the stock of external debt had risen further by 43.8 percent to US$3.74 billion 

and then marginally to US$3.81 billion as at the end of the first half year. 

 

Together with continued tough credit market conditions, a depreciating currency, and an increasingly non-

concessionary debt mix, it is difficult to rationalize the expectation of lower principal external debt repayment in 2008. 

Indeed, the first half year public finance data support this analysis with an estimated amortization in excess of program 
loan receipts by about GH¢95 million. 

 

According to the Press Release of the Monetary Policy Committee of the Bank of Ghana of July 21, 2008, the stock of 

domestic debt (gross) which stood at GH¢3,708.2 million at the end of 2007 increased to GH¢4,005.9 million at the 

end of the first half of 2008. This represented an increase of about 8 percent ð significantly higher than the 

expectations on which the domestic debt service obligations had been based in the 2008 Budget. 

 

Moreover, to quote the Press Release: Generally, there has been significant re-alignment of interest rates on the money 

market and shifts in portfolio preferences from long-dated instruments to the shorter end of the market, in line with the 

rise in consumer price inflation: 

 the benchmark 91-day Treasury Bill rate has increased cumulatively by 570 basis points over the first half of the 
year to 16.3 percent at the end of June 2008 with an increase of 522 basis points in the second quarter alone. 

 the 182-day Treasury Bill rate similarly firmed up by 86 basis points and 547 basis points in the first and second 

quarters of 2008 respectively to 17.1 percent in June 2008. 

 the one-year note and two-year fixed  rate note similarly moved up by 420 basis points and 370 basis  points 

respectively to 16.5 percent each. The rate on the three-year-fixed-bond- rate rose to 16 percent from 14 percent 

over the same period. 

 

All these developments are a pointer to higher debt service obligations for 2008 than the Budget has provisioned for, 

both in respect of principal repayment and interest (domestic and foreign). 
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Personnel Emoluments 

The forecast for this sub-component of GH¢1,942.2 million constitutes close to 60 percent of the 

total for non-interest spending. Moreover, it is almost 25 percent above its budget provision. The 

disturbing observation about this expenditure item is that over the entire life of the Kufuor 

Administration, it has proved difficult to keep spending within the ceiling approved by Parliament. 

Different explanations have been given for the recurrence and public sector reform committees 

have been tasked to consider proposals to identify the causes and find solutions. The latest of these 

is the Pay Reform Commission. 

 

Transfer to Households 

Transfer to households is basically wage-related. It consists of social security contributions paid by 

employers on behalf of their employees to the Social Security and National Insurance Trust 

(SSNIT), pensions and gratuities. The forecast for this expenditure category is GH¢370.4 million, 

about 16.5 percent above the budgetary provision. The dominant sub-component in this expenditure 

category is the SSNIT contribution of government on behalf of civil servants which stands at 12.5 

percent of the full time employed wage bill. Consequently it rises with the wage bill. 

 

Subsidies 

Another area of persistent overspending, especially in recent years has been subsidies to the public 

utilities and the oil refinery. The political and social difficulties of passing cost increases 

occasioned by oil price hikes in international markets on to domestic consumers has resulted in 

high production losses (quasi-fiscal financing of the budget since the losses arise from government 

pricing policy) calling for the transfer of subsidies to the affected producers.  

 

National Health Insurance Fund (NHIF) 

Technically, the NHIF is a statutory fund and should, therefore, be classified with the other 

statutory funds which are treated as transfers to finance capital expenditures. However, the practice 

has been that NHIF is not classified as capital expenditure; in practicality, it would also have a 

capital expenditure dimension to it. An amount of GH¢351.4 million is the projected outcome for 

the year. This is equivalent to 2.2 percent of GDP, far in excess of the budget provision of 0.1 

percent of GDP. 
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Capital Expenditure 

Three components of capital spending are shown in Table 2.2 as follows: those domestically-

financed from non-statutory funds; those financed from statutory funds; and foreign-financed. The 

forecast total of GH¢2,509.4 million is equivalent to 6 percent of GDP. This is about the same 

order of magnitude as the total provision in the budget. There are, however, minor variations in the 

components. For example, the individual forecasts indicate a saving in respect of domestically-

financed capital expenditures and marginally higher spending in respect of Statutory Funds. It has 

been noted that collections of VAT are most likely to exceed the target in the budget. This expected 

outcome is reflected in the transfers into the Education Trust Fund which is funded with a VAT at a 

rate of 2.5 percent. 

 

Even when they are stated as clear tax items, some of these Funds are transferred quarterly whilst 

the others have variable lags. Therefore for transfer in a particular year, the Funds and the linked 

tax bases may not be on the same page. CEPAôs position is for the government to reconcile at the 

end of each year. 

 

It may be worth noting that expenditures officially described as energy-related and financed with 

drawings from the sovereign bond proceeds are included in the domestically-financed capital 

expenditures. Capital expenditures financed with drawings from the Millennium Challenge 

Account (MCA) of the USA are however excluded. 

 

As explained elsewhere, there is a dearth of information regarding disbursements of project grants 

and project loans. Neither the CAGD nor the BoG provides usable flow data that can be a credible 

basis for forecasting annual outturns. The working assumption is that the estimates in the budget 

are realized. Consequently, the budget estimate of project grants disbursement is retained in total 

grants on the receipts side and that for project loans retained as a financing item in net foreign 

borrowing. The sum of these is classified as foreign-financed capital on the expenditure side. 

 

2.3 Financing the Deficit 

The financing forecasts shown in Table 2.3 depend on two assumptions: 

Á the budget estimates for project grants, project loans, outstanding commitments in respect of 

clearance of road and non-road arrears, and VAT refunds will be realized; and 

Á there will be no discrepancy between the above-the-line and below-the-line (banking sector 

based measure) deficits. 
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The above-the-line deficit is arrived at on the basis of data from the CAGD, so that with the 

addition of outstanding commitments could be designated as modified payments basis. On the 

expenditure side, it is based on payment vouchers issued by the CAGD. On the receipts side, it 

relies on reports of lodgings made into government accounts by ministries, departments, and 

agencies (MDAs) charged with collection of revenue.  

 

Table 2.3: Financing of the Fiscal Deficit (GH¢ million and percent of GDP)  

  

  

  

  

CEPA  

Provisional 

Outturn  

GoG 

 Budget 

Estimate  

 CEPA  

 Projection  

 CEPA 

Provisional 

Outturn  

GoG  

 Budget 

Estimate  

 CEPA  

 Projection  

2007 2008 2008 2007 2008 2008 

                     GH¢ million  percent of Gross Domestic Product 

   Total Revenue and Grants  3,964.9 4,925.4 4,957.2 28.4 30.2 30.4 

   Total Expenditures  5,120.1 5,775.8 6,856.9 36.6 35.4 42.1 

   Overall Broad Balance (OBB)  -1,155.2 -850.4 -1,899.7 -8.3 -5.2 -11.7 

    Vat Refunds  -22.6 -37.0 -37.0 -0.2 -0.2 -0.2 

    Outstanding Commitments  -75.8 -42.7 -42.7 -0.5 -0.3 -0.3 

          Road  -28.0 -22.7 -22.7 -0.2 -0.1 -0.1 

          Non-Road  -47.8 -20.0 -20.0 -0.3 -0.1 -0.1 

    OBB (modified basis)  -1,253.6 -930.1 -1,979.4 -9.0 -5.7 -12.1 

    Discrepancy  0.0 0.0 0.0 0.0 0.0 0.0 

   Financing  1,253.6 930.1 1,979.4 9.0 5.7 12.1 

       Divestiture (net)  115.7 275.7 275.7 0.8 1.7 1.7 

   Financing (including divestiture)  1,137.9 654.4 1,703.7 8.1 4.0 10.5 

       Foreign (net)  176.7 442.5 206.4 1.3 2.7 1.3 

            Borrowing  433.1 621.5 584.0 3.1 3.8 3.6 

                Project  331.2 485.3 485.3 2.4 3.0 3.0 

                Programme  101.9 136.2 98.7 0.7 0.8 0.6 

            Amortization  (-) 256.4 179.0 377.6 1.8 1.1 2.3 

       Exceptional Finance  100.0 78.5 0.0 0.7 0.5 0.0 

            Traditional Re-scheduling  8.2 0.0 0.0 0.1 0.0 0.0 

            HIPC  91.8 78.5 0.0 0.7 0.5 0.0 

       Domestic (net)  668.3 -382.4 981.5 4.8 -2.3 6.0 

       Other Financing (Sovereign Bonds/Capital Markets)  193.0 515.8 515.8 1.4 3.2 3.2 

       Deferred GGILBs  -0.1 0.0 0.0 0.0 0.0 0.0 

             Repayment  -0.1 0.0 0.0 0.0 0.0 0.0 

 Miscellaneous Item              

 Gross Domestic Product (GDP)      13,974.6      16,295.8      16,295.8        

Sources: Controller and Accountant Generalôs Department (CAGD), Bank of Ghana, and CEPA staff estimates 

 

To the extent that it takes time for payment vouchers issued by the CAGD, and lodgings made by 

MDAs to pass through the government accounts, the above-the-line and below-the-line deficits 

would differ. The latter measure is based on the entries that have actually been passed through the 

government accounts in the period under review. A discrepancy between the two indicates delays 

in payment vouchers issued in the current period being passed through the government accounts 

(above-the-line deficit larger than below-the-line deficit in absolute terms) or delayed payment 
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vouchers from a previous period being passed through the government accounts in the current 

period (above-the-line deficit smaller than the below-the-line deficit). No discrepancy assumption 

corresponds to equality of the two deficit measures. 

 

A deficit of GH¢1,899.7 million is forecasted by CEPA for the year 2008. After adjustments for 

clearance of outstanding commitments of road and non-road arrears and VAT refunds, an overall 

broad balance (modified payments basis) of a deficit in the amount of GH¢1979.4 million is 

forecasted. This is equivalent to 12.1 percent of GDP. This outcome, would, in all probability, be a 

record deficit even in an election year. It is over a third higher than the 9 percent of GDP deficit 

realized last year and more than double the target of 5.7 percent of GDP set in the 2008 budget. 

 

On the optimistic assumption that all the net divestiture receipts projected in the 2008 budget would 

materialize, (compared to the less-than 50 percent performance in 2007), this would leave a 

financing gap equivalent to 10.5 percent of GDP to be filled with domestic and foreign loans (see 

Table 2.3). 

 

Net foreign borrowing is forecasted to result in net receipts equivalent to 1.3 percent of GDP ð 

less than half the projected target in the budget. This is because program loan disbursements are 

most likely to fall short of official expectations. In contrast, and as explained above, external loan 

amortization is forecasted at the equivalent of 2.3 percent of GDP which is more than twice the 

official estimate in the budget. These considerations and the working assumption of full realization 

of project loan disbursement target lead to the forecast in Table 2.3. 

 

Available information from the BoG shows that contrary to expectations in the 2007 budget, there 

were no receipts of Exceptional Finance in that year. In spite of that outcome, the 2008 budget 

projected some GH¢77.5 million of such receipts for the year. Available banking sector data for the 

first half of the year suggests that a repeat of last yearôs outcome is again likely in 2008. 

 

The budget also indicates that government plans to draw down the remainder of the proceeds of the 

sovereign bond issue in the amount of GH¢515.8 million. This is essentially a policy decision and 

available information in the course of the first three quarters of the year and the BoG confirms that 

this objective will be met. 

 

In the circumstances, recourse to domestic borrowing is inevitable to finance the forecast gap of 

about GH¢981.5 million (including from non-residents). Consequently, as has become a recurring 
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phenomenon in recent years, instead of a programmed net domestic repayment (paring back 

domestic debt) in an amount equivalent to 2.3 percent of GDP ð the target of a fiscal anchor that is 

complementary with a disinflation monetary policy ð a sizable net domestic borrowing in an 

amount equivalent to 6 percent of GDP is forecasted for the year. Most worrying, is the strong 

possibility that the outcome could be worse still. A critical assumption that has been made is that 

the net external loan repayment level actually reached at the end of the third quarter of the year 

implied in the Press Release of October will not be exceeded. This is an unrealistic working 

assumption, but the trends pointed to extremely disturbing outcomes for the year. The IMF has in 

an update of earlier debt sustainability analysis pointed out that while still moderate, there has been 

a notable deterioration in Ghanaôs debt indicators on account of recent non-concessional 

borrowing.         
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3 MONETARY SECTOR DEVELOPMENTS AND OUTLOOK  

3.0: Introduction 

Demand pressures on the economy arising largely from fiscal expansion in recent years, strong 

private sector demand growth along with oil and, to a lesser extent, food price shocks, have led to a 

sizeable and widening fiscal and current account imbalances, depreciating pressure on the cedi in 

foreign exchange markets, and an accelerating rate of inflation in the domestic goods market. 

 

In order to contain inflation and inflationary pressures, the Bank of Ghana (BoG) adopted a tighter 

monetary policy stance in the fourth quarter of 2007. This continued into the first half of 2008. It 

may be recalled that in May 2007, the Bank of Ghana moved from the so-called inflation targeting-

lite regime to a full inflation targeting framework. A medium-term target of 5 percent per annum 

was set. Developments in the economic situation over the first half of 2008, however, strongly 

suggest that greater transparency and better coordination of monetary and fiscal policies than have 

been the case in recent times will be required to anchor inflationary expectations. Clearly, monetary 

policy alone cannot fight inflation in the present and emerging circumstances. 

 

According to the 2008 Budget Statement, the Bank of Ghana was expected to direct monetary 

policy towards reducing the end-period inflation to 7 percent in 2008, and further down to between 

4 percent and 6 percent by end-2009. Meanwhile, the Bank of Ghana has moved to a more formal 

Inflation Targeting (IT) framework, which has been the operating framework over the past four 

years. This more formal arrangement, with a commitment to pre-announced inflation targets and 

publication of forecasts, is expected to help anchor long-term inflationary expectations in the 

economy. The official policy stance is the continued maintenance of the flexible exchange rate 

regime, with foreign exchange interventions by the BoG in the foreign exchange market limited to 

smoothening out volatility in the market ð i.e., a policy regime of managed-float. 

 

The record since the 2008 budget was passed by Parliament has been disappointing, although 

improvements registered in the third quarter are expected to continue into next year. It is clear that 

the IT regime is neither fully functional nor, in fact, well established. None of the framework 

indicators mentioned in the 2008 budget have been put into effect. For the entire first three quarters 

of year 2008 headline inflation has remained in double digits; the commitment to pre-announced 

targets has been only in the breach; and there has been no publication of forecasts. 
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At the same time, however, preliminary work at CEPA suggests that some progress has been made 

and the Bank of Ghana can claim a fair measure of credit in the effort to formulate monetary policy 

within the IT framework. Together, an interest rate variable ð the 91-day Treasury Bill rate which 

appears closely linked to the prime rate (the policy interest rate) of the BoG ð and the cedi/US 

dollar exchange rate, appear to have significant explanatory power in determining headline 

inflation over the four-year period from February 2005 to February 2008, essentially covering most 

of the period the IT framework is said to have been in place. 

 

With the partial liberalization of the capital account, the evidence so far suggests that the interest 

rate has become an instrument for inducing flows of external capital into and out of the Ghanaian 

economy. Furthermore, recent exchange rate flexibility has helped the economy to adjust to shocks 

and supported the implementation of the IT regime. 

 

The evidence also points to the importance of keeping a tighter rein on money and credit 

aggregates. Buoyant private sector demand, fiscal expansion, and inadequate sterilization of 

accumulation of international reserves have contributed to rapid growth of key monetary 

aggregates. Broad money supply growth (excluding foreign currency deposits) accelerated on a 

year-on-year basis from 39.4 percent for December 2006 to 43.5 percent for December 2007. There 

has been the usual growth deceleration in the course of year 2008, with the year-on-year rate for 

August being 34.5 percent. This is nonetheless almost two percentage points higher than the 

corresponding rate last year. Moreover, the historical experience, as captured in a fitted regression 

equation, confirms the existence of a causal relationship between growth in key monetary 

aggregates, such as broad money, and inflation in Ghana. 

 

The Bank of Ghana has claimed that consistent with the IT framework, it has stuck to a supportive 

flexible exchange rate regime, restricting its interventions to smoothening volatility in foreign 

exchange markets. On its part, the IMF has criticized the BoG for undue intervention and insisted 

that the consequent failure to allow the unwarranted nominal appreciation of the exchange rate to 

occur is responsible for the realized inflation to be consistently above its target. 

 

CEPAôs position has been somewhat in-between. It has sought to draw attention to the overvalued 

cedi, the consequent adverse impact on the performance of the non-traditional export sector, on 

growth in general. The IMF position seems to suggest that although the Ghanaian economy ð with 

debt cancellation, sizeable inward transfers, aid inflows, and now oil ð faces a real threat of a 
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Dutch Disease, it is the upgrading of technology used in production, education and training for a 

skilled workforce, knowledge and improved infrastructure, and above all, a much reduced risk 

associated with the costs-of-doing business and the business environment that Ghana should turn 

to, rather than nominal exchange rate manipulation to enhance competitiveness of locally produced 

goods and services in the context of a much appreciated equilibrium real exchange rate. 

 

3.1: Framework for Conducting Monetary Policy in Perspective 

It would be recalled that in early 1992, the Bank of Ghana indicated having moved away from the 

direct monetary management, which had hitherto been in force since 1989, to a market-based 

system of monetary management that focused on indirect market-based instruments in the conduct 

of monetary policy. Essentially this system not only relied on an IMF financial programming model 

that assumed some broad monetary aggregate (broad money or reserve money) as an ñintermediate 

targetò for monetary control, but also on open market operations for regulating the net domestic 

assets of the banking system. 

 

In a Press Release of the Monetary Policy Committee (MPC) of the Bank of Ghana dated May 22, 

2007, the Governor announced the adoption of an ñinflation-targetingò framework for its monetary 

policy operations. In addition to its primary objective of targeting inflation, this framework also had 

a secondary operational exchange rate objective that would help anchor inflationary expectations. 

 

Ghana is one of several emerging market economies to adopt inflation targeting (IT). Indeed it may 

very well be the only low-income country to have done so ð according to the IMF. An important 

consideration for adopting an IT regime was that the existing framework, which was based on 

targeting monetary aggregates, proved to be increasingly infeasible as the demand for money 

changed rapidly in the wake of major structural transformation ð financial sector reforms resulted 

in instability of the currency held by the non-bank public to deposit ratio. 

 

The BoG formally adopted an inflation-targeting framework in May 2007 after almost three years 

of informal IT management. It had reportedly been building the main institutional, analytical and 

communications elements of this framework since 2002. Indeed, with the enactment of the 2002 

Bank of Ghana Act, the BoG had in place some of the key institutional components of modern 

central banking ð notably, independence, an oversight committee for monetary policy formulation 

and management, and a statutory mission of price stability. Its US counterpart, the Federal Reserve 

Board, is required to give equal weights to price stability and employment. The Bank of Ghana Act 
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2002 had also moved to preclude fiscal dominance by legally restricting the central bankôs 

financing of the deficit.
1 
 

 

In addition, a large measure of ñgoal transparencyò ð aiming for disinflation over three years to 

achieve stability around 5 percent ð was established with the formal launch of the IT. In support of 

this, the BoG has, reportedly, developed an inflation forecasting model and a detailed 

communication strategy involving the issuance of press releases and the holding of press 

conferences by the oversight committee, the Monetary Policy Committee (MPC), after each of its 

meetings to explain its decisions on the policy rate, the prime rate.  

 

Inflationary developments since the last quarter of 2007 ð there appears to have been a temporary 

respite in the post-harvest period ð have posed an early challenge for the IT regime. The economy 

is experiencing excess demand pressures and experienced an external oil price shock ð with crude 

oil prices reaching about US$147 per barrel. Inflation is high, and growing fiscal deficits and easy 

monetary conditions are stimulating further inflation. In the view of the IMF: 

.........the current straight line disinflation path and communication strategy of the BoG 

seem too rigid to respond well. As a result, the BoG credibility that was built up over 

the last four to five years may be at risk.ò (IMF: ñInflation Forecast Targeting in a low 

income country: The Case of Ghanaò paragraph 12, page5 emphasis added). 

 

Low credibility results in upwardly-biased inflationary expectations. Moreover, it is all too often 

easier to lose credibility than it is to regain it once lost. This is because it takes time and a period of 

significant slack in the economy to re-anchor inflationary expectations. Consumers can become 

reluctant to spend and investors reluctant to invest when they have no reliable framework of 

expectations, since they have no way of knowing what will happen next in an environment of 

unrealized policy objectives. 

 

The BoG  would need to rebuild its credibility by openly focusing on more than just hitting annual 

targets, recognizing that its actions could involve short-run trade-offs and being mindful of 

undesired effects on output and employment. A sufficient track record of delivering on its targets 

would be needed. To achieve this would almost certainly call for a more gradualist approach than at 

present. Unnecessary cumulative output losses that would come with the disinflation process must 

be prevented, and in any case, kept to a bare minimum. 

 

                                                             

1 Sub-section 2, Section 30 of the Bank of Ghana Act 2002 (Act 612) limits the total of loans, advances, purchase of treasury bills and securities 

together with monies borrowed by Government from the banking system to 10% of total domestic revenue of the fiscal year in which the advances 

are made. 
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Given the current high level of inflation and inflationary expectations and the lags in the 

expectations process, the Bank of Ghana is confronted by the spectre of having to further raise its 

prime rate substantially in order to achieve the desired increase in the real interest rate. The hope of 

such a hike must be that of inducing the net capital inflows required to cause the nominal exchange 

rate of the cedi to appreciate. A sufficiently large net inflow, together with the inflation differential 

vis-à-vis major trading partners, is to be relied upon to ensure that the real exchange rate 

appreciates significantly. The increased interest rate and real appreciation of the cedi ð reduced 

real price of foreign exchange ð can both then be expected to cause a reduction in the demand for 

domestic output. 

 

Furthermore, in as much as inflationary expectations have a direct effect on actual inflation, 

monetary policy would have to be tighter, the less the credibility of the BoG; and logically 

following from this, the greater the loss of output and employment. It is this consideration that 

underlines the critical importance of credibility of the central bank to deliver on its inflation targets. 

The cost ð measured in terms of lost output and jobs ð rises inversely with the credibility of the 

central bank. 

 

In present circumstances, it is increasingly clear that there is little, if any, room for monetary policy 

to play an effective role in the fight against inflation without the restoration of fiscal discipline. In 

both nominal and real terms, interest rates are high. Consequently, any further increase is likely to 

face strong resistance from industry, labour and, as has been the case since 2003, by the 

Government as well. (IMF Country Report No. 08/332, October 2008, page 27, paragraph 19). 

 

The unpalatable fact is that disinflation requires that a negative output gap sooner or later opens up. 

This output gap ð output and employment lost to the economy ð is a measure of the short-run 

sacrifice required for disinflation. Moreover, for any given economy, the evidence suggests that 

there is a context-specific range of inflation rates ð currently estimated to be between 8 percent 

and 12 percent for Ghana ð below which the sacrifice ratio becomes exorbitantly high. For a 

developing country with widespread and deep poverty, keeping the sacrifice ratio to the barest 

minimum is of utmost importance. 

 

In our circumstances, aiming to keep output at its potential level has an obvious justification since 

this is a fundamental objective of the Growth with Macroeconomic Stability strategy. Output and 

job losses could have particularly grave socio-political consequences in an economy already facing 

rising joblessness, high levels of underemployment and open unemployment. Moreover, in the 
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current international environment where a high country risk premium may be charged on Ghana 

Government debt instruments, hiking the interest rate could turn out to be counterproductive ð an 

exercise in futility ð as it may fail to induce the expected net capital inflows and the real 

appreciation of the exchange rate needed to help slowdown inflation. 

 

3.2 Money Market Developments  

Developments in the money market over the second half of 2007 up to September 2008 were 

influenced largely by concerns over rising inflation and inflationary expectations, necessitating a 

shift in preferences towards the holdings of short-dated securities. The Bank of Ghana had served 

notice in July 2008 that, in its quest to anchor inflation and inflationary expectations in the 

economy, it was not going to hesitate raising the prime rate beyond 17 percent per annum should 

the need arise. Consequently, the main money market interest rates, including the Interbank Rate 

and the 91-Day Treasury Bills rate, tended to realign to the upward revision in the policy rate of the 

central bank in accordance with the strong policy stance of the Monetary Authorities. 

 

Figure 3.1: Upward Adjustments in the Prime rate and other Money Markey Interest Rates 
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Source: Based on data obtained from MPC October 2008 Report and Bank of Ghana website 

 

Figure 3.1 shows that the main money market interest rates adjust to changes in the policy rate of 

the Bank of Ghana with a lag of at least two months ð perhaps following the use of moral suasion 

by the central bank. As shown,  the Weighted Interbank Average Rate ð the rate at which deposit 

money banks (DMBs) borrow and lend to themselves ð generally tended to rise with the prime 

rate some two to three months after the latter had been adjusted upwards to 13.5 percent per annum 

in November 2007. 
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Further upward adjustments in the policy rate were followed by sharp rises in the 91-Day Treasury 

Bills Rate and the Interbank Rate respectively. In the third quarter of 2008, as the prime rate was 

virtually fixed at 17 percent per annum, a widening spread began to emerge between the 91-Day 

Treasury Bills Rate and the Interbank Average ð possibly also signaling that DMBs would be 

better off trading on the Treasury-Bills market than among themselves. 

 

Figure 3.2: Deposit Money Banksô Nominal and Real Interest Rates  

(a): Spread between Savings and lending Rates at DMBs
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(b): Real Interest Rates Based on Yearly Inflation
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Source: Based on data obtained from MPC Reports and Bank of Ghana website.  

 

Meanwhile, the spread between lending and savings rates at the DMBs has remained virtually 

unchanged in spite of upward adjustments. Panel (a) of Figure 3.2 shows that lending and savings 

deposit rates have tended to move in tandem. As a result, the spread between them remained fixed 
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at close to 20 percentage points. Taken as a measure of intermediation cost, this indicates a 

disturbingly high cost of mobilizing financial savings in Ghana. As has been pointed out in earlier 

CEPA publications, as much as two thirds of the cost of borrowing from the banks goes to cover 

intermediation costs. The pressure to lower bank lending rates has invariably meant a lowering of 

the savings deposit rates, rather than a narrowing of the savings-lending spread. 

 

The consequence of all of this is that while lending rates have remained significantly positive in 

real terms, real savings deposit rates have been negative for the past four years or so (see Panel (b) 

of Figure 3.2). It would appear that recent calls on the non-banking sector to continue to shift their 

portfolio selection from the so-called ñunproductiveò financial assets to that favouring fixed capital 

formation would be better served with higher and positive real yields on these assets, particularly 

Time and Savings deposits. 

 

Bank of Ghana data reproduced in Table 3.1 below, suggests that market demand for government 

securities shifted significantly towards short-dated instruments (91-Days and 182-Days Treasury 

Bills) at the end of the third quarter of 2008. 

 

 Table 3.1: Structure of Outstanding Government Securities 

  Dec-05 Dec-06 Dec-07 Mar -08 Jun-08 Sep-08 

 Short-Term Securities  990 699 591 648 680 1,069 

   91-Day Treasury Bills  757 451 429 490 488 805 

   182-Day Treasury Bills  233 248 162 158 192 264 

 Medium Term Securities  774 1,374 2,292 2,239 2,210 2,026 

   1-Year Treasury-Notes  225 515 632 533 464 359 

   2-Year Fixed Note  221 478 702 686 673 627 

Total Government Securities 1,764 2,073 2,883 2,887 2,890 3,095 

Miscellaneous Items        

 Percentage Shares in Total        

   Short-Term Securities  56.1 33.7 20.5 22.4 23.5 34.5 

   Medium-Term Securities  43.9 66.3 79.5 77.6 76.5 65.5 

Source: MPC Monetary Policy Report, Vol. 2 No.5, October 2008 (Table 5, p.7)  

 

The share of the short-dated securities increased from 20.5 percent in December 2007 to 34.5 

percent in September 2008, having declined continuously from about 56 percent in December 

2005. Conversely, the shares of medium-term government securities (1-year, 2-year and 3-year 

fixed notes and 5-year bonds and Government of Ghana Indexed Linked Bonds) had been declining 

ð from about 80 percent in December 2007 to about 66 percent in September 2008. 
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Meanwhile, the holding structure of government securities at end-September 2008 remained 

broadly unchanged compared to end-December 2007 levels. According to the MPC Report of 

October 2008, the DMBsô share of 41 percent of the securities remained dominant, even though it 

had been on a significantly downward trend on account of the abolition of secondary reserve 

requirements. Moreover, ñthe Bank of Ghana recorded some marginal increases reflecting 

occasional rediscounts and purchases to make the PSBR targetsò. 

 

3.3: Trends in Monetary Aggregates 

For two years in a row, the growth in monetary aggregates ð Reserve Money, Broad Money 

Supply, and Credit to the Private sector ð exceeded the targets set by the Monetary Authorities. 

The estimated annual growth rates in Reserve Money and Broad Money Supply remained 

increasingly strong in both 2006 and 2007, exceeding the set targets by considerable margins. 

These were in spite of an increase in the demand for money and a decline in velocity of money in 

circulation in both years. The income velocity of money in circulation, defined by the ratio of gross 

domestic product to average broad money (M2 plus), is estimated to have initially risen from 2.8 in 

December 2006 to about 3.6 in May 2007 before falling somewhat to about 3 in December 2007. 

 

Table 3.2: Annual Growth Rates of Selected Monetary Aggregates and Targets 

  Program Targets Provisional Estimates 

 Dec-06 Dec-07 Dec-08 Dec-06 Aug-07 Dec-07 

Aug-

08 

  Reserve Money (RM+) 17.6 19.1 28.5 33.7 41.1 32.6 38.9 

    Reserve Money (RM) 17.5 20.0 24.2 30.8 39.3 30.6 20.7 

  Broad Money (M2+) 18.3 21.1 30.5 39.1 35.0 36.3 40.7 

    Broad Money (M2) 18.3 23.9 30.9 39.3 32.8 43.5 34.5 

      Currency Outside Banks 18.8 19.2 46.7 26.9 15.9 29.3 32.2 

      Total Deposits 18.1 24.1 47.0 43.4 40.3 38.6 42.7 

         Demand Deposits n/a n/a n/a 42.4 28.8 51.6 35.8 

         Quasi Money n/a n/a n/a 48.5 48.5 48.1 34.8 

         Foreign Currency Deposits n/a n/a n/a 38.1 43.6 10.0 62.6 

  Credit to the Private Sector 24.9 38.7 38.5 42.8 57.6 60.0 55.4 

 Miscellaneous Items               

 Currency/M2+ Ratio 0.27 0.22 0.22 0.24 0.19 0.23 0.18 

 Currency/Deposit Ratio 0.36 0.29 0.28 0.32 0.23 0.30 0.21 

 Velocity (GDP/average M2+) 3.4 2.7 2.3 2.8 3.3 3.0 2.4 

 Velocity (GDP/average M2) 4.3 3.4 2.8 3.6 4.2 3.8 3.3 

 Money Multiplier  (M2/RM) 2.4 2.6 2.8 2.5 2.7 2.7 2.98 

 Money Multiplier (M2+/RM) 3.02 3.2 3.3 3.2 3.4 3.3 4.0 

 Money Multiplier (M2+/RM+) 2.8 2.9 3.0 1.90 1.95 2.1 2.0 

 Net International Reserves (US$ 

billion) 1.70 2.07 1.98 1.86 1.71 1.83 1.19 

Source: Based on Bank of Ghana Data from MPC Reports, Monthly Statistical Bulletin (various editions)  
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Meanwhile, growth in credit to the private sector accelerated to about 60 percent per annum in 

2007 and 55 percent by end-August 2008. According to the Bank of Ghana, part of this was on 

account of financial deepening in the wake of financial sector reforms, a reduction in reserve 

requirements, and buoyant demand conditions that seemed to be adding on to the cyclical money 

demand pressures in the banking system. 

 

Reserve Money Growth and Liquidity Growth 

The available data shows that Reserve Money (RM) or High-Powered Money growth ð defined 

here to exclude foreign currency deposits ð exceeded 30 percent in 2006 and remained 

continuously above that rate before settling at an annual growth rate of about 31 percent per annum 

in 2007. This was also about 11 percentage points above the 2007 target of 20 percent (see Table 

3.2). 

 

Developments over the first half of 2008 also seem to suggest the persistence of higher annual 

growth rates: reserve money growth reached an estimated 35.8 percent in May 2008 but had since 

decelerated, growing at a rate of 20.7 percent in August 2008. 

 

Figure 3.3: Total Liquidity and Reserve Money Growth (year-on-year)  
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Source: Based on data obtained from Bank of Ghana ð Monthly Statistical Bulletin (various editions)  

 

Total liquidity (M2+) or broad money supply, including foreign currency deposits (FCD), grew in 

tandem with reserve money over the period. In general, broad money supply accelerated by more 

than 30 percent and exceeded the targets set for 2006 and 2007. While broad money supply 
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(excluding FCD) accelerated to about 43 percent per annum by December 2007, total liquidity 

decelerated on account of declines in foreign currency holdings at deposit money banks. 

Consequently, the money multiplier ð i.e., the ratio of M2+ to Reserve Money ð increased from 

3.2 in December 2006 to 3.3 in December 2007, and then sharply to 3.7 by May 2008. 

 

The sharp increases in the money multipliers (however defined in Table 3.1) reflected the BoGôs 

elimination of the secondary reserve requirements of banks in 2006. As may be recalled, the 

secondary reserves requirements on deposit money banks (DMBs), which had been set at 35 

percent of the DMBsô deposits with the central bank, was abolished in 2006 to allow for effective 

allocation of financial resources in the economy. The abolition of this requirement is reported to 

have improved the efficiency of the treasury operations of DMBs, leading to the increasing trend in 

the money multipliers. 

 

Figure 3.4: Ratio of FCD to Total Liquidity  and Total Deposits at DMBs 
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Source: Based on data obtained from Bank of Ghana ð Monthly Statistical Bulletin and MPC Reports 

 

In the first eight months of 2008, foreign currency deposits held at DMBs rose sharply from 

GH¢993 million at the end of December 2007 to reach GH¢1,709 million in August 2008. The 

sharp rise in FCD over the period reflected an increasing share of foreign currency deposits in total 

liquidity: the FCD/M2+ ratio increased from 17.2 percent in December 2007 to 25.5 percent in 

August 2008; over the same period, the FCD/total deposit ratio rose from 22.3 percent to 31 percent 

(see Figure 3.4). 
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Domestic Credit to Private Sector 

Gross credit extended by DMBs to both public sector institutions and the private sector almost 

doubled from GH¢2.53 billion in August 2006 to GH¢5.12 billion in August 2008, with the private 

sector taking the larger share of about 80 percent of the total. In August 2007, the share of DMBsô 

credit allocations to the private sector declined to 78 percent from 83.6 percent in August 2006, but 

has since reverted to 84 percent in August 2008. 

 

Bank of Ghana data shows that growth in credit to the private sector accelerated from about 29 

percent per annum at end-August 2007 to about 58 percent at end-August 2008. This doubling in 

the annual growth of DMBsô credit to the private sector has been attributed partly to financial 

deepening in the wake of financial sector reforms and the abolition of secondary reserve 

requirements, but also largely to a surge in private sector demand pressures. 

 

Table 3.3: DMBs Credit to Public Institutions and the Private Sector 

  Credit Profile By Sectors and Activity (GH¢ million) Percentage Changes Year-on-Year 

  Aug-06 Dec-06 Aug-07 Dec-07 Aug-08 Aug-07 Dec-07 Aug-08 

Credit to Private Sector  2,114.9 2,084.1 2,730.5 3,298.2 4,303.4 29.1 58.3 57.6 

Agriculture and Forestry  133.4 120.9 134.1 166.4 201.3 0.5 37.6 50.1 

Mining and Quarrying  62.6 89.4 130.9 119.5 135.8 109.3 33.7 3.7 

Manufacturing  412.8 466.8 467.9 494.0 589.7 13.3 5.8 26.0 

Construction  155.3 188.9 268.1 311.0 387.6 72.6 64.6 44.6 

Electricity, Gas and Water  104.4 46.3 81.7 87.1 95.2 -21.7 88.1 16.5 

Import Trade  143.1 173.2 182.4 201.2 267.5 27.5 16.2 46.7 

Export Trade  35.7 33.7 46.0 55.4 40.9 29.0 64.3 -11.1 

Commerce & Financial  Service 471.7 315.2 386.3 525.9 642.1 -18.1 66.8 66.2 

Transport & Communication  74.3 64.8 81.7 137.1 165.8 10.0 111.6 102.9 

Services  375.3 397.9 672.5 790.0 1,299.6 79.2 98.5 93.2 

Miscellaneous  146.5 187.0 278.9 410.6 477.9 90.4 119.6 71.4 

Public Institutions  413.7 455.7 764.0 848.3 819.2 84.7 86.2 7.2 

Grand Total  2,528.6 2,539.8 3,494.5 4,146.5 5,122.6 38.2 63.3 46.6 

Source: Based on data obtained from Bank Ghanaôs MPC Reports (various editions for 2007 and 2008)  

 

 

Indications from the officially published data suggest, however, that not all economic activities 

within the private sector benefited from the large surge in credit from the DMBs since 2007. 

Particularly noteworthy in this regard were the Mining and Quarrying, and the Export Trade sub-

sectors of economic activity where very low or negative growth rates in credit allocations were 

registered at end-August 2008. On the other hand, Commerce and Financial Services, Transport 

and Communications, as also the Services sub-sectors registered very high growth rates at end-

August 2008 relative to end-August 2007. 
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In terms of the shares allocated to economic activities, it is quite interesting to observe that all sub-

sectors, except the Services sub-sector and Miscellaneous Items, experienced declining shares in 

total private sector credit throughout the period from August 2006 to August 2008 (see Figure 3.5). 

 

Figure 3.5: Percentage Shares of Private Sector Credit by Sub-sectors of Economic Activity 
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Source: Based on data obtained from various MPC Reports (Bank of Ghana)  

 

Meanwhile the Bank of Ghana reports that DMBs profitability had remained generally good: the 

average risk-weighted capital adequacy ratio (CAR) is at around 15 percent and all banks conform 

to the statutory minimum CAR of 10 percent. It notes, however, that worrisome signs have also 

emerged in recent months: 

Á the non-performing loans ratio and loan loss provisioning have increased and the default rate of 

households has risen, albeit, the level is still low at 1½ percent; 

Á DMBsô costs have risen due to higher wage costs and a rapid expansion of bank branches 

outside Accra, the national capital. 

Á the Bank of Ghana has raised the minimum bank capital requirement, stepped up on-site 

inspections, and is taking measures to make the regulatory framework more sensitive to risk ð 

including introducing capital requirements for operational risk. 
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Inflationary Trends in the Economy 

Rising energy prices continued to pose major challenges to price stability and macroeconomic 

management in general, particularly since the last quarter of 2007. The Monetary Authorities had 

been unable to meet the single digit inflation target for 2007 and are most unlikely to meet the 

target of between 6-8 percent for 2008, as Headline Inflation continued to be slightly below 18 

percent per annum at end-September 2008. 

 

Headline Inflation, measured by the yearly change in the Consumer Price Index (CPI), had been 

steadily falling for the most part of 2007, but it began rising in November to reach 12.8 percent per 

annum at end-December 2007. This upward trend continued into the first half of 2008, reaching 

18.4 percent per annum in June; the third quarter of 2008, however, witnessed a trend reversal as 

Headline Inflation began falling gradually to 17.3 percent per annum by end-October 2008. 

 

Figure 3.6: Headline Inflation and the Food and Non-Food Components (% per annum) 

(a): Headline Inflation and Components (% per annum)

5

10

15

20

Ja
n-

06

Ap
r-0

6

Ju
l-0

6

O
ct-

06

Ja
n-

07

Ap
r-0

7

Ju
l-0

7

O
ct-

07

Ja
n-

08

Ap
r-0

8

Ju
l-0

8

O
ct-

08

pe
rc

en
t

Headline Inflation Food Non-Food

 

(b): Monthly Percentage Changes in Food Inflation,2007-2008
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Source: Based on CPI data from Newsletter Consumer Price Index ð October 2008 (Ghana Statistical Service, Accra) 

 

Panel (a) of Figure 3.6 shows relatively stable inflationary trends from January 2006 through about 

October 2007, with a convergence of both the food and non-food components by September 2007. 
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After October 2007, however, Headline Inflation rose sharply and hovered a little over 18 percent 

per annum till about July 2008. Thereafter there appears to be a gradual slowdown in the rate of 

acceleration as Headline Inflation reached 17.3 percent per annum in October 2008. 

 

Panel (b) of Figure 3.6 shows faster declines in food prices on domestic markets in the second half 

of year 2008 compared with 2007. This reflected better food harvests in 2008 compared with 2007. 

As shown, food prices on domestic markets in the first four months of 2008, had stayed almost flat 

to rising, averaging about 2.3 percent per month compared to a monthly average rise of 1.7 percent 

in 2007; in May 2008, food prices rose sharply averaging 5.2 percent per month compared with the 

monthly average rise of 2.8 percent in 2007. Over the June-October 2008 period, however, food 

prices declined sharply on average by 0.52 percent per month compared to a monthly average 

decline of 0.39 percent over the same period in 2007.  

 

The rising levels of inflation and inflationary pressures in the economy over the first half of 2008 

had been attributed, in official circles, to soaring crude oil prices on world markets and higher costs 

of food on domestic markets. In order to mitigate the impact of these high costs on Ghanaians, a 

number of measures were announced in late May 2008 by His Excellency the President of Ghana 

for immediate implementation. Among these measures, referred to as the Presidential Initiatives (or 

the Initiative for short) were the following: 

Á removal of import duties on cereals (rice, wheat, yellow corn) and vegetable oil; 

Á removal of excise duty and debt recovery levy on premix oil; 

Á reduction in the excise duty on gas oil, kerosene, and marine gas oil; 

Á increase in government support for the production cost of electricity to bring relief to 

domestic consumers; 

Á subsidization of the cost of fertilizer and effective distribution to farmers to assure good 

harvests; 

Á importation and stock-piling of additional supplies of rice and wheat to enhance food 

security; and 

Á increased supplies of tractors at subsidized rates to farmers. 

 

An assessment of how these measures might have impacted on households in the short-term would 

require a comprehensive empirical study involving both rural and urban households nationwide. 

Findings from CEPAôs preliminary investigations carried out  over the fist half of 2008, however, 

strongly suggests that, contrary to the official explanations, food inflation in Ghana over the period 
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had more to do with the pre-harvest lean period than international food inflation. Not surprisingly, 

sharp declines were recorded from July and, moreover, with the urban decline larger than the rural.  

 

Near-Term Inflation Outlook 

CEPA analysis carried out over the first half of 2008 suggests that whatever supply-side effects 

may have impacted on inflation in the course of the first half of the year, it is the demand pressures 

that have been dominant.
2
 In particular, reining in fiscal excesses ð an extremely difficult task in 

an election year ð will be critical to the task of restraining inflation. 

 

The trends to July 2008 suggested that inflation was likely to remain above 18 percent through 

October. In the event the flexible exchange rate regime and what proved to be a much better harvest 

than had been expected combined to bring a greater deceleration in inflation. By the end of the third 

quarter, the rate of inflation had fallen to below 18 percent to about 17.9 percent. CEPA forecasts 

further falls in the rate to about 16 percent in November and then to about 15 percent at the close of 

the year. 

 

Given the timing of the election, the high spending likely to come with it, and the traditional 

seasonal high consumer demand of the Yuletide, however, this would require an expensive import 

boom and further depletion of international reserves. It is worth noting that Ghanaôs gross 

international reserves have fallen in both absolute terms and in terms of months of import cover 

over the three quarters of this year. From an estimated stock of US$2738 million at the end of 2007, 

gross international reserves declined by 17.1 percent to US$2270 million at the end of September 

2008. In terms of months of import cover, the stock fell from 2.6 at the end of December 2007 to 

2.3 months at the end of September 2008.  

 

Box 3.1: INFLATION TARGETING  

Mishkin, Frederic ñDo not abandon inflation targetsò Financial Times (FT) Sept. 24, 2008 p.19 

Inflation targeting establishes a transparent and credible commitment to a specific numerical inflation objective that 

provides a firm anchor for long-run inflation expectations thereby contributing to the objective of low and stable 

inflation. 

 

The modern science of monetary policy argues that it should not try to get inflation to within a tight range over short 

horizons. To do so would only result in excessive fluctuation in economic activity. It argues, instead, that when shocks 
to the economy are sufficiently large, inflation might have to approach the target gradually over time and this could be 

longer than the six months CEPA has estimated for  Ghana (two years in the case of developed economies) as  

reasonable time horizon for monetary policy to have its intended effect on inflation. 

                                                             

2 See Annex B of this report for details. 
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Trying to get headline inflation down to the target too quickly will impose an unnecessary cost on the economy and is 

actually likely to weaken the credibility of the Bank of Ghana (BoG). Both the public and the BoG know that the Bank 

is unable to sustain an overly tough policy stance because if it did so the government might very well take steps to 

weaken its independence as happened in the first half of 2003. 

 

An overly tough policy stance could, therefore, undermine the support for an inflation targeting policy and unhinge 

longer-run inflation expectations, actually leading to worse outcomes both on economic activity and inflation. Thus, in 

the current Ghanaian context, with inflation above 18 percent and well beyond the single digit target, the BoG should 
reconsider the target; articulate a credible path for inflation that gets to the target over a reasonable time horizon. This 

would be consistent with promoting the joint objectives of price stability and maximum sustainable employment. This 

kind of public communication can build the support that makes the inflation targeting policy sustainable. The Norges 

Bank and the Riksbank ð respectively the Central Banks of Norway and Sweden ð widely acknowledged with the 

best practice of inflation targeting have moved exactly in this direction. They have both made clear that they are 

pursuing more flexible inflation targeting regimes in which the horizon over which inflation returns to its target might 

have to vary, depending on the shocks to the economy. 

 

Indeed, a more flexible approach to inflation targeting might make it more attractive to countries that have not adopted 

this monetary policy strategy, where there is fear that inflation targeting might promote too much of a focus on 

controlling inflation in the short-run rather than the dual objectives of promoting stability and maximum sustainable 
employment. 

 

In a sense, the very move from headline to underlying inflation as the appropriate target of monetary policy is at the 

heart of the issue under consideration here. The so-called volatile components of the consumer basket are often 

precisely those that experience supply shocks. The price hikes associated with these are not easily abated with 

monetary instruments in the short-term. 

 

Procrastination over petroleum products price adjustments on assuming the reins of office in 2001, contributed to 

serious fiscal slippages and the abandonment at end-September 2002 of the PRGF (1999 to 2002) program with the 

IMF that the Kufuor Administration had inherited. Subsequently, and as Prior Action for a new program with the IMF 

(itself required by the HIPC Initiative for debt relief to which Ghana was committed), petroleum products prices had to 

be raised, on average, by 80 percent in February 2003. The impact on inflation was immediate and large. Measured on 
year-on-year basis, the annual rate of inflation shot up by about 12 percentage points in March. The BoG responded by 

raising interest rates sharply. Predictably, this worked up a political storm, ending in the reconstitution of the Board of 

the Bank. 

 

Inflation targeting would require the Bank of Ghana to follow a rule to prove to the public and legislators that it is 

aiming at the inflation target. The advantage of the rule is said to be that it is predictable because it is fixed; and it is 

transparent because it is mechanical. 

 

In the 1980s John Taylor proposed a prototype rule: set the short-term real interest rate higher, if inflation rises; and 

lower if unemployment rises. If inflation is on target and unemployment is at the ñnatural rateò, set the short-term real 

rate at the ñnatural interest rateò ð the rate businesses could afford to pay if unemployment were at the natural rate. 
The Taylor rule assumes all these natural rates to be constants. The ómarket rateô denotes the actual value of the real 

rate of interest while the ónatural rateô refers to an equilibrium value of the same variable. The latter term by itself 

divulges Wicksellôs engagement in the ancient quest for a neutral monetary system ð that is, a system neutral in the 

original sense that all relative prices develop as they would in a hypothetical world without paper money. 

 

Wicksell developed the concepts of natural rates and made the nexus between money creation, inter-temporal resource 

allocation disequilibrium and movements in money income the dominant theme in macroeconomics for three decades 

until it was submerged in Keynesian economics. His objective was to explain how both money and prices come to 

move from one equilibrium level to another. This inter-equilibrium movement became his famous ócumulative 

processesô. The maladjustment of the interest rate was the key hypothesis in Wicksellôs explanation. 

 

Commitment to a rate rule, however, could be dangerous because markets could not rescue the economy from the 
consequences of an error in the rule. Should the natural interest rate drop below the level the rule took it to be, no fall in 

prices and wages could restore unemployment to its natural rate. Their fall would raise short-term real interest rates and 

pull down the money supply with them leaving no net restorative effect. That was Keynes message in the 1930s, when 

the Bank of Englandôs tacit policy intended to keep rates at the natural interest rate level but had little sense of how far 

it had fallen and why. 
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Similarly, if the natural shoots above the level the rule took it to be, no rise in prices and wages could bring inflation 
down to the target range. Such inflation accelerations would rather reduce the real interest rate and widen the 

disequilibrium gap the more, pulling up the money supply with them. 

 

The possibility exits, therefore, that the quantitative rule selected would leave the natural rate well below the real rate 

required by the rule in some periods thus risking a slump and well above it in other periods thus risking rising inflation. 

Or possibly the rule could be pitched too high or too low all the time owing to a large over estimate or under estimate 

of the range in which the natural rate will lie in the future. These are serious hazards. Research by Phelps and others in 

the 1990s found that the natural interest rate and the natural unemployment rate have experienced large swings and 
sharp shifts to new territory. 

 

Defenders of interest rate rules reply that a central bank can deal with moving natural interest and natural 

unemployment rates. The bank can draw on an econometric model to estimate how exactly the natural interest rate 

varies with its determinants ð wealth, stocks of business assets, overseas interest rates, and incomes and business 

prospects for the future. With that estimated structural relationship in hand, the bank can calculate what the natural 

interest rate is implied to be this month or next, using the current observed values of its determinants. Formulas for the 

variable natural interest rate and for the natural unemployment rate are thus embedded in the rule. They are to be fixed 

through time to satisfy the rule advocatesô desire for commitment. 

 

The problem, however, is that the structure of the economy could change rendering the econometric model way off the 
mark. In capitalist economies people have only imperfect knowledge about the economyôs structure. And the structural 

relationships themselves are unfolding as learning and creativity occur. So commitment to a fixed rule would add new 

sources of uncertainty ð possibly worse than the sources removed by barring ñdiscretionò. 

 

Similar considerations could be applied to the analysis of real exchange rate misalignments. The IMF has argued that in 

the current Ghanaian context the equilibrium real exchange rate is much more appreciated than at any time since 

Independence. Moreover, the size of net foreign exchange inflows on account of debt cancellation, inward transfers, 

large inflows of aid from traditional as well as non-traditional sources, and access to private capital markets, together 

give the Ghanaian economy newly found resilience. Traditional targets for international reserves need to be revised 

sharply downward. In context, a flexible exchange regime would result in nominal exchange rate appreciation in 

support of the inflation targeting regime. Failure to allow this to happen would result in the persistence of off-target 

inflation as at present.         
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4 EXTERNAL TRADE AND PAYMENTS AND OUTLOOK  

4.0: Introduction 

For three consecutive years, Ghanaôs international payments position has manifested a trend 

towards surpluses on the overall balance of payments, with widening trade and current account 

deficits that are financed by transfers and substantial long-term and medium-term capital inflows.  

 

Being a net crude oil-importing country, and dependent largely on imports of petroleum products, 

the demand for which is moreover price inelastic for an oil-importing country, Ghanaôs oil imports 

ð about 23 percent of the total import bill per annum over the past four years ð reached US$2.1 

billion at the end of 2007. Average world market prices had increased by almost 90 percent to 

about US$70 per barrel by the end of 2007. In early 2008, as crude oil prices on world markets 

threatened to get beyond US$120 per barrel, the government was compelled to reduce the excise 

duty and debt recovery levy on certain categories of petroleum products in order to mitigate the 

rising cost of living on domestic consumers. 

 

Even as the import bill was getting larger, exports of both traditional and non-traditional 

commodities were not doing so well, in spite of favorable price developments on world gold and 

cocoa markets. Apart from gold whose price had rallied to record-high levels, the performance of 

all other export commodities, including cocoa beans (on account of lower export volumes), timber 

and non-traditional exports, was rather poor and unimpressive. Moreover, external reserves 

accumulation turned out to be modest in 2007, allowing Ghanaôs gross international reserves to 

cover up to only 2.6 months of imports; the stock of reserves fell further to the equivalent of 2.3 

months of imports at the end of September 2008. 

 

The experience over the past years reveals once again, the fundamental vulnerability and fragility 

of a primary commodity-dependent economy. This worrisome situation appears to be the result of a 

combination of an arguably óovervaluedô currency (that may be squeezing profit margins of 

exporters and import-competing enterprises) and an inadequate incentive scheme that together 

make products made in Ghana uncompetitive both at home and abroad. 

 

The experience also points to the dangers of sacrificing external competitiveness of Ghanaian 

exports by using the exchange rate as a nominal anchor to achieve inflation targets, giving rise to 

prolonged episodes of overvaluation of the exchange rate. This policy stance seems to have made 
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imports, particularly of consumer durables and non-durables, cheaper than should otherwise have 

been the case, thereby increasingly widening the already precarious trade deficit. The costs are in 

terms of reduced domestic output and increased unemployment, particularly in the tradables sector. 

 

Superimposed on all these are the debt relief resources on account of HIPC and the Multilateral 

Donor Relief Initiative (MDRI); huge inflows from the Millennium Challenge Account (MCA) 

grants; as well as increased surges in net official transfers and private remittances. These inflows ð 

estimated at US$2.3 billion per annum over the period 2002-2007 ð could lead to massive 

government spending, especially in a hotly contested election year, with the potential for creating 

macroeconomic management problems that may well undermine prospects for long-term economic 

growth.  The overvaluation could be worsened by an aid boom arising from increasing perception 

of Ghana as an African success story. 

 

Ghana is expected to benefit from significant oil and gas resources that are projected to generate 

about 3-5 percent of non-oil GDP per annum over the next five years. All of this will require 

prudent and transparent management of the resources if the ñoil curseò problem (as exemplified in 

the Nigerian and Gabonese experiences) is to be avoided. 

 

This suggests that, with the projected oil prospects, Dutch disease-type effects ð real exchange 

rate appreciation associated with prolonged episodes of overvaluation and the shrinkage of the 

tradables sector ð cannot be ignored. Failure to diagnose the Dutch disease encourages a status 

quo, which can be costly, by letting adverse developments undermine long-term growth prospects. 

On the other hand, a diagnosis pointing to the ñdiseaseò is a double-edged sword: when it is right, it 

can prompt implementation of corrective measures needed to curtail adverse developments; if it is 

flawed, in circumstances where the disease is non-existent, the adjustments it would call for can set 

back actions that could have otherwise contributed to laying the groundwork for long-term growth 

and poverty reduction. 

 

The literature and empirical research findings suggest that not only is overvaluation bad for 

economic growth and export diversification, but that moderate undervaluation is good for both. 

Moreover, as Elbadawi and Kaltani (2007) conclude: ñ... avoiding protracted spells of real 

exchange rate overvaluation in an era of fully spent/absorbed scaled-up aid flows is already a tall 

order and may not be enough to deliver the growth and export diversification agenda of GPRS IIò  

ð the successor to the Ghana Poverty Reduction Strategy (GPRS I). 
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There is also a dynamic underlying exchange rate misalignment that must be borne in mind. In 

Country Report No.07/210 dated June 2007, the IMF argues that the 2000 exchange rate 

depreciation in Ghana significantly undershot its equilibrium level and that the subsequent real 

appreciation can be interpreted as a convergence of the actual real exchange rate to its equilibrium 

level (reached in early 2006). Developments over the first half of 2008, however, are signaling an 

incipient appreciation of the real effective exchange rate, with continuing overvaluation of the 

domestic currency vis-à-vis the currencies of major trading-partner countries. This is emerging in 

the aftermath of the rather short spell of reasonably low levels of real depreciations witnessed 

between March and December 2007, and has important convergence/adjustment implications to the 

equilibrium exchange rate. 

 

4.1 The Foreign Exchange Market 

Ghanaôs domestic foreign exchange markets were relatively stable over the three-year period from 

2005 through 2007, with the cedi depreciating against the US dollar in nominal terms by about 2 

percent per annum on average. In the first three quarters of 2007, the transactions rate of the Ghana 

cedi on the domestic foreign exchange market hovered between the narrow band of GH¢0.92 per 

US dollar and GH¢0.94 per dollar. In the fourth quarter of the same year, however, the cedi 

persistently lost value against the US dollar as it depreciated by 4.9 percent at end-December 2007. 

This trend continued into the first half of 2008 as the cedi depreciated further against the US dollar 

by as much as 9.5 percent, exchanging for the US dollar at a rate less than GH¢1.02 per US dollar 

at the end of June 2008 (see Figure 4.1). 

 

Measured against other major international currencies, the rate of nominal depreciation of the cedi 

was much higher. The cedi depreciated by 9.1 percent against the British Pound sterling and 17.0 

percent against the euro at end-December 2007, and with still higher rates of depreciation 

continuing into the first half of 2008. Data published by the Bank of Ghana show that at end-June 

2008, the cedi depreciated by 8.9 percent against the British Pound and 28.1 percent against and the 

euro (see Table 4.1). 

 

The trend in the domestic foreign exchange market partially reflected a strengthening of the US 

dollar against the British Pound sterling and a weakening of both the US dollar and the British 

Pound against the euro in international currency markets. As indicated in Table 4.1, the levels of 

depreciation of the US dollar against the British Pound had fallen steadily since December 2006 

culminating in an appreciation in June 2008. 
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Figure 4.1: Transactions Exchange Rate of the Cedi against the US Dollar on the Domestic Interbank Market  
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Source: Based on data from Bank of Ghana website and Monthly Statistical Bulletins (various editions)  

 

But even as the US dollar was gaining some strength against the British Pound, the euro was 

strengthening even faster against both the US dollar and the British Pound in international foreign 

exchange markets. In September 2007 the euro appreciated sharply against the British Pound in 

nominal terms by about 2.0 percent on a year-on-year basis. This trend escalated in subsequent 

months, peaking at 14.6 percent ð appreciating by end-June 2008. Over the same period, the US 

dollar weakened against the euro, depreciating by 15.9 percent in June 2008. 

 

Table 4.1: Nominal Depreciations against Major Currencies (Average Monthly Rates; Year-on-Year %) 

  Domestic Foreign Exchange Market International Foreign Exchange Market 

  Cedi/USD Cedi/GBP Cedi/Euro USD/GBP USD/Euro Euro/GBP 

Dec '06 1.36 14.19 12.88 12.51 11.44 0.96 

Mar '07 1.45 13.68 33.29 11.70 10.16 1.39 

Jun '07 1.08 8.70 7.15 7.71 6.07 1.54 

Sep '07 1.90 8.91 10.48 7.01 9.27 -2.06 

Dec '07 4.85 9.12 16.98 2.79 10.19 -6.73 

Mar '08 5.51 8.67 25.22 2.88 17.31 -12.28 

Jun-08 9.45 8.87 28.09 -1.04 15.94 -14.65 

Sources: Based on data from Bank of Ghana website and various editions of International Financial Statistics (IMF) 

 

These developments on international currency markets were mainly driven by fears of a looming 

recession in the United States economy following the build-up of one of the biggest housing 
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bubbles in the history of that countryôs mortgage market. This led to a credit crunch in money 

markets, the consequences of which were transmitted to other developed market economies in the 

form of higher costs of borrowing for both firms and consumers, especially in the United States and 

the United Kingdom. 

 

In mid-August 2007, the Federal Reserve Board of the United States responded to the financial 

turmoil by taking a series of measures, including cutting the discount rate ð the rate at which it 

lends to banks ð by half a percentage point, to help address the significant strains in short-term 

money markets. These measures subsequently led to the US dollar gaining some strength against 

the British Pound in the first half of 2008. In spite of this, the cedi continued to depreciate against 

the US dollar. 

 

Recent reports on global economic developments also indicate that the falling price of 

commodities, which are priced in dollars, had helped strengthen the US dollar. Investors had 

bought oil and gold to protect against the dollar weakness but they had since March 2008 been 

unwinding those positions.
3
 The fall in the value of the British Pound, on the other hand, is reported 

to reflect a temporary increase in the sterling risk premium on account of official concerns that the 

British economy could be heading into recession. In early August 2008, the Bank of England issued 

a gloomy assessment of the UK economy with predictions that economic growth would most likely 

be flat in 2009 while inflation reaches beyond 5 percent per annum. 

 

Meanwhile, Ghanaôs real effective exchange rate (REER) ð the nominal exchange rate adjusted 

for relative inflation between Ghana and major trading-partner countries (the United States, United 

Kingdom and the European Union), and weighted by the volume of trade with these trading-partner 

countries ð is estimated to have moderately appreciated in the first half of 2008, having witnessed 

reasonably low levels of real depreciations in the nine-month period from March 2007 through end-

December 2007. 

 

We present in Figure 4.2 the changes in the trade-weighted real exchange rate (REER), the nominal 

effective exchange rate (NEER) ð defined as the trade-weighted nominal exchange rate between 

Ghana and her major trading-partner countries ð and the inflation differentials between Ghana and 

these trading-partner countries. As measured a negative change in either of the REER or the NEER 

signifies an appreciation, while a positive change denotes depreciation. 

                                                             

3 See, for example, Bank of England Inflation Report for July 2008. 
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Figure 4.2: Changes in Ghanaôs CPI-Based REER, NEER and Inflation Differentials of Major Trading Partners   

-15

-5

5

15

25

D
e

c
-0

1

M
a

r-

J
u

n
-0

2

S
e

p
-0

2

D
e

c
-0

2

M
a

r-

J
u

n
-0

3

S
e

p
-0

3

D
e

c
-0

3

M
a

r-

J
u

n
-0

4

S
e

p
-0

4

D
e

c
-0

4

M
a

r-

J
u

n
-0

5

S
e

p
-0

5

D
e

c
-0

5

M
a

r-

J
u

n
-0

6

S
e

p
-0

6

D
e

c
-0

6

M
a

r-

J
u

n
-0

7

S
e

p
-0

7

D
e

c
-0

7

M
a

r-

J
u

n
-0

8

p
e

rc
e

n
t 

(y
-o

n
-y

)

Due to NEER Due to Inflation Differentials Changes in REER

 

Source: Based on IMF data from International Financial Statistics (various monthly editions)  

 

As can be observed from Figure 4.2, the slightly appreciated levels of the real effective exchange 

rate (REER) seen in the first half of 2008 were still driven by higher domestic inflation rates 

relative to those of Ghanaôs major trading-partner countries. Even though domestic inflation had 

generally been on a downward path from 2002 until about November 2007 when the trend turned 

upwards, it was still higher in Ghana than in trading-partner countries, in spite of the rise in food- 

and energy-induced inflation rates recently reported in advanced economies. Moreover, the 

nominal effective exchange rate (NEER) depreciated sharply during the first half of 2008 ð 

reaching comparable levels of NEER depreciation registered in the first half of 2004. 

 

In spite of the use of the exchange rate as a nominal anchor, Ghanaôs rate of inflation has remained 

relatively high compared with her trading partners. This inflation differential has been the driving 

force in all the periods of appreciation of the REER between 2001 and June 2008. For the limited 

period that the REER depreciated between the second half of 2002 and the last quarter of 2007, the 

REER depreciation was led by depreciation in the NEER.  Ghana needs to work on reducing the 

inflation and productivity differentials with her trading partners to generate competitiveness in 

international markets. 
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It is also important to observe that, compared with the first half of 2008 Ghana witnessed 

significantly higher levels of REER appreciation between end-2002 and end-February 2007 ð a 

period during which the country reached the HIPC Completion Point and benefited from substantial 

debt relief initiatives, scaled-up aid inflows (including the Millennium Challenge Account grants), 

and increased surges of both official and private remittances from abroad. These huge inflows 

reportedly led to large government spending, which tend to create macroeconomic management 

problems with the potential for undermining prospects for long-term economic growth through 

Dutch disease-type effects ð deindustrialization and the shrinkage of the tradables goods sector.  

 

As indicated earlier, current strategies for managing Ghanaôs exchange rate regime, together with 

major spurts in aid flows since 2001, have been raising concerns over significant real exchange rate 

overvaluations and loss of external competitiveness. This arises in part from the composition of 

expenditure from aid and the use of the exchange rate as a nominal anchor within the context of the 

disinflation policy of the Bank of Ghana ð currently referred to as ñinflation targeting liteò. It has 

been argued, for example, that for the period 2001-2003 increased aid to Ghana was neither 

absorbed nor spent partly as a result of the need to accumulate reserves as buffer against external 

shocks as well as to avoid Dutch disease problems. Moreover, studies have shown that there was no 

evidence ð even over the period 2004-2007 when aid was fully absorbed and spent ð that aid was 

channeled to the private sector, or utilized within the public sector for the explicit purpose of 

promoting private sector development. 

 

These studies also suggest that not only is overvaluation bad for growth and export diversification, 

but that moderate undervaluation is good for both. Moreover, avoiding protracted spells of real 

exchange rate overvaluation in an era of fully absorbed/spent scaled-up aid flows is already a tall 

order and may not be enough to deliver the growth and export diversification agenda of GPRS II. 

 

It may be necessary for the authorities to engineer an RER undervaluation that deploys policy 

levers to increase private and corporate savings, stem speculative short-term capital flows, and 

improve the efficiency of the service delivery of non-traded goods and services. This would 

require, however, that the macroeconomic management of aid in the context of the GPRS II is 

flexible enough to accommodate the required policy package for maintaining the competitiveness 

of the real exchange rate as a self-effacing strategy. 
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4.2 The Balance of Payments 

Ghana continues to experience increasing trade and current account deficits financed by capital 

inflows. The disturbing trend may reflect with a lag the real appreciation of the cedi, resulting in 

loss of competitiveness and the failure to diversify the economy coupled with declining non-

traditional exports. 

 

Published data by the Bank of Ghana reveal that the countryôs overall balance of payments position 

turned from a deficit of US$10.4 million in 2004 to a surplus of US$84.3 million in 2005, and has 

since improved to US$415 million in 2006, stabilizing at that level (US$413.1 million) in 2007. 

 

Figure 4.3: Selected External Sector Indicators, 2001-2007 

(a): Trade, Current Account Deficits and Overall Balance of Payments
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(b): Annual Changes in Trade Volumes, REER and Terms of Trade
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Source: Based on data from Bank of Ghana ð Monthly Statistical Bulletin and MPC Reports (various editions)  

 

The improvements in the overall balance of payments position were moreover accompanied by 

large and widening deficits on both the trade and current account balances ð all of these in the face 
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of continued improvements in the terms of trade. Except for 2004 and 2005, annual changes in the 

terms of trade have been benign ð increasing by 4.8 percent per annum in 2006 to 11 percent per 

annum in 2007. In spite of the favorable terms of trade in 2006 and 2007, the countryôs trade 

balance and current accounts position deteriorated. 

 

Over the four-year period of 2004-2007, the deficit on the trade balance widened continuously from 

17.6 percent of GDP to reach 26 percent of GDP, with the non-oil trade deficit widening from 8.8 

percent of GDP in 2004 to 11.3 percent of GDP in 2007. Over the same period, the deficit on the 

current account (including official transfers) deteriorated from 0.9 percent of GDP in 2004 to 12.6 

percent of GDP in 2007.  

 

Given that the current account deficit represents the countryôs liability to the rest of the world, the 

persistent widening of the deficit raises issues about sustainability. Already, government has 

signaled its intentions to access international capital markets for non-concessional commercial 

loans. Appropriate caution needs to be taken in ensuring debt sustainability and assessing the risk 

associated with non-concessional borrowing in commercial markets. 

 

A critical factor behind the countryôs widening trade deficit has been a ballooning of the import 

bill, resulting from a combination of real exchange rate appreciation and sharp increases in crude 

oil prices on world markets. 

 

Being an oil-importing country, and dependent largely on imports of petroleum products, Ghanaôs 

oil imports ð about 23 percent of the total import bill per annum over the last four-year period ð 

reached US$2.1 billion in 2007. World market prices had increased by almost 90 percent from an 

average price per barrel of US$38.2 in 2004 to US$69.6 in 2007. In early 2008, as average crude oil 

prices on world markets threatened to get beyond US$100 per barrel, the government was 

compelled in May to reduce the excise duty and debt recovery levy on gas oil, kerosene, premix oil, 

and marine gas oil as one of several measures to mitigate the rising cost of living on domestic 

consumers. The effective subsidies on these petroleum products are estimated to have amounted to 

US$49.4 million approximately. 

 

Even without oil, the gap between merchandise exports and non-oil imports is widening. The bulk 

of Ghanaôs imports ð an average of 77 percent of the total import bill per annum over the past four 

years ð is non-oil imports. The available statistics indicate that the countryôs non-oil import bill 

surged from US$3.5 billion in 2004 to almost US$6.0 billion in 2007. In the first half of 2008, the 
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non-oil import bill is estimated to have amounted to US$3.9 billion compared to US$2.6 billion at 

the end of June 2007. As indicated earlier, this reflects the incipient levels of real exchange rate 

appreciation with possible overvaluation of the currency in the first half of 2008.
4
 

 

It has often been argued that the ballooning of the non-oil import bill in Ghana was required to 

support higher levels of economic growth in the last four years (including the present, 2008). Even 

though there is no detailed breakdown of imports to determine intermediate use, official reports 

(including Bank of Ghana publications) suggest that about 75 percent of these imports might be for 

intermediate purposes. Given the composition and sources of growth of real GDP, questions might 

be raised about domestic value-added and the efficiency of the sectors that use these imports 

intensively. A thorough diagnosis would reveal, for example, that in several productive activities 

domestic value-added would be negative. Such activities would, therefore, be surviving only 

because of the subsidy provided by the overvaluation of the exchange rate. 

 

Ironically, the external payments difficulties of the past four years were also partly the result of a 

deceleration in export earnings. Total earnings from the shipment of Ghanaôs traditional and non-

traditional export commodities to trading-partner countries increased by only 12.6 percent in 2007 

compared to an annual growth rate of 33 percent in 2006. This lower annual growth rate was 

moreover achieved on the back of gold, whose share in overall export earnings in 2007 increased to 

43 percent of the total. Indeed, since 2004, the share of gold export receipts in overall export 

earnings exceeded those of all other export commodities, thus making gold the dominant export-

earning commodity (see Figure 4.4). 

 

In 2007, gold exports increased by almost 36 percent in value terms amounting to US$1.7 billion. 

This was both on account of record-high prices on world markets and increased export volumes. 

While export volumes increased by 19 percent relative to 2006, world prices rallied by more than 

15 percent to reach US$696 per ounce in 2007 ð higher than the average price of US$604 per 

ounce registered in 2006.
5
  

 

 

                                                             

4 As part of the mitigation measures mentioned earlier, government removed all duties on imported cereals (rice, wheat, and yellow 

corn) and vegetable oil in May 2008. The cost of this subsidy in terms of foregone revenue to the national budget is estimated at 
about US$43.07 million (MoFEP, May 2008). 

 
5
 According to statistics published by the World Gold Council, the average spot price per ounce on world markets touched US$968 

in March 2008 but has since fallen to US$889 at the end of June 2008. 
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Table 4.2: Balance of Payments, 2004-2008 (US$ million) 

    Provisional   Budget   BoG Est. Budget 

  2004 2005 2006 2007 2007 2008 

 Merchandise Exports (fob)  

      

2,739.2  

      

2,802.2        3,726.7  

         

4,181  

       

4,194.7  

      

4,973.7  

      Gold  840.2  945.8   1,277.3  1,377  1,733.8  2,064.2  

      Cocoa Beans and Products  1,025.7  908.4   1,187.4  1,149  1,103.2  1,389.5  

      Timber and Wood Products  211.7  226.5  206.7  254  250.1  244.6  

      Others (n.e.c.)        661.6       721.5        1,055.3    1,402  ,107.6  1,275.4  

         of which Non-Traditional Exports  490.2  582.3  579.5   n/a  n/a  n/a  

 Imports (fob)  

      

4,297.3  

      

5,345.4        6,753.7  

         

7,118  

       

8,073.6  

      

8,633.6  

     Oil Imports   775.0  1,127.5  1,646.2  1,473  2,105.3  2,100.7  

     Non-Oil Imports   3,522.3  4,217.9   5,107.5  5,644  5,968.3  6,532.9  

 Trade Balance  (1,558.1) (2,543.2)  (3,027.0) (2,936) (3,878.9) (3,660.0) 

 Services and Income (net)  (356.2) (385.1) 
        

(263.9) (426) 
        

(428.4) (302.9) 

 Private Transfers (net)  1,287.1  1,549.8   1,644.6  2,084  1,804.35  2,192.6  

 Current Account Balance (CAB)  (627.2) (1,378.5) 

     

(1,646.3) (1,278)   (2,502.9) (1,770.3) 

 Official Transfers (net)   543.9  566.9   833.6  711  618.19  620.3  

 CAB (including offic ial transfers)  (83.3) (811.6) (812.7) (567.3)  (1,884.7) (1,150.0) 

 Capital Account Balance  

           

71.1  

         

964.6           987.7  

            

765  

       

2,518.5  

      

1,984.6  

       Official Long/Medium (net)  52.5  141.1   146.9  273  1,169.6  540.9  

       Private Long/Medium Capital (net)  201.6  689.5  840.8  493   1,348.9  1,443.8  

 Errors and Omissions   1.8  (68.8)  240.1   -    (220.6) -    

 Overall Balance  (10.4)           84.3           415.1  

         

198.0  

          

413.1         834.7  

Changes in Short-Term External Position       10.4  (84.3)      (415.1) (198.0) 

        

(413.1) (834.7) 

        Use of Fund Credit  7.1  (13.5)  (265.0) - - -  
        Other Reserve changes  (192.7) (295.9) (150.1) (198)  (413.1) (834.7) 

        Exceptional Financing  196.0  225.0  -  - - -  

Memorandum Items            

  Percent of GDP              

         Trade Balance (- = deficit)  (17.6) (23.8) (24.2) (20.1)  (26.0) (25.8) 

         Current Account (excl. official transfers)  (7.1) (12.9)  (13.1) (8.7) (16.8) (12.5) 

         Current Account (incl. official transfers)  (0.9) (7.6)  (6.5) (3.9)  (12.6) (8.1) 

          Overall Balance of Payments   (0.1)     0.8         3.3             1.4      2.8         5.9  

    Gross International Reserves          

      US$ millions  1,732  1,951    2,325  2,568  2,837  2,874  

      Months of Imports (goods & NF services)  3.6   2.8   2.8  3.2   2.6  3.0  

     Gross Domestic Product (US$ million)  

         

8,863  

       

10,692         12,523  

       

14,620  

        

14,938  

       

14,198  

       Nominal GDP (GH¢ billion)  7.9804  9.7018   11.4903  13.9767  13.9746  16.2958  

       Average Exchange Rate (GH¢/US$)  0.9005  0.9074  0.9176  0.9560  0.9355  1.1478  

       Terms of Trade (annual % change)  (15.1) (6.8)              4.7  9.4   11.1  5.6  

Source: Budget Statements and Economic Policy for 2004 through 2008, Ministry of Finance and Economic Planning; and Bank of Ghana 

 

On the other hand, export earnings from the shipment of Cocoa Beans and Products fell by 7.1 

percent in 2007 relative to 2006. The decline in earnings was largely due to a sharp fall in the 

volume of cocoa beans exports even in the face of continuous price rallies on world markets. The 

average price per metric ton of cocoa beans on world markets rose to US$1,952 in 2007 compared 

with US$1,591 in 2006. Even though prices increased by about 23 percent in 2007 relative to 2006, 

Ghanaôs shipment of cocoa beans to trading-partner countries declined in volume terms by 14.8 
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percent, leading to much lower export receipts of US$1.1 billion in 2007 compared with US$1.2 

billion in 2006. 

 

Figure 4.4: Shares of Selected Export Commodities in Total Export Earnings in Ghana, 2004-2007 
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Source: Based on data from Bank of Ghana (various issues of Economic Bulletin and MPC Reports)  

 

Although earnings from the export of cocoa products ð mainly chocolate and cocoa confectionery, 

cocoa powder, and cocoa paste ð increased by 10 percent over the level registered in 2006, this 

was not enough to cushion the fall in export receipts from cocoa beans, as the combined share of 

Cocoa Beans and Products remained virtually unchanged at 32 percent of total export earnings as in 

2005 and 2006. 

 

Non-Traditional Exports (NTEs) ð defined here to exclude cocoa and wood products ð appear 

not to have done well either. Over the past four years, the contribution of NTEs to overall export 

earnings has been falling, with an apparent dwindling in shares of the horticultural category of 

agricultural goods. The available evidence suggests that over the past four years export volumes of 

pineapples ð which used to be the highest earner in the horticultural category of agricultural NTEs 

ð slumped by 66 percent on account of a shift in demand from the smooth cayenne variety 

produced mainly by Ghanaian farmers to the so-called MD2 variety mostly produced in South 

America. 

 

As mentioned earlier, Ghanaôs deteriorating trade and current account deficits were financed by 

both substantial unrequited transfers (official and private) and massive inflows of long-term and 

medium-term loans. Between 2004 and 2007, net inflows of capital (official and private long-term 
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and medium-term loans) more than doubled from US$0.96 billion in 2005 to US$2.5 billion in 

2007, resulting in an overall balance of payments surplus equivalent to 2.8 percent of GDP. 

 

An important policy issue emerges from the analysis as presented. This relates to the continuing 

concentration of Ghanaôs exports on primary export commodities ð cocoa and gold ð and raises 

issues about the effectiveness of export diversification policies. Our analysis draws attention to the 

fact that even in the face of very favourable terms of trade and significant price rallies on world 

cocoa and gold exchanges, the countryôs non-oil trade balance has persistently been in deficit, and 

this is the case whether one uses total merchandise imports or non-oil imports. The situation would 

be very ominous indeed if there were to be price reversals, as adverse price shocks could affect the 

sustainability of earnings from these primary export commodities. 

 

It is precisely for reasons of avoiding portentous outcomes of adverse terms of trade shocks that the 

Government of Ghana found it prudent to support an export diversification programme which had 

strong potentials for economic transformation. In many developing countries, non-traditional 

exports are credited with higher income elasticities of demand, less volatile terms of trade, and 

higher prospects of dynamic productivity gains. Unfortunately, the experience in Ghana is that the 

country has been losing market share for some of its much-touted non-traditional exports. This 

worrisome situation appears to be resulting from a combination of an overvalued currency that may 

be squeezing profit margins and an inadequate incentive scheme that may be making Ghanaian 

exports uncompetitive on international markets. 

 

True competitiveness in global markets depends on the successful functioning of the markets for 

goods, services, and foreign exchanges, as well as on the markets for factor inputs ð finance, labor 

and land. It also depends on a comprehensive trade policy and a regulatory environment that 

facilitates the efforts of entrepreneurs willing to take advantage of opportunities to produce quality, 

high value-added goods for export markets. 

 

To be able to prosper in todayôs competitive global trading environment, the Government of Ghana 

must take on, in addition, a more vibrant role to quickly exploit the global knowledge revolution 

and make effective use of information and communications technology (ICT) in the quest to 

transform the agricultural, industrial and services sectors of the economy. This would involve 

building an information infrastructure necessary for creating abilities to adopt and adapt to rapidly 

changing global technologies; diffusing new technologies actively throughout the economy; 

upgrading education and learning; and strengthening the research and development system. While 
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such changes cannot happen overnight, CEPA reckons that continuous real appreciation of the 

exchange rate, particularly if it is inconsistent with the macroeconomic fundamentals, would only 

jeopardize efforts at building a solid competitive economy, while weakening the profitability and 

viability of non-traditional exports. 

 

Lessons from the experiences in East Asian Tigers, and lately China and India, have shown that 

increased emphasis on higher education ð highlighting science and engineering courses and 

vocational and entrepreneurial training and skills development ð as well as massive investments in 

research and development that is oriented towards the creation of new products and product 

designs, marketing methods and organizational forms, can be important in bringing about the 

dynamism required for intensifying competition between enterprises and between countries. 

Knowledge and information have become the key drivers of international competitiveness, making 

it crucial to respond rapidly and efficiently to evolving technological changes. 

 

It is about time Ghanaôs export diversification drive was charted along these lines. A first step 

would be to address the myriad institutional and infrastructural bottlenecks that seem to be holding 

back efficient service delivery in the non-traded goods sector ð namely, improving the legal and 

institutional environment for doing business in Ghana, and minimizing the bureaucratic processes 

of service delivery in financial and public sector institutions, including deposit money banks, public 

utility agencies, as well as the ministries, department and agencies (MDAs) of government. 
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SPECIAL TOPIC I : GHANAôS INTERIM ECONOMIC PARTNERSHIP AGREEMENT 

Background 

Trade between Ghana and the states of the European Union (EU) over the period 1974 to December 

2007 has been governed by a series of agreements negotiated under what is generally referred to as 

the Lome Convention. These gave rise to Lome I, II, III, and IV followed by the Cotonou 

Agreement (named after the capital of signature) under the same Convention. The convention was 

negotiated between the EU states and their ex-colonies of the African, Caribbean and Pacific (ACP) 

regions. The trade components of all these agreements were non-reciprocal in the sense of allowing 

the ACP states to place tariffs on their imports from the EU (that is, European exports to them) 

while enjoying duty-free and quota-free access for their exports to the EU (European imports from 

them). 

 

The preferential treatment the EU thus extended to the ACP states, however, contravened Article 1 

of the General Agreement of Tariffs and Trade (GATT). This Article stipulates that  

éécustom duties and charges of any kind imposedé.by any contracting party (member 

state) to any products originating iné.any country shall be accorded immediately and 

unconditionally to the like product originating iné..the territories of all contracting 

parties (member states). 

 

Nor could this preferential treatment accorded to the ACP states be justified under the so-called 

Enabling Clause of the GATT. This clause, also known as the Decision on Differential and More 

Favorable Treatment and Fuller Participation of Developing Countries, allows for discriminatory 

treatment among the members of the GATT. Such preferential treatment of some is possible 

provided it is extended to ALL member states that qualify to be so treated ð in other words, all 

members that fall into the development category under consideration. The two groups of member 

states that qualify for preferential treatment under current World Trade Organization (WTO) rules 

ð developing and least developed countries ð include non-ACP states. 

 

The concept of ACP states in the Lome Convention can be described as a historical construct and a 

product of colonialism. By its exclusion of some members of the WTO that are classified as 

developing countries and/or least developed countries (LDCs), it cannot be used as a basis for 

preferential treatment. The excluded states that otherwise are eligible can be expected to protest, 

and indeed have actually protested against what they see as unfair and discriminatory treatment. 
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Hence, the EU needed to obtain waivers from the WTO, first for the Lome Convention in 1994 and 

then for the Cotonou Agreement at the DOHA Ministerial Meeting in 2001. The most recent waiver 

for the Cotonou trade preferences was scheduled to expire at the end of 2007, and in the view of the 

World Bank ña number of WTO members would have strongly opposed extending it.ò Expiration of 

the WTO waiver at the end of 2007, therefore, reinforced the Cotonou Agreementôs target of 

completing the negotiations of the Economic Partnership Agreements (EPAs) by that date. It made 

the need for replacing the Cotonou trade preferences with a WTO-compliant, reciprocal trade 

agreement the effective driver of the EPA process. Indeed, at the signing of the Cotonou 

Agreement, it was agreed by the parties that subsequent agreements would have to be WTO-

compliant. 

ñEconomic and trade co-operation shall be implemented in full conformity with the 

provisions of the WTOò (Cotonou Agreement, Chapter 1, Article 34, paragraph 4). 
 

Clearly, therefore, the waiver that was granted to the Cotonou Agreement was to expire at the end 

of the expiration of that agreement at the end of 2007. It could not be extended or renewed and, as 

clearly understood by ALL signatories, its successor agreements would have to be compatible with 

WTO rules. 

 

The successor agreement proposed by the EU for the reasons given above moved from preferential 

treatment to a framework based on reciprocal trade relations between the EU and the ACP. The 

Free Trade Agreement (FTA) concept is the framework for the trade component of the Economic 

Partnership Agreement (EPA). To be WTO-compliant, an FTA must satisfy, among others, two 

critical requirements namely: 

Á Liberalize ñsubstantially all tradeò, and  

Á within a ñreasonable length of time.ò (see Annex  I of this report) 

 

Heterogeneity of Interest and Participation in Interim-EPAs 

In the latter part of 2006, after five years of discussions and negotiations, fundamental 

disagreements still persisted over the EPA, both between African countries and the EU and among 

African countries themselves.  

 

There were sharp differences in participation rates in interim EPAs between Least Developed 

Countries (LDCs) and non-LDCs. Ten (10) of Africaôs fourteen (14) non-LDCs initialed interim 
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EPAs, but only eight (8) of its thirty three (33) LDCs did so. This outcome reflects the quite 

different market access alternatives faced by non-LDCs and LDCs post-Cotonou and the interaction 

of these alternatives with regional and country-specific factors. Underlying the numerous policy 

disputes about EPAs, the World Bank study notes four basic problems with the original design and 

the EUôs initial approach to the negotiations. 

Á First, and most fundamentally, many African countries had little political interest in liberalizing 

imports or in using EPAs to accelerate implementation of trade-related reforms unless a 

politically attractive quid-pro-quo was available. 

 

Á Second, the incentives provided by EPAs for the 33 African LDCs and for the three oil-

exporting non-LDCs to undertake the required reforms were   inadequate unless the countries 

themselves had their own independent motivation for doing so. 

 

Á Third, although membership in the Regional EPA Groups was self-determined, the original four 

large and diverse Regional Groups turned out to have little coherence in their trade policies and 

interests and could not agree on common external tariffs. 

 

Á Fourth, the EU and many African countries had quite different concepts of the roles of trade 

and aid in the EPA. While the EU viewed the EPA primarily as trade agreements and 

instruments for accelerating reforms, many African countries hoped to use them to obtain 

additional development aid. 

 

An unattractive alternative led to a high participation in interim EPAs by non-LDCs. Any of these, 

except for South Africa, that failed to initial an interim EPA had to revert to the EUôs less favorable 

general system of preferences (GSP) in January 2008. According to the World Bank report, nine of 

these countries, all of which initialed interim EPAs, would have faced significant losses of market 

access if they switched to GSP status.  

 

Taking into account both avoidance of losses from reverting to GSP status and likely near-term 

gains from improved market access under EPAs, these nine countries all had significant immediate 

incentives to enter into interim EPAs and did so. Botswana, which would have faced a smaller 

immediate loss, also entered into an ñinitialò EPA. The remaining four non-participating non-LDCs 

were South Africa, which already had a satisfactory, separate, pre-existing free trade agreement 

with the EU, and three oil exporters (Nigeria, Gabon, and Congo Republic), ñwhich will lose 
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virtually nothing from the switch from Cotonou to GSP preferences because their principal exports 

face zero or very low most favoured nation (MFN) or GSP tariffs. 

 

In contrast, an attractive alternative led to low participation in interim EPAs by LDCs. These had 

neither an immediate need nor a strong incentive to enter into interim EPAs. Even without EPAs, 

the 33 African LDCs would still have full tariff-free, quota-free access to the EU market under its 

Everything But Arms (EBA) program. 

 

Shifting to the EBA might possibly cause some limited losses of markets for a few products in the 

longer term (because of the EBA programôs slightly more restrictive rules of origin compared to the 

Cotonou Agreementôs); but these were apparently not a significant concern for most LDCs. With 

automatic eligibility for the EBA arrangement, many LDCs thus had little interest in liberalizing 

their imports from the EU to obtain similar market access under EPAs. As a result, the participation 

of LDCs in interim EPAs has been quite limited. Only eight of the 33 eligible African LDCs have 

signed interim EPAs. Moreover, four of these (Burundi, Rwanda, Tanzania, and Uganda) are 

members of East African Community (EAC), which entered as a customs union into an interim 

EPA under the leadership of Kenya, a non-LDC with strong incentives to sign an interim EPA. 

 

The primary driver of the interim-EPAs has been the INCOMPATIBILITY of the Cotonou 

Agreementôs UNILATERAL trade preferences for the ACP countries with WTO rules. The 

Cotonou Preferences, like those under the Lome Convention that preceded them, did not comply 

with the WTOôS ñEnabling Clause.ò This clause permits developed WTO member countries to give 

a unilateral preferential treatment to imports from only TWO groups of developing countries: 

Á either ALL Least Developing Countries (LDCs), or  

Á ALL Developing Countries. 

 

The Cotonou trade preferences are INCONSISTENT with the Enabling Clause because they, like 

the earlier Lome Preferences, were not extended to all developing countries and because some ACP 

countries are not LDCs. For the same reasons, the USA has had to apply for a waiver for the trade 

preferences granted under its African Growth and Opportunity Act (AGOA). The World Bank 

notes that this waiver has not been granted, because some non-African LDCs (Bangladesh and 

Cambodia) have demanded equivalent treatment. 
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The Interim Economic Partnership Agreement (I-EPA) 

In the end, lack of political interest in trade liberalization, inadequate incentives, the incoherence of 

the Regional EPA Groups, and disagreements over development assistance necessitated a revised 

negotiating approach for achieving the WTO-compatibility objective by the December 2007 

deadline. 

 

The EUôs revised approach, formally adopted in October 2007, provided greater flexibility in the 

geographic scope, policy coverage, and timing of EPAs. 

 

 First, under a ñnew variable-geometry designò, interim EPAs were to be negotiated with 

individual countries or group of countries that wished to enter into these. Despite their 

name, these interim-EPAs would in fact be permanent, in that, they would remain in effect 

indefinitely, unless and until replaced by a full EPA or another trade Agreement; 

 

 Second, policy coverage of interim EPAs would be flexible. Interim-EPAs would include, 

at a minimum, reciprocal WTO-compatible market access arrangements for merchandise 

trade along with all other aspects of EPAs on which it was possible to conclude negotiations 

before the end of 2007. Negotiations would continue on all other aspects of EPAs on which 

it was possible to reach agreement on a full EPA; 

 

 And third, the timing of entry into EPAs would also be flexible, with regional EPAs 

remaining open to any countries in a region that initially chose not to participate in an EPA. 

 

The EPA countries face both market access and supply-side constraints to export growth and 

diversification. If the EPAs are to help African countries to quickly achieve better export 

performance than that experienced under the Lome-Cotonou regime, both sets of constraints will 

need to be addressed: market access constraints by the EU; and supply-side and competitiveness 

constraints by the EPA signatories. 

 

The original EPA that was proposed by the EU to replace Cotonou went further than Cotonou to 

cover issues other than trade in goods such as; trade in services; investments; and procurement 

consistent with WTO. It was also structured as an agreement between regional groups. Therefore, 

ACP States were broken into regional groupings with each group negotiating an independent 

agreement with the EU. These aspects of the proposed EPAs, among others, were found to be 
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unacceptable by the former ACP States that were now negotiating as regional groups. Their 

ensuing protests led to a stalemate that threatened to disrupt trade ð especially exports to the EU.  

 

Economic Partnership Agreements and Interim-EPA 

The Interim EPA came about as a way of avoiding the disruption. It differs from the EPA in three 

significant ways: 

Á Individual countries could negotiate bilateral agreements with the EU or some countries 

within a group could also negotiate a joint agreement. This freed up Ghana and Cote 

DôIvoire to negotiate bilateral agreements that secured their respective economies. 

 

Á The interim EPA is an agreement on trade in goods only; contentious issues in the original 

EPA regarding investments, procurement, and trade in services that are currently under 

negotiations at the WTO are excluded.  

 

Á In Ghanaôs interim EPA tariff liberalization is a gradual process that commences after a 

five-year moratorium, buying time for Ghana to address issues that may arise locally . 

 

 

 

 

 

 

 

 

 

 

 

 

 

Box 5.1: Summary of State of Tariff Preferences 

Countries signing interim EPAs 

The 18 African countries that have signed the interim EPAs with the EU have full tariff-free, quota-free access 

for all exports to the EU (with transition periods for rice and sugar until 2010 and 2015 respectively), together 

with less restrictive rules of origin for clothing and, in some cases, fish products.  The preferential access to the 
EU market under interim EPA is also permanent and more legally secure than under the Cotonou regime 

 

The African LDCs that did not sign interim EPAs. 

All 25 of them still have full tariff-free, quota-free access to the EU market under its Everything-But-Arms 

(EBA) program. The EBA program is also WTO-compliant and thus more legally secure than the Cotonou 

preferences. However, like the Cotonou preferences, the EBA preferences are subject to periodic renewal, and 

their rules of origin for clothing and fishery products are more restrictive than those under EPAs 

 

Non-LDCs that did not sign interim EPAs 

Of the four that did not sign, South Africa has experienced no change in its access to the EU market, which has 

been governed by its FTA ð the Trade, Development, and Cooperation Agreement (TDCA) ð with the EU 
both before and after the expiration of the Cotonou preferences. The three oil exporters ð Congo Republic, 

Gabon, and Nigeria ð have reverted to the EUôs GSP regime. As oil exporters, however, they have not been 

significantly affected by this change. 

 

The EPA process can therefore be said to have successfully achieved the immediate objective of replacing the 

Cotonou tariff preferences with alternative, WTO-compliant arrangements that provide equivalent or improved 

market access for ALL AFRICAN COUNTRIES, The remaining market access issues concern primarily the 

EPAsô restrictive rules of origin. 

 

Key non-tariff barriers include: 

Á Sanitary and phyto-sanitary standards, 

Á Anti-dumping measures, and 

Á Import defense provisions.  
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Some Issues and Concerns with EPAs 

Non-traditional export sector 

The non-traditional export sector is an emerging sector in the Ghanaian economy with great 

potential for growth and expansion. Since the Ghanaian population is too small (approximately 22 

million) with low per capita income of USD 500, it is generally accepted that international trade is 

the engine that will propel growth of the economy, leading to prosperity and middle income status.  

 

The threat to the sector was in not signing a successor agreement to the EPA that guarantees the 

tariff-free access to the EU market under the Cotonou regime. The expiration and non-replacement 

of Cotonou would have automatically reverted Ghana to the Generalized System of Preferences 

(GSP) regime which is applied to all developing countries. The terms of the GSP regime are less 

favorable than Cotonou, with additional tariffs on horticultural products and processed cocoa 

products, among other things. These very products form a substantial proportion of non-traditional 

exports from Ghana. Therefore, the threat was not limited to operators in the sector but also to the 

very strategy of export-led growth that Ghana aspires to utilize in the quest for economic 

prosperity. 

 

Import-Competing Sector 

Industries in Ghana were worried that removal of import duties on imported goods from the EU 

would expose them to a level of competition they would not be able to withstand. The prospect of 

losing local market to EU imports posed a threat to industries and the very existence of an 

industrial sector in Ghana. Players in the sector, therefore, took the position that the EPA should 

not be considered as a successor to Cotonou.  

 

This position was incompatible with international commitments that Ghana has signed up to as a 

member of the WTO. The EPA was modeled on the concept of Free Trade Area as defined by 

guidelines of international trade. The underlying principle of any Free Trade Area is that of 

reciprocity and the lowering of all barriers to trade. Therefore, fundamentally trade liberalization 

cannot be avoided in an FTA. Also Ghana, as a party to the Cotonou Agreement, committed to 

ensuring that the successor agreement to Cotonou would be reciprocal. 
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Perceived threats with EPAs led to the formation of a coalition to articulate the voices of opposition 

and to caution Government to resist apparent pressure from the EU to sign. The coalition was made 

up of, among others, NGOs, Labor, Industry, and religious bodies. Their main concerns included 

the following listed. All these issues are already resolved in the Interim EPA that was initialed 

between Ghana and the EU. 

 

1. Devastation of the agricultural sector and the impoverishment of the farmers as 

subsidized European agricultural produce displace import-competing domestic 

substitutes. Agricultural products that are considered sensitive are all in the exclusion list of 

the Market Access Offer (MAO). This is a list of items that are excluded from any tariff 

liberalization. Ghana is under no legal obligation to reduce or remove tariffs from these items at 

anytime.  

 

2. Failure and demise of local enterprises unable to compete against cheaper imports from 

the EU. The Interim EPA has a five-year grace period before any substantial tariff reduction 

commences. Local enterprises can use this opportunity to enhance their capacity in order to 

improve their competitiveness. 

 

3. Loss of jobs associated with the demise of local enterprises, and the implications for an 

already impoverished and struggling population. Improved competitiveness would lead to 

increased productivity and this would lead to increased employment. 

 

4. Revenue losses arising from the reduction and or elimination of tariffs on imports from 

the EU, and the consequent impairment of the capability of the State to provide essential 

services for the people. With improved competitiveness and productivity the State can raise 

revenue from taxes on incomes and profits, rather than inputs. 

 

5. Undermining the process of regional integration in the West African (ECOWAS and 

UEMOA) sub-region; this concern appears to rest on the presumption that the 12 Least 

Developed Countries that enjoy the non-reciprocal Everything But Arms (EBA) scheme 

with the EU may not be willing to give it up for a more demanding reciprocal EPA.   

There are existing challenges with integration within ECOWAS that are unrelated to EPAs. The 

difficulties in ECOWAS predate the EPAs and would need to be addressed anyway. The fact is 

that UEMOA came about long after ECOWAS, yet UEMOA as a customs union has been 

recognized by the WTO, which is significant.  
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Rationale for Market Access Offer (MAO) 

The Market Access Offer (MAO) is a major component of the Interim EPA signed between Ghana 

and the European Union in December 2007.  In determining the criteria for Category D (exclusion 

list), there were four main considerations: Infant or nascent industry; Sensitive products 

(agriculture and agro-processing); Revenue generation; and Luxuries.  

 

Infant or nascent industries that show promise or have the potential to become fully fledged need to 

be protected as they develop the capacity and management needed to stand on their own and be 

truly competitive. The process of identifying these industries was facilitated by the Association of 

Ghana Industries (AGI). The industries that the association deemed vulnerable such as plastics and 

cosmetics were all placed in the exclusion list. 

 

Agricultural products and agro-processing were placed in the exclusion list because they are 

considered sensitive products. A study previously commissioned by the Ministry of Trade and 

Industry had generated mainly a list of agriculture and agro-processing items that are considered to 

be sensitive. All the items identified in the study have also been placed in category D. This is also 

in cognizance of the fact that this core sector is critical to economic growth and development.  

Products such as chicken and tomatoes and other tropical agricultural products are in the exclusion 

list. 

 

Category A of the MAO is the first group of items to be liberalized under the Interim EPA. The 

rational for the particular items in this category is to address issues of poverty reduction and human 

resource development. Educational materials as well as medical equipment and some medicines are 

in this category, as education and health are fundamental to human resource development. Also 

essential food items like milk and grain that are not locally produced are found in this category, to 

address food-related aspects of poverty. (The Government of Ghana at the height of the increasing 

world food prices went a step further to remove all tariffs on selected food items in order to make it 

more affordable for citizens). 

 

The dismantling schedule within category A is structured in a way that commencing 2009 the 0-

rated items would be dismantled, and it is only in the 6
th
 year (2013) that 5 percent tariffs on items 

in category A would be dismantled. Consequently until that date when the existing 5 percent import 

duty is removed, nothing happens on account of the interim agreement with the European Union.  
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The rationale for Category B is to promote competitiveness of the industrial sector by steadily 

reducing input costs, in particular, as part of the commitment to improving profitability of doing 

business in Ghana. Items here are mainly raw materials and inputs into manufacturing and 

processing industries and these items carry tariffs of 5 and 10 percent. Tariff dismantling for 

category B, beginning with those items attracting duty of 5 percents would commence from 2015 

and end in 2017.  

 

Items in Category C include óluxuryô goods and goods from which significant import duties are 

derived. These goods are slated for liberalization from 2019, by which time Ghana should be in a 

position to comfortably forgo revenue derived from import duties and shift the revenue base to 

taxes on expanding incomes and profits. 
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SPECIAL TOPIC II: GHANAôS DEBT SUSTAINABILITY ANALYSIS (DSA)  

This new external DSA indicates that Ghanaôs external debt dynamics is subject to moderate risk of 

debt distress, and when taken together with domestic debt developments, the overall assessment 

suggests that Ghanaôs total debt distress has increased compared to the 2007 DSA. This has 

resulted from the recent rapid accumulation of external and domestic public debt contracted on 

commercial terms, and high current account and fiscal deficits that expose the country to structural 

vulnerabilities in the event of a reversal of favourable terms of trade. 

 

The debt relief provided by the IMF, the World Bank and the AfDB under the MDRI helped reduce 

Ghanaôs total public debt to about 42 percent of GDP in 2006 from 78 percent of GDP in 2005. 

Public external debt declined to US$2177 million at end-2006 (17 percent of GDP) from US$6348 

million in 2005 (59percent of GDP). However, domestic debt increased to US$3133 million 

(25percent of GDP) in 2006 from US$1997 million (19 percent of GDP) in 2005 on account of 

financing the rising fiscal deficit by issuing bonds with longer maturities in the domestic market 

 

Ghanaôs public and publicly guaranteed debt increased to about 50 percent of GDP at end-2007 ñto 

finance higher public investment, specifically the expansion of the countryôs electricity generation 

capacity and the development of the road network.ò Most of this new debt has been contracted on 

commercial terms (59 percent) in the international capital market, export credit agencies, and local-

currency denominated government bonds. In particular, in September 2007, the authorities placed 

US$750 million in Eurobonds with a coupon of 8.5 percent at 10-year maturity, which was sold at a 

spread of 387 basis points over US Treasuries for the equivalent period. The remaining part of the 

new external public debt has been contracted on concessional terms with multilateral institutions 

and bilateral official creditors. 

 

Macroeconomic stability is a necessary condition for sustained medium-term economic growth. 

And restoring such stability would call for significant fiscal adjustment aimed principally at 

bringing the budget deficit down from the present peak of 13 percent to about 7 percent of GDP. 

An adjustment of this magnitude implying a sharp reduction in fiscal stimulus, together with 

complementary monetary tightening to restore macroeconomic stability and expected to involve, 

among other things, the removal of subsidies on utilities, would, however, be likely to cause a real 

GDP growth deceleration. Higher utility tariffs would adversely impact manufacturing sector 

output (although current pointers to global recession and declines in petroleum and other 
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commodity prices suggest a removal of subsidies without a necessary upward adjustment of utility 

prices), but steady agricultural performance, stronger activity in the construction sector related to 

the provision of needed public infrastructure, and investments in the mining sector (especially in 

petroleum) can be expected to keep real economic growth at about 6 percent per annum over the 

medium-term. 

 

The external baseline DSA scenario shows that Ghana is at moderate risk of debt distress. The 

external and fiscal DSA assume decreasing fiscal deficit due to measures to reduce energy 

subsidies, the continuation of strong tax revenue performance, and macroeconomic stability. These 

efforts would in turn support the expansion of the private sector and sustain GDP growth over the 

medium-term. 

 

External debt burden indicators are below the thresholds in the baseline scenario, but all indicators 

steadily increase over the long-term. This latter is due to moderate GDP and export growth 

performance, and increasing commercial financing, The World Bank Country Policy and 

Institutional Assessment (CPIA) classifies Ghana as a strong performer. The debt burden thresholds 

for strong policy performers are 200, 50, and 300 for the net present value (NPV) of debt in percent 

of exports, GDP, and revenue, respectively. Under the same strong policy classification, thresholds 

for debt service are 25 and 35 percent of exports and revenue, respectively. 

 

The stress tests indicate that some relevant shocks that breach the threshold include the following: 

Á a one-time 30 percent depreciation of the dollar exchange rate, 

Á contracting government debt on less favourable terms, and 

Á reductions in non-debt creating inflows (including current transfers and FDI), to levels 

significantly below their historical averages. 

 

The deterioration of debt burden indicators ð NPV of debt-to-GDP ratio, debt service-to-exports 

ratio ð to levels above their respective thresholds under a non-debt creating shock illustrates the 

relevance of FDI and remittances to maintaining long-term external stability, and the urgency of 

implementing structural reforms that could help sustain higher economic growth than the one 

projected in the latest DSA of the BWIôs. 

 

Sensitivity analysis suggests that maintaining the current fiscal stance would result in a sharp 

increase across all debt indicators and high fiscal vulnerability. For example, if the primary deficit 
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remains at the level forecasted by CEPA for 2008 (a deficit equivalent to 7.9 percent of GDP) the 

result for key debt indicators would be as follows: 

 the NPV of debt-to-GDP ratio would more than triple by 2028,  

 the NPV of debt-to-revenue ratio would also be about three times the present level by that date, 

and 

 the debt service-to-revenue ratio would similarly be almost triple the current 26 percent. 

 

Overall, the stress tests by the BWIs in the DSA ñindicate that fiscal adjustment and a prudent debt 

management and debt policy strategy need to be implemented to preserve debt sustainability in the 

long-term.ò  

 

The DSA also points out that, if borrowing is contracted as projected in the baseline scenario, but 

GDP growth is lower, for example, because low-return projects were selected external debt as share 

of GDP could increase significantly (well over 40 percent above its 2008 level by 2028). This is 

seen by the staff of the BWIs as underscoring the importance of having a debt management strategy 

that is complemented by an institutional framework that elicits the selection of high return public 

projects with significant impact on productivity and economic growth. Overall, the external DSA in 

the low-growth case points to a more vulnerable economy to changes in the financing terms for the 

government  

 

The stress tests applied to total public debt in the DSA underscored ñthe need of maintaining a 

sound fiscal policy and the urgency of implementing structural reforms aimed at achieving higher 

growth and diversification of exports.ò Furthermore,ò these should be complemented by the 

implementation of prudent debt management and debt strategy policies as well as developing a 

sound institutional framework for selecting high-return public investment projects. Implementing 

these policies is critical to help preserve debt sustainability.ò 
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SPECIAL TOPIC I II : STATISTICAL ANALYSIS OF INFL ATION IN GHANA (2008)  

 Introduction 

The rate of inflation ˊ over the period (0.1) is defined by  

                                 1+ˊ =[×Ŭi x1i ]/[×Ŭi x0i ] 

                                         =[×(Ŭix0i)/(×Ŭix0i)*x1i/x0i] 

                                         =×Õi(1+ˊi) 

where {Ŭi} i = 1é.m are base year weights,  

             {x i} i = 1é.m are component CPIs, and 

              {µ i = (Ŭix0i)/×(Ŭix0i)} i= 1éé..m 

 

Note that in the base year, the CPI is set at 100 for all components. 

Consequently, µi=100Ŭi/×(100Ŭi) 

                              =Ŭi, since ×Ŭi =1 

Thus, for purposes of computing contributions of components to inflation; the appropriate weights 

are the µis noting that in the base year, µi= Ŭi 

 

Evolution of Weights (2002 ï 2008) 

Rural 

The discussion is limited to the five components that have made significant contributions to rural 

inflation over the first half of year 2008. By significant is meant about 10 percent or more in a 

single month. These are in descending order of importance: Food and Beverages, Hotels, Cafes and 

Restaurants, Clothing and Footwear, Transport and Household Goods and Services. 

 

a. Food and Beverages 

It would appear that inflation on this component has generally been lower than the overall 

average over the period under review. Consequently the weight fell from 0.2129 in the base 

year to 0.1949 for January 2008. Since then, however, it has followed a generally rising above 

average, reaching 0.2037 by July 2008. 
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b. Hotels, Cafes, and Restaurant 

Again, inflation appears to have been below average in respect of this component before 2008. 

Thus, from 0.0327 in 2002 the weight had fallen to 0.0300 by January 2008. Since then, 

however, inflation has been above average raising the weight to 0.0318 by July 2008. 

 

c. Clothing and Footwear 

A similar pattern to the above is observed for this component too. From a base year weight of 

0.0563, the weight fell to 0.0403 as of January 2008. Unlike the two above, however, the 

below-average trend persisted through the first half of 2008. As a result the weight has fallen 

further to 0.0380 by July. 

 

d. Transport 

This component reverses the above pattern of below overall average inflation. From the base 

year value of 0.0279, the weight reached 0.0476 as of January 2008. The record would suggest 

that this has been due primarily to the petroleum products price hikes of 2003 and 2005 together 

with the relatively milder price adjustments of 2007. 

 

e. Household Goods and Services 

In terms of general trends prior to 2008, inflation in respect of this component has been like the 

first three namely below the overall average in the period prior to 2008 even if in a less marked 

way. Thus from the base year level of 0.0395 the weight fell to 0.0367 by January 2008. It did 

not change by much from this over the course of the first half of the year. 

 

Urban 

A little differently from rural inflation, there are six components that can be said to have made 

significant contributions to urban inflation in the course of the first half-year of 2008.These have 

been, again in descending order of significance: Food and Beverages, Hotels, Cafes and 

Restaurants, Transport, Recreation and Cultural Services, Housing and Utilities and Clothing and 

Footwear. 

 

a. Food and Beverages 

This most important component of inflation lost out somewhat in the period prior to 2008. The 

weight as a result fell from 0.2361 in the base year to 0.2060 as at January 2008. It, however, 

recovered grounds in the course of the first half year to reach 0.2130 by July. 
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b. Hotels, Cafes, and Restaurants 

Next in contribution comes this component. Somewhat less prominently here than in rural 

inflation, it nonetheless was significant in four of the seven months under review. From the 

base year level of 0.0502, the weight climbed to 0.0673 as of January 2008 and continued on to 

0.0690 by July. 

 

c. Transport   

On account of the price hikes of 2003 and 2005 followed by the adjustments of 2007, in a 

cumulative sense, inflation in respect of this component has been above the overall average 

over the period preceding 2008. Consequently the weight increased from the base year value of 

0.0341 to 0.0560 by January 2008. It has followed a gently rising trend since the reaching 

0.0585 as of July. 

 

d. Recreation and Cultural Services  

This component has gained in weight over the period prior to 2008- reflecting a cumulatively 

above average rate of inflation. From the base year level of 0.0168, the weight rose to 0.0181 

by January 2008. Since then, it has reversed to a mildly (below overall average inflation) falling 

trend, reaching 0.0167 by July. 

 

e. Recreation, Entertainment, and Cultural Services 

Inflation in respect of this component has been above the average over the period preceding 

2008. Consequently the weight rose from the base year value of 0.0168 in the base year to 

0.0181 by January 2008. The evidence points to a trend reversal over the first half year under 

review. Thus by July the value had fallen to 0.0167.  

 

f. Clothing and Footwear 

Inflation in respect of this component has cumulatively lagged behind the overall average over 

the period under review. The weight declined from the base year level of 0.0565 to 0.0423 as at 

January 2008. Since then, it has followed a generally gentle falling trend reaching a low of 

0.0408 by July 2008. 

 

National 

Combining rural and urban CPIs (with weights of 0.4649 and 0.5351 respectively) national CPI 

indexes can be obtained. In descending order of significance, the most important contributors to 

national inflation over the first half year of 2008 are: Food and Beverages, Hotels, Cafes, and 
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Restaurants, Transport, Clothing and Footwear, Housing and Utilities, Recreation and Cultural 

Services, Household Goods and Services, and Medicare and Health Expenses. These together will 

determine the course of inflation in the second half of 2008. 

 

a. Food and Beverages 

Inflation in respect of this single most important component lagged behind average in the 

period prior to 2008. Its weight declined from the base year value of 0.4491 to 0.40023 by 

January 2008. It then rose to 0.40940 by April, fell marginally the next month and finished 

strongly at 0.41706 as of July. Given its weight, this component is bound to be a key 

determinant of national inflation. 

 

b. Hotels, Cafes, and Restaurants 

Inflation in respect of this component appears to have been cumulatively above the overall 

average in the period prior to year 2008. The weight rose sharply from 0.0828 in the base year 

to 0.10269 by January 2008.The trend has persisted with the weight rising further to 0.10501 by 

July. 

 

c. Transport 

As noted above in respect of both rural and urban sub-components, inflation here has been 

above average. The weight rose from the base year value of 0.0621 to 0.10405 by January 2008. 

It has remained basically stable over much of the first half year with a value of 0.10464 as of 

July. 

 

d. Clothing and Footwear 

Inflation here has lagged behind the overall average resulting in a reduced weight from 0.1129 

to 0.08246 by January 2008. The pattern has persisted with the weight reaching 0.07883 by 

July. 

 

e. Housing and Utilities 

Inflation has been above overall average resulting in the weight rising from 0.0698 to 0.10355 

by January 2008. Thereafter, it has tended to lag somewhat, falling to 0.0952 by July 
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f. Recreation and Cultural Services 

Inflation here has lagged the average resulting in a decline of the weight from 0.0304 to 

0.02915 by January 2008.This pattern has persisted with the weight falling further to 0.02731 

by July. 

 

g. Household Goods, Operations and Services 

Inflation here lagged far behind average resulting in a weight loss from 0.0783 to 0.05759 by 

January 2008. Since then, the rate has slowed down and has assumed a downward trend. 

 

h. Medicare and Health Services 

Inflation for this component has been above average resulting in a weight gain from 0.0433 to 

0.0564 by January 2008.Since then there has been a trend reversal down a gentle slope with the 

weight falling to 0.0544. 

 

Summary 

The contribution to overall National inflation from any given component of the consumption basket 

is the product of its weight and inflation rate. For example, the Food and Beverage component 

made the highest contribution to Rural, Urban ad National measures of inflation on account of its 

weightð 42%, 38%, and 40% for Rural, Urban, and National respectively. It also turned out that it 

had, even if only by a narrow margin, the highest average monthly inflation rate over the first seven 

months of 2008. 

 

The main contributors, in descending order of the eight commodity groups that contributed the 

most to the inflation rates are the following: 

Á Food and Beverages; 

Á Hotels, Cafes, and Restaurants; 

Á Transport; 

Á Clothing and Footwear; 

Á Housing and Utilities; 

Á Recreation and Cultural Services; 

Á Household Goods and Services; and 

Á Medical Care and Health Expenses. 
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These eight collectively accounted for 96.5 percent of average overall National inflation over the 

period of analysis.  

 

The first four of these were common to both rural and urban inflation; two others ð Housing and 

Utilities, and Recreation and Cultural Services ð were significant in Urban but not in Rural; one 

ð Household Goods and Services ð was significant in Rural but not Urban; finally, one ð 

Medical Care and Health ð was not significant in either Rural or Urban though significant in the 

National. The four most important contributors accounted for 89.4 percent of overall National 

inflation in the course of the January to July period. 

 

Other interesting findings are that the same top four accounted for 77.8 percent and 84.8 percent of 

rural and urban inflation, respectively. Rural inflation also contributed more ð a share of about 

55.5 percent than urban (about 44.5 percent) ð to average overall National inflation. The food 

contribution of 52.2 percent to the rural inflation compares to a more modest contribution of only 

33.9 percent in urban inflation. This strongly suggests that, contrary to the official explanations, 

food inflation in Ghana over the period had more to do with the pre-harvest lean period than 

international food inflation. Not surprisingly, sharp declines were recorded from July and, 

moreover, with the urban decline larger than the rural. 

 

These findings suggest that whatever supply-side effects may have impacted on inflation in the 

course of the first half of the year may have been, it is the demand pressures that have been 

dominant. In particular, reining in fiscal excesses ð an extremely difficult task in an election year 

ð will be critical to the task of restraining inflation. 

 

The trends to July 2008 suggest that inflation is likely to remain above 18 percent through October. 

In the event the flexible exchange rate regime and what proved to be a much better harvest than had 

been expected combined to bring a greater deceleration in inflation. By the end of the third quarter, 

the rate of inflation had fallen to below 18 percent to about 17.9 percent. CEPA forecasts further 

falls in the rate to about 16 percent in November and then to about 15 percent at the close of the 

year. 

 

Given the timing of the election, the high spending likely to come with it, and the traditional 

seasonal high consumer demand of the Yuletide, however, the downward forecast would require an 

expensive import boom and further depletion of international reserves. It is worth noting that 

Ghanaôs gross international reserves have fallen in both absolute terms and in terms of months of 
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import cover over the three quarters of 2008. From an estimated stock of US$2738 million at the 

end of 2007, it declined by 17.1 percent to US$2270 million at the end of September 2008. In terms 

of months of import cover, the stock of reserves fell from 2.6 at the end of December 2007 to 2.3 

months at the end of September 2008. 
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SPECIAL TOPIC IV: MONETARY POLICY RESPONSE TO óCOST-PUSHô INFLATION 

IN THE FIRST HALF OF 2008  

The Bank of Ghana raised its policy rate ð the prime rate ð by 1.25 percentage points in response 

to the surge in inflation, officially blamed on commodity price developments in international 

markets ð specifically, in respect of petroleum, grains, and vegetable oils. 

 

Possible reasons for this response include the following: 

Á Even if the surge originated from supply-side shocks, the strength of income and money growth 

helps to validate higher prices. Indeed, the patterns in rural inflation in particular over the first 

four months of 2008 suggest that there is more to the story than supply side shocks. Prices are 

also rising in Ghana partly because of loose monetary policy which has boosted demand. 

Consequently, it is contended that were monetary conditions tighter (and assuming downward 

flexibility of prices in the economy) rises in one set of prices ð food, the utilities and transport 

ð could be offset by declines elsewhere, keeping inflation under control. 

 

Á Tighter monetary policy could help anchor expectations. Given the weight of food and transport 

in the consumer basket, on which the CPI is based, prices of these items weigh heavily on 

inflationary expectations, which could therefore cause spillover effects into wage demands. 

Tighter monetary conditions could therefore help stop supply side shocks from spreading into 

the wider economy. 

 

Á The historical experience suggests a positive correlation between food and non-food inflation in 

Ghana. (This has been noticed in other developing and emerging economies as well ð see for 

example the Economist, May 24
th
 ï May 30

th
 2008, p 84). Two possible causes for this 

observed correlation both of which increase the risk of a price/wage spiral are that in 

developing countries: 

o central bank credibility is relatively weak so that inflationary expectations are not 

firmly anchored; and 

o real wages tend to be less flexible. 

 

Á In the current inflation targeting regime, the IMF advises a more óflexible exchange rate 

policyô, meaning allowing the nominal exchange rate to appreciate. It argues that preventing 

nominal appreciation has required the Bank of Ghana to óprint money to buy dollarsô. This, in 

turn, boosts domestic liquidity ð increased growth in Reserve Money ð fuelling inflation. 
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With the opening up of the Treasury-Bills market to non-resident investors (especially at a time 

when the US Federal Reserve has cut short-term US interest rates) higher interest rates in Ghana 

could induce capital inflows. And the extra intervention required to hold down the exchange rate 

from appreciating could increase domestic liquidity further and thus fuel inflation, defeating the 

very purpose of the interest rate increase. 

 

Based on the examples of Hong Kong and the Gulf States that have currencies rigidly pegged to the 

US dollar, a commitment to the perceived policy of holding the Ghana cedi from appreciating could 

in fact support a reduction in interest rates not an increase, in line with the US. [There is anecdotal 

evidence that the Bank of Ghana is below its international reserves target and that this was a factor 

in the interest rate increase. If that is so, then from the foregoing, the Central Bank is clearly in a 

policy quandary in the current situation.] 

 

There are also cogent arguments against interest rate increases. The President of the Association of 

Ghana Industries (AGI) has expressed serious concern on the matter and challenged the Bank of 

Ghana to clarify its policy stance. Many policymakers in developing and emerging economies 

argue that monetary tightening at this time is not warranted: 

 

Higher inflation is due solely to spikes in food and energy prices caused by 

temporary supply shocks and speculation. Higher interest rates cannot call 

forth more pigs or grain. Inflation is expected to ease later in the year as 

higher food prices prompt an increase in supply (the view of the Brong Ahafo 

Regional Director of MOFA) and as sharp rises in commodity prices drop out 

of year-on-year inflation. 

 

The central banks of China and India have chosen to raise commercial banksô reserve requirements 

several times this year in their attempt to mop up excess liquidity in their economies while leaving 

interest rates unchanged. Thus, even when the recent slide of the rupee provided the Reserve Bank 

of India with room to raise interest rates, it has chosen not to do so. 

 

Vietnamôs annual inflation rate accelerated to 25.2 percent in May, its highest since 1992, 

highlighting the challenge facing the Communist government as it seeks to cool the overheated 

economy. While many Asian economies have been rocked by higher food and fuel prices, 

economists say inflation in Vietnam has also been fuelled by rapid credit growth. Price pressures in 

the economy are broad-based ð (the result of) the economy operating well above potential over the 

past two years. The rapid rise in the cost of living has fuelled labor unrest, with factory workers 

striking for higher wages to make ends meet. The incipient wage-price spiral could make matters 
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worse. The government says fighting inflation is its top economic priority. It has sought recently to 

slow down credit growth by raising bank reserve requirements and paring credit growth targets. 

Last week, banks also began raising deposit rates after the central bank lifted a 12 percent ceiling 

on interest rates. However, Jonathan Pincus, chief economist for the United Nations said the 

government still needed to rein in its own and the borrowing of large public enterprises (PEs ) if it 

wanted to bring inflation under control ð Financial Times, May 28, 2008, page 10. 

 



Ghana Economic Review and Outlook: Part II, Focusing on Broader Monetary Policy 

  83  

SPECIAL TOPIC V: PRICE DEVELOPMENTS IN THE JANUARY -APRIL 2008 PERIOD 

The Consumer Price Index ð new series instituted by the Ghana Statistical Service (GSS) in 2006 

ð is based on consumer baskets derived from the fourth Ghana Living Standards Survey (GLSS 4) 

conducted in 1998/99. The items of each basket (Rural, Urban, National and regional) are grouped 

into twelve (12) categories, and on the basis of expenditure shares weights have been assigned to 

each category. 

 

The overall index ð Rural, Urban, National ð is thus computed as a weighted average of the 12 

individual indexes. These latter are, in turn, computed for each month from the prices of the 

composite items compiled by staff of the GSS from designated markets and sources. 

 

For the purposes of this assessment of the possible impact of the proposed interventions, the twelve 

categories are regrouped, for convenience, into three, namely: 

1) Transport and Housing and Utilities ð petroleum-related; 

2) Food and Beverages ð agricultural dominated; and 

3) Others (nine in all) ð demand side dominant in markets. 

 

Group 1: Transport, Housing and Utilities 

This first group is dubbed petroleum-related because vehicle fuel price changes can have 

significant consequences for transport fares. The expansion of the thermal power generation has 

again resulted in increased impact of petroleum products ð specifically gas oil ð price changes 

impacting on utility (electricity and water) tariffs. Consequently, the price of gas oil is important in 

its consequence for the poor and vulnerable through transport fares and utility tariffs. 

 

Transport 

In relative terms gas oil is used as fuel in the public transport system ð the ótro-troô ð of 

importance to the poor compared to petrol in cars for the more affluent. In addition, utility tariffs 

are structured to make for cross-subsidization across income classes as, for example, the lifeline 

consumers who are charged below-cost tariffs, which are also subsidized with budgetary 

provisions. In the 2008 budget, the coverage was also widened. [Additionally, the poor, particularly 

in rural areas, depend on kerosene for lighting and cooking]. 

 

Under the full-cost pass-through policy of the Automatic Price Adjustment Mechanism, the rapid 

price increases of petroleum and products in international markets impacted significantly on the 
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domestic economy. Prices of petroleum products ð for our purposes, diesel fuel ð have risen 

dramatically, much faster than prices of other items of consumption. The consequent increases in 

transport charges have meant that consumer spending on transportation now claims a larger share 

of total consumer expenditure outlays than at the time GLSS4 was conducted ð some 10 years 

ago. 

 

The statistics show that the impact has been relatively more marked on rural dwellers compared to 

urban counterparts. The share of consumer expenditure on transportation rose by almost 75 percent 

in rural areas compared to about 63 percent in the urban areas for an overall average of 65 percent 

for the country as a whole. These higher shares of transport expenditures imply price changes in the 

transport sector contribute correspondingly more to inflation than would otherwise have been the 

case. 

 

The contribution to inflation is the combined result of the share of expenditure ð or the weight ð 

and the change in the price of the item concerned. An examination of the Rural Consumer Price 

Index shows that in spite of its increased share/weight, the contribution to inflation from the 

Transport sub-sector ranked fourth. 

 

The Urban Consumer Price Index, in comparison, shows a second-place ranking for the 

contribution to urban inflation from the Transport sub-sector. 

 

The combined result for the National Consumer Price Index inflation is an overall second-place 

ranking for the Transport sub-sector. 

 

Ironically, therefore, the Initiative can and must be seen as driven by considerations of the national 

interest even if arguably conceived for partisan reasons in a year of general elections promising to 

be well-contested. To be effective in its intended role, strenuous efforts must be made to manage 

expectations in the near-term. 

 

Average monthly rural inflation over the review period ð January-April 2008 ð stands at 0.93 

percent. The contribution from Transport has averaged only 0.08 percentage points, representing 

8.6 percent. In comparison, monthly urban inflation was lower ð averaging 0.86 percent. To this 

Transport contributed a higher 0.15 percentage points representing a share of 16.8 percent. For the 

nation as a whole, monthly inflation averaged 1.81 percent, with Transport making a contribution 

of 0.22 percentage points representing 12.3 percent share. 
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Professor Ivan Addae-Mensah, Chairman of the National Petroleum Authority (NPA), has argued 

that the fiscal policy impact on the prices of petroleum products in the present situation has been 

reduced to the extent that even if all taxes were totally removed the impact would not be 

significant. Furthermore, in the Initiative the excise duty and DRL ð the two most important ð 

are only to be reduced, not eliminated. 

 

Finally, CEPA analysis of the cost build-up of petroleum products has shown that (in the absence 

of significant changes in fiscal policy variables), ceteris paribus, product price changes are 

determined by three factors, namely: 

 the world market price in US dollars; 

 the cedi/dollar exchange rate; and 

 the cross-product subsidy. 

 

In present circumstances it is the world market price that is dominant. Consequently, unless current 

trends stabilize or (better still), reverse, little, if any, respite can be expected for diesel fuel prices 

and therefore transport charges from the Initiative by itself. 

 

Housing and Utilities 

The second of the petroleum-related consumer expenditure items are the utilities ð electricity and 

water. This is because of the expanded role of thermal electricity produced with diesel fuel. The 

Initiative seeks to provide subsidies for electricity production. 

 

As with Transport, international price developments in the petroleum sector since 2003 have, as a 

matter of policy ð full -cost recovery ð been borne by the consumer. Consequently, utility tariffs 

have increased relatively faster than prices of most other consumer items. The share of consumer 

expenditure on Housing and Utilities has risen by 61.1 percent in the rural areas, by 33.8 percent 

for urban dwellers and by 40.1 percent nationally. Thus, once again, the impact of price 

adjustments has been more severe on poor and vulnerable rural dwellers. 

 

The available data strongly suggests, however, that in the period under review price increases have 

been relatively faster on items other than the utilities. This underscores the importance of demand-

side forces in price developments so far this year. In terms of contributions to inflation, this 

expenditure item ranked twelfth (and last) in rural inflation, ninth in urban inflation, and tenth 

nationally. 
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Thus, the impact on inflation from the Initiative, on account of subsidy to the production of 

utilities, would be negligible. The share of total consumption expenditure on this item is relatively 

small, world market prices dominate costs, and the forces on the demand side are driving other 

prices faster than the utility tariffs. 

 

Group 2: Food and Beverages 

Although this is an imported component ð estimated at about 25 percent share ð as the Brong 

Ahafo Regional Director of MOFA has explained, the domestic food is a dominant force in 

domestic market price developments. In any case, imported inflation for this expenditure item is 

more important for urban dwellers than for the rural. 

 

The price statistics suggest that over the ten-year period as a whole food price inflation has lagged 

overall consumer price inflation. The result of these developments has been declines in the shares 

of consumer expenditure on Food and Beverages in total consumer spending. The share fell by 7.2 

percent in rural areas and by 10.2 percent for urban residents, leading to 8.9 percent decline 

nationally. 

 

In terms of contribution to inflation over the period under review, Food and Beverages contributed 

to 0.94 percent monthly rural inflation ð representing a share of 49.2 percent. For urban inflation 

there was a contribution of 0.44 percentage points to the monthly average of 0.86 percent, 

representing a share of 51.3 percent. Nationally, Food and Beverages contributed 0.93 percentage 

points to the monthly average of 1.81 percent inflation, representing a share of 54.2 percent. 

 

Urban inflation has been lower than rural inflation in the first four months of the year. Food and 

beverages contributed more to urban inflation than to rural inflation. The analysis supports the view 

that international food price developments have not been responsible for the accelerating inflation 

in the first four months of the year. 

 

Given its weight, any moderation in these price developments could bring relief in the removal of 

import duties. Though welcome, this may not be enough to affect inflation trends. 

 

Urban food inflation is the weighted average of imported food inflation (Rm) and domestic food 

inflation (Rd). The rural food inflation is assumed to be a good proxy for domestic food inflation. 
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The weight of imported food inflation in urban food inflation is estimated at 25 percent. Given rural 

and urban food inflation respectively to be 0.46% and 0.4425% per month respectively, monthly 

imported food inflation is estimated at 0.39% per month.
6
 

 

The analysis supports the Regional Directorôs analysis and points to the fact that food ð grains and 

vegetable oils ð price hikes in world markets notwithstanding, accelerating inflation in the first 

four months of this year is a typical lean season occurrence ð albeit at a higher tempo than 

expected. Using the estimated 25 percent share of imports in the Food and Beverages basket, a 

rough calculation in fact shows imported food inflation, on average, about 15 percent lower than 

domestic food inflation over the period.  

 

Group 3: Demand-side Dominance 

The analysis points to relatively faster price increases in the third group of consumer expenditures 

which have been characterized as being in markets where demand factors dominate supply-side 

(and policy) variables. 

 

Demand has been driven in recent months from three sources: 

 large inward transfers from abroad which have been particularly noticeable in the rural areas of 

the forest zone; 

 large fiscal outlays of which poverty-related expenditures constitute an increasing component 

and are particularly important in the rural areas where poverty is concentrated; and 

 (again in the forest zone of the rural areas) cocoa incomes can be expected to increase with 

higher producer prices and volumes during the purchasing season which covers the period 

under review. 

 

On account of these demand-side factors, expenditure categories like Hotels, Cafes and Restaurants 

(second-place), and Household Goods, Operations and Services (third place) have made higher 

contributions to rural inflation than Transport. It is the dominance of demand-side factors in rural 

                                                             

6 Then Rd = rural food inflation = 0.46% per month 

          Ru = urban food inflation = 0.4425% per month 

   So that: 0.25Rm + 0.75 Rd = Ru 

  39.0
12

)345.04425.0(

25.0

)46.0)(75.0(4425.0
mR    
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inflation (and to a lesser extent urban inflation as well) that could mute the short-run impact of the 

Presidential Initiative. 
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ANNEX I: GATT Article XXIV  

Article XXI V of the GATT provides guidelines for the formation of FTAs, and two of such 

requirements that informed the market access offer are outlined in paragraphs 5 and 8. 

 

Paragraph 5 (c) deals with the timetable for implementation of an FTA and it states  

ééany interim agreement referred to in sub-paragraphs (a) and (b) shall include a plan and 

schedule for the formation of such a customs union or of such a free-trade area within a reasonable 

length of time. 

What can be termed ñreasonable length of timeò was further clarified in the Understanding on the 

Interpretation of Article XXIV of the General Agreement on Tariffs and Trade 1994 and it reads: 

 

éThe "reasonable length of time" referred to in paragraph 5(c) of Article XXIV 

should exceed 10 years only in exceptional cases. In cases where Members parties to 

an interim agreement believe that 10 years would be insufficient they shall provide a 

full explanation to the Council for Trade in Goods of the need for a longer period. 

 

In the case of the Interim EPA, the agreed ñreasonable length of timeò exceeds the stipulated time 

in paragraph 5 (c) of Article XXIV. The EU has accepted the responsibility for providing the ñfull 

explanationò for exceeding the stipulated period of 10 years to the WTO. 

  

Paragraph 8 (b) of the same Article XXIV addresses the issue of how much liberalization is 

required for FTAs. It States: 

 A free-trade area shall be understood to mean a group of two or more customs 

territories in which the duties and other restrictive regulations of commerce (except, 

where necessary, those permitted under Articles XI, XII, XIII, XIV, XV and XX) are 

eliminated on substantially all the trade between the constituent territories in 

products originating in such territories. 

 

There is no further clarification on what exactly is meant by ñsubstantially all tradeò, and issues 

have been raised about the qualitative as well as quantitative definitions of trade. Does 

ñsubstantially all tradeò cover an entire sector like agriculture or textiles; and what percentage of 

trade can be quantified as substantial?  

 

These issues are yet to be resolved but, the EUôs has taken the position that ñSubstantially All 

Tradeò means liberalization of at least 90% of existing trade between the members of an RTA. 

Moreover this 90% coverage can be split unequally between the two regions forming the RTA, in 



Ghana Economic Review and Outlook: Part II, Focusing on Broader Monetary Policy 

  92  

order to reflect development asymmetries. With the EUôs FTA with South Africa for example the 

EU accepted to liberalize 98% of its trade and South Africa 82%. 

 

In the case of the interim-EPA the EU has liberalized 100% (except for rice and sugar) of its trade. 

This means that except for these two, all Goods originating from Ghana can enter the EU territories 

100% quota and tariff free. 

 

In turn Ghana has committed to liberalize 80% of duties on imports from the EU over a 15-year 

period. Duties on the remaining 20% are totally excluded from any liberalization.  

 

 


