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1 EXECUTIVE SUMMARY

Introduction and Background

The Mills-led NDC government assumexdfice in early January 2009 and was faced with an
environmentof macroeconomic instability which manifested itself imter alia, a huge budget
deficit estimated at 14.5 perceoit GDP at the endf 2008 including nearly 1.0 percemtf GDP

in respecof commitments and payments arrears from previous years.

Although the macroeconomic difficultiesf 2008 were primarily due to election year spegdin
excesses they, nonetheless, exacerbated an underlining persistent detedbfestah discipline
which the Centre for Policy and Analysis (CEPA) had noticed and drawn attention to sina® 2006
a phenomenon which the Centre has described in vari@us grn t a tstultbarsly hggls andh
widening fiscal deficits .

Against this background many high spendietated promises were made &l political parties

during the 2008 electioneering campaigns at a time when reality and objectivity rather called for

policy packages geared more towards economic stabilisation.

The new Government also had to grapple with the adverse developments on the international scene
0 the global financial turmoil and the consequent world economic melt down. As a result it found
itself in the rather unenviable positiof being in a homgrown financial crisis in the midstf a

global financial crisis and recession.

The Government was, therefore, confr ooftwod wi t
Citieso byhe @k Rahd theoowinflitted financial crisis called for a reduction in
government spending whilst, on the other hand, the inhospitable global situation required the
provision of massive governmental support in the form a hefty packédiscal stimulusto re

ignite the ailing economg§ a countercyclical path chosen by most other countries with relatively

better managed and more sound domestic economies.

A Strategyof Growth with Macroeconomic Stability

Not surprisingly, the government made the att@ntof macroeconomic stability an important

goal in its maiden Budget presented to Parliament on March 5, 2009 with an objective to reducing
the broad budget deficit to 9.4 percehlGDP at endDecember 2009 from the eiizkcember 2008

outcomeof 14.5 perentof GDP. This notwithstanding, and consistent with the social democratic
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agendaof the Mills-led Government, the 2009 Budget also acknowledged the critical impodfnce
broadbased economic growth in the fight against poverty and in improving thg leanditions

and welfareof a | | Ghanaians. l ndeed, i o thei 2089 Bulges s e s s
St atement end Economic Policyo, CEPA had cont
with its social democratic principles (and with the explicit ps@n of GH¢42 million in support)

0 presented and approved by Parliamé@ntwas consistent with a strategy fiGrowth with

Macroeconomic Stabilityo i n which the growth objective is

The Move to a Prayclical Stabilisation Programen

In a letter dated January 7, 2009, the World Bank Gh@ifigice alerted the incoming
Administrationof the severityoft he domestic financi al crisis a
and extraordinary assistance from both the World Bank and the IMF

In the ensuing dialogue subsequent to the submisHidhe letter, the World Bank succeeded in
mobilising the IMF, the Development Partners (DPs), and the new Mills Administration to move
from the strategyf fiGrowth with Macroeconomic Stabilityo that informed the 2009 Budget
Statement into following a strategygf a cdinprehensive programmeof macroeconomic
stabilisation and reformo & a programme consistent with a strategfy iMacroeconomic
Stability with Growth 6 , one tleat is heavily slanted towardshdliaation rather than prpoor
growthd which is contained in a new PRGF Arrangement with the IMF for thea3 period July
2009June2012.

The Revised Budget and the new PRGF Arrangement

In its mid-year reviewof the 2009 Budget Statement and Econoladicy to Parliament on August
25, 2009, the Government also presented a revised Budget for the considdratidrapproval by
Parliament. In a technical sense the revised Budget sought to receive the loieBsirigment to
implement the new PRGF rangement with the IMF. Additionally, the revised Budget took into
account events and developments which, according to the MimistEmance and Economic
Planning, were not available to Government at the tifnpresentatiorof the original Budget in
March.

Highlights of the Revised 2009 Budget

Broad Fiscal Targets

The revised 2009 Budget maintained the target for the overall fiscal deficit at the 9.4 pe@bRtset
in the original Budget. The target includes a planned settlemienutstanding comitments and

payments arrears equivalent to 3.1 pera#rGDP. This deficit target is also preserved in the PRGF
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Arrangement with the IMF where it is made a programme conditionality and labelled a key quantitative

criterion.

Financing Options

Resourcesor financing the deficit can conveniently be grouped into three categories namely:
1) External private inflow®f loans and equity (including proceeds from divestiture);
2) Net domestic borrowing (excluding borrowing from pesidents) from the domestic b
market; and
3) Loans (project and programme) and debt relief from Development Partners.

() External Private Inflowsf Loans and Equity

Resources from the first categaby external private inflowsf loans and equity funded about 56.6
percentof the deficit in 2008. On accourf the prevailing domestic and international financial crises,
no resources were expected from these external soofdesgnce, and indeed both the Budget and
PRGF Arrangement made no provision for resources from @nyhese sources for financing

government 6s fiscal operations in 2009.

In the circumstanceghe governmenthas had tarely exclusivelyon the other two sgcesof
financing the deficitd namely borrowingrom the domestic bond market (excluding from fnon

resident} and loans (project and programme) and debt relief from Development Partners.

(2) Net Domestic Borrowing

Consistent with the stabilization programme, a tight ceiling has been placed on net domestic financing
of the budget. The levalf such financing e been reduced from the 6.7 percehGDP projected in

the original 2009 Budget Statement to a more stringent cafidd3 percenof GDP.

(3) Loans (project and programme) and debt relief from Development Partners.

The projection fonet loan financig from Development Partners in 20@8s revised upward from
2.3 percenbf GDPto 4.0 percentof GDP, compared td..0 percentof GDP in 2008 In addition,
debt relief from bilateral donors under the Enhanced HIPC Initiashewn in the Budget

StatementsExceptional Financgs also expected in an amowitGH¢134.7 million. This is 73.7
percent higher than the provisional outturn recorded for 2008. Thus, in 2009 thef tifiedthree
listed categorie®f financing the budged loans (project and progmme) and debt relief from
Development Partne® is projected to amount to the equivalent4.6 percentof GDP which is
over107.5percent above the 1lercentof GDPreached in 2008 and 58.2 percent greater than the

projection in the original Budget.
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Resources from these sources financed 9.2 pergkrnhe deficit in 2008. In the original
presentationof the 2009 Budget they accounted for 31.0 pera#nthe projected financing
requirements. The projected contributiof these resources to the totahdncing needsf
government, both in the PRGF programme and the revised Budget is 49.2 p&heset.is
therefore, the disturbing realityof increased donedependencen 2009 and the consequent
vulnerability to donor conditionality and inflexibility agell as the proverbial unreliabilitgf aid
disbursementsA carefuland masterfumanagemenbf governmentonor relations is, therefore,
critical to ensurethe succesful implementationof the 2009 Budget and the achievemehtits

targets and objectives

Payment Arrears

The phenomenownf payment arrears and other commitments carried over from previous years
continue to undermine the credibilinf budget formulation and implementation in Ghanhe T
accumulationof payment arrears constitutes proxy barreg by Governmentwhich locks up
working capitalof suppliersof goods and services to Ministries, Departments and Agencies
(MDAs) of government. On accourdf the perennial issuef government payment arrears to
private sector contractors and other sigplof goods and services to state institutions, the
interpretationof credit to the private sector by tilemmercialbanks is made extremely difficult
since he large increases wuchcredit stock could be more a sigf businessdistress tharof
buoyancy. Moreover, indigenous firms have complained that arafgyayment work against them

0 the record shows thaaiige multinational firms that typically borrow at lower ratésnterest

from the banks are also ablertegotiateand receive interest orelhyed payments due to them.

Against this background, @tal of GH¢491.5 million of nonroad arrearfias beerplanned to be
cleared in 2009. Beyond the statutory fued®ACF and GETFund (respectivel@H¢35 million
andGH¢23.3million), key areas inclle

e GH¢53.2million in respecof the National Health Insurance Fund (NHIF);

e GH¢128 million in respectof TOR undefrecovery of costs associated with the

procurement, processing, and salg@etroleum products;
e GH¢58 million in respecbf BOST undeirecvery, and
e GH¢75 million under an MOU for VRA crude oil lifting.

An amount of GH¢93 million is also planned for clearance in respeftother outstanding

commitments including those in respeétcourt judgements against the stdteaddition, payment
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arrears in the roads sector amountingsté¢135million is scheduled to be cleared. This brings the
total provision for arrears t&GH¢626.5million, equivalent t02.9 percenbf GDP compared to a
reported clearance in 2008 GH¢142.3million, equivalent® 0.8 percenbf GDP.

Programme Adjustors for Key Fiscal Targets under the new PRGF Arrangement

The Government has agreed with the IMF to take corrective measures in order to remain within the
programme budget deficit ceilingf 9.4 percenbf GDP, and fo the government to not crowalit the

private sector from the domestic credit market. These measures are spelled out below.

(a) Adjustments to Expenditures and Domestic Revenue

Under the PRGF Arrangement any expenditure-owes or domestic revenue sHalts that would lead
to an increase in the deficit mu st be adjusted

ensure that the targeted ceiling is respected.

(b) Programme Quantitative Targets

Two key fiscal quantitative targets are spelled imuthe PRGF arrangement: (a) one in respect the
overall fiscal deficitof the governmentand(b) the other in respedtf net domestic financingf the

government 6s fiscal operations.

(i) Overall fiscal deficitof the government
The adjustment requiredh irespectof the overall fiscal deficit is conditional on the level

disbursementef loans and grants made by DPs for both projects and general budget support.

Specifically, he overall deficit ceiling has to be adjusted upward for the full amouhiirvent that
project loan disbursements are higher than programmed, and adjusted downward also for the full
amount when project loan disbursements fall shbthe programmed amount. This is to allow higher

than anticipated disbursemeptisoroject loas to be spent and vice versa.

If disbursementsf programme loans (grants) are less than the budgeted artfwudeficit ceiling
will be adjusted downward (upward) by 50 percehthe shortfall, up to a maximunmmeunt of
GH¢75 million. The ceiling wil] however, be adjusted downward fully for higher than

programmed program grants

(i) Net domestic financing (NDR)ft he gover nment ds Fi scal Operat
In the caseof net domestic financingf government fiscal operationg)e ceiling will be adjusted

upward by 50 percent for any shortfall in programmed program loans and grants, up to a maximum
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adjustmentof GH¢75 million. When disbursements programme loans and grants exceed the
programmed amounts, the ceiling will be adjusted downward bfglihemount.

The Fiscal Stance
Mid-year 2009 Performance
Domestic Revenue and Grants

Fiscal performance in the firbialf of 2009 was characterised by a revenue and grants outturn that
fell shortof the budgetary target by 7.8 percent.

Total receipts including rgnts at endlune 2009 amounted to 13.9 percehtGDP. The outturn
missed the budget estimai€15.0 percenbf GDP for the period and was below the 14.6 percent
of GDP for the corresponding period in 2008. The shortfall was both in regfpébe domest
revenued a midyear outcomedf 11.1 percenbf GDP compared to a budgeted 11.9 peraaint
GDP, and grants (including debt relied which registered an outturof 2.7 percentof GDP
compared to the programme targéB.1 percenbf GDP.

Government Egenditures

In response to the resource shortfall, payments (including principal repagheernal debt, tax
refunds, and payments for outstanding commitments and arrears clearance) were restrained
resulting in an outturn that was below the budget giomiby 5.4 percent. The major component,
domestic primary expenditures (DPE) fell below the budget by 4.9 percent. The period recorded a
budgetary shortfalbf 7.9 percent in foreigfinanced capital arising primarily from smaller inflows

of project loans(17.0 percent less) than programmed. The expenditure programme was also
encumbered by outstanding commitments from previous years, with such payments exceeding the

budget provision for the halfear by 5.5 percent.

Interest payments overshot the Budggtsbme 11.8 percent, mainly due to a 29.4 percent overrun

in the domestic component. This latter development raises serious concerns about debt
sustainability in the mediusterm and the adequacoy the fiscal space required to fund gvoor
programmes. Brrnal interest payments were, however, below the Budget provision by 22.3

percent.

Broad FiscalAggregats

As a resulbf these developments, theoad fiscal balance on commitments bd€8B-CB) at the
end of June 2009 recorded a defidf GH¢615.7 milion, equivalent to 2.8 percermf GDP.
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Comparatively, this outturn is a marked improvement over the defidit7 percenbf GDP for the
corresponding period in 2008. It, however, exceeded thelwmel 2009 targetf 2.3 percenof
GDP.

Onmodified conmitments basi@ which accounts for outstanding commitments (including arrears
clearance and tax refund$) the OBB registered a defiaitf 4.3 percent foGDP, compared to 5.7
percentof GDPand 3.7 perceraf GDP for endJune 2008 and the programme iogjlfor endJune
2009, respectively.

The measuref the fiscal stance used by the IMF and the international community to monitor
Ghanaods pé the@BB-bebowtbedine d indicates that at migear the budget registered

a deficit of GH¢970.1 million, equivalent to 4.5 percenvf GDP. Although this was an
improvement over the entline 2008 performance it, nonetheless, exceeded thduard2009
ceiling of GH¢788 million agreed with the IMF under they8ar PRGF Arrangement. Applying the
PRGF programmeadjustors for shortfalls in disbursemeimtisproject loans, program loans, and
program grants leads to a modified PRGF ceiihgsH¢821 million, which was also breached.

The domestic primary balanc€DPB) & the measureof current fiscal effortd stood & the
equivalentof a deficit of 0.5 percentof GDP as of endJune 2009, marginally worse than the
programmed 0.3 perceaf GDP for the halfyear periodThe outcome was, however, a substantial

improvement over the corresponding 2008 defi€B.3 percehof GDP.

FinancihgpfGover nment 6s Fi scal Operations

As expected the endline 2009 overall broad defiaf 4.5 percenbf GDP was financed from a
combinationdomestic borrowingaindloans and debt relief from Development Partners (DPkg
two sourcesdgether accounted for 99.4 percefitthe financing needs, with the remaining 0.6
percent coming by wawpf divestiture. Support from DPs in the amowitGH¢331.2 million
accounted for 34.1 perceot the financing requirements, whilst domestic borronwaf@sH¢634.2
million represented 65.3 percent, which exceeded the PRGF ceili@H¢591 million by 7.3

percent.

The programmed financing schedule for the period expectedahte financing to come by way
of external suppord 57.6 percenpf the totald with domestic borrowing accounting for 42.6
percent. The heavy reliance on domestic borrowing was in response to a shortfall in expected

support from DP®f 59.1 percent. And according to the September 23, 2009 Press Release by the
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MPC of the Bankof Gha n aDonoridisbursement for the period was also about 50 peafethie

projection, leading to a shortfall in projected budget resource envelop

As indicated above, on the faoé it, the endJune outturn for domestic borrowing breached the
IMF-PRGF cding of GH¢591 million by 7.3 percent. However, applying the program adjustors for
shortfalls in program grants and program loans (shortfafl2.7 percent and 92.2 percent,
respectively) makes room for additional domestic finanairigGH¢111 million, inplying a

modified program ceilingf GH¢7 02 mi I Il i on. Thus, after adjust
as agreed under the IMFRGF program, it would appear that the-@nde 2009 outturn in respect

of domestic borrowing was within the limit allowed.

End-December 2009 Projected Outlook

Domestic Revenue

August yeaito-date eceipts in respe of domestic revenue amounted@-¢3319.3million (15.3
percentof GDP), compared wittGH¢2918.7million (13.5percentof GDP) recorded for the same
period in 2@8. The outturralso represents only 53.8 percefthe annual budget estimate

Against this backdrop the CEPA 2009 projected outturn for domestic revenael#s732.6
million, equivalent to 26.5 percenf GDP. It comprisesof GH¢5047.0million (23.3 percentof
GDP) of tax revenueand GH¢685.6million (3.2 percenbf GDP) of nontax revenue& of which
GH¢332.0million is expected to be lodged into government accounts by the collecting Mdihls
GH¢353.7million retained for their useThe forecast showdomestic revenue ending the y&at
percent belowits budgetary targeif GH¢6172.1 million or 28.5 perceotf GDP.

Total collectionof taxes by theCustoms, Excise and Preventive Servi&@EPS (including import
exemptions) for engear 2009 is projeed to beGH(¢2549.9 million or 11.8 percenbf GDP,
representing a 10.3 percent short fall compared with the budget esflinaf@ojection covershe
following tax categories:

e Import duty collection®f GH¢876.9million (4.1 percenvf GDP);

e Petroleum taesof GH¢302.2million (1.4 percenvf GDP);

e Import VAT of GH¢831.7million (3.8 percenbf GDP);

e NHIL of GH¢166.1million (0.8 percenbf GDP); and

e Import exemption®f GH¢373.0million (1.2 percenbf GDP).
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The projected outturns for the componente bwer than the corresponding Budget estimate,
except for NHIL collections.

The end2009 projected outturn for collections by thAT Service is GH¢571.1 million,
equivalent to 2.6 percenf GDP. This is 24.4 percent less than the Budget estimb@H¢755.3
million or 3.5 percenvf GDP.

The projected outturns for the component partsptlvhich are lower than the corresponding
Budget projections, are as follows:

e Domestic VATof GH¢440.9million (2.0 percenbf GDP);

e Excise duty collectionef GH¢50.0million (0.2 percenbf GDP); and

e NHIL of GH¢80.2million (0.4 percenbf GDP).

The endyear 2009 projected outturn for thaternal RevenueService (IRS) tax collectionsd
based on the strong performance through-&ungust 0 is projected atGH¢17197 million,
equivalent to 8.0 percerdf GDP. This is 9.9 percent higher than the Budget estinudte
GH¢1565.3million, equivalent to 7.2 percemtf GDP. The projection coverghe following tax
categories:

e PAYE taxesof GH¢750.2million (3.5 percenvf GDP);

e Selfemployed taxesf GH¢83.4million (0.4 percenbf GDP);

e Company taxesf GH¢695.4million (3.2percenbf GDP); and

e Other direct taxesef GH¢190.7million (0.9 percenbf GDP).

Nontax RevenuéNTR)
The projected engear outturn for NTR i&H®685.6 million, representing 3.2 percaritGDPand

7.8 percent below the annual budget tagjebH¢743.8 million. The projected outturn include the
GH¢153 million expected from cocoa reveyware Wwhi

review and revisio of the Budget.

Turning to the components, lodgements into the Consolidated Fund are forecasted to be lower than
the Budget estimate by 7.0 percent, while the portion retained by MDAs is projected to fadifshort

the budget estimate by 8.6 percent.sTlatter is consistent with current government policy to rein

in more of these funds into the Consolidated Fund to ensure effective supervision and

accountability in their usage.
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Donor Grants

All the four grant categorie3 program grants, HIPCelated dét relief, MDRIrelated debt relief,

and project grant® recorded shortfalls wvigvis the endAugust targets: project grants by a
marginal 0.6 percent; program grants by 23.1 percent; HIPC assistance by 16.6 percent; and MDRI
assistance by 28.2 percent.

Disbursement rates for project grants and program grants were not encouraging, representing only
55.8 percent and 63.9 percerithe yearly commitments, respectively. HIPC and MDRI assistance
were equally behind schedule and accounted for 56.9 perodnb@6 percenbf the annual
estimate, respectively. The low disbursement rate in regigmogram grants is rather worrying

given therecordof improved predictability and early disbursemeritdonor aid in recent years

associated with the multionorbudget system (MDBS) arrangement.

Under the rather optimistic assumptiohan accelerated pace in the disbursement rates for the rest
of the year, the englear projected outturns for all four categories have maintained the estimates in
the revised Budde

Government Expenditures

An outturn for expenditures (including repaymeifitexternal debt, outstanding commitments and
clearanceof arrears) of GH¢9846.8 million is projected for the 2009 fiscal year, equivalent to 45.5
percentof GDP, compared to # budget estimatef 46.4 percenof GDP and the 2008 provisional
outcomeof 49.3 percendf GDP.

The projected 2009 outturn fetatutory and quasstatutory payment® comprising external debt
service (principal and interest), domestic interest camtsters to households (pensions, gratulity,

and social security contributions), transfers into the various statutory funds, and wages and salaries
0 amounts taGH¢5346.8 million (24.7 percerdf GDP) and represents 54.3 perceitthe total.

This representa downward marginal revisiasf 0.4 percenbf GDP from the budget estimate.

A certain categoryof Central Governmengxpenditures ardinked to Specific Resources for
funding. They consistof: debt reliefrelated expenditures (HIPC and MDRIjpreignfinanced
capitd; and, in the casef 2007 and 2008, expenditures financeddbgwings from the proceeds

from sovereign bond issue on international private capital markets
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The projected outturn for this sigsoup is identical to the Budget estimate andoamts to
GH¢1698.9 million, equivalent to 7.9 percearit GDP. This represents 17.3 percagftthe annual
total. The outturn, both for the total and the individual componentslerstical to the Budget
estimate, reflecting the underlying assumptadrfull realisationof the resources used to finance
these expenditures.

The third groupofgover nment expendi t upuelg discretionardp e i mles b e
sense that they are both mstatutory and are not linked to any specific funding sources.
Experditures in this group includeadministration and servieeelated expensesomestically

financed developmeekpenditurdinanced from the Consolidated Fumeet lending non-statutory

transfers and subsidie@ncluding retentionsof IGFs by MDA and impdr exemptions); and

outstanding commitments and clearantarrears.

The projection is for a total amouot GH¢2801.1 million, equivalent to 13.0 perceritGDP and
accounts for the remaining 28.4 percefithe projected outturn for the yedihe Budgeprovided
for the equivalenbf 14.0 percenbf GDP. The projection is thus smaller than the Budget provision

by 7.2 percent on accouaf projected outturns foadministrationand nonstatutory transfers and

subsidiesbelow the Budget estimates by 21.4qemt and 10.2 percent, respectively. Payment for
services is projected to exceed the Budget by 21.6 percent. The projection, however, has
maintained the Budget provisions for domestic (diwanced) capital and for outstanding

commitments and arrean$ clearance.

The projected outturns for the individual components are summarised as follows:
o Administrationd GH¢466.4million (2.2 percenbf GDP);
e Serviced GH¢226.9million (1.0 percenbf GDP);
¢ Nonstatutory transfers and subsid@&sGH¢1176.2million (5.4 percenbf GDP);
e Domestic (owrfinanced) capitad GH¢261.9million (1.2 percenbf GDP); and
¢ Outstanding commitments & arredys GH¢669.7million (3.1 percenbf GDP).

Fiscal Balanceand Financing

Based on the above projectiomkrevenues and expeitures, abroad fiscal deficiof GH¢2274.2
million, equivalent t010.5 percentof GDP is projectedfor endyear 2009.This is 11.8 percent
higher thanthe official estimateof GH¢2033.4million or 9.4 percentof GDP contained inthe
revised20® Budgetard the IMFPRGF ArrangemenOutstanding commitments account for 29.4

percentof the total, while current operations account for the remaining 70.6 percent. Fyeand
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projection is also for ®PB deficitof GH¢498.9 million or about 2.3percentof GDP d almost

twice the sizeof the programme targef 1.2 percentof GDP.

The bulkof the amounbf projected deficid GH¢1267.7million, representing 55.9 percedt is
expected to be financed from domestic borrowing, with the remaining 44.1 percent bamgedin
by external borrowing and exceptional financing from Development Partners (DPSs).

The projected outturn for net domestic financing is conditional on a 100 percent fulfilbnna

donor commitments. Anything shaot the promised disbursements @uaause the governmedt
especially one committed to implementing its social democratic agénda resort to more
domestic borrowing than this projected outturn, with obvious consequences for upward movements

in interest rates in the short to medienmand implications for the sizaf the domestic debt stock

Money, Credit, and Prices

Monetary Policy Framework

The renewed quest for price stability has altered the monetary policy frameWwtr& Bank of
Ghana BoG) from directly targeting monetary aggaes such as reserve money and the money
supply toinflation targeting (IT) The BoG formally adopted the IT framework in May 2007 after

almost three yeawsf informal IT management.

With the adoptiorof IT framework, the interest rate became the insemirof choiceof monetary

policy by the Bankof Ghana. In addition to the prime rate, the Bank Ghana also relies on a

varietyof instruments in the conduof monetary policy, including:

A Reserve requirements (currently only mandatory cash requireraéspercentof eligible
deposits);

A Open market operations (conducted at the weekly auctions);

\ >\

Repurchase and reversgpurchase agreementefiductediaily on week days); and
A Auctions of government debt instrumentsf various maturities (alse@onductedat weekly

auctions).

These, together with the prime rate, are what have been described as the traditionabasarket
nortintrusive ways to absorb liquidity from the system, as well as inject it into the syBtem.
Bankof Ghana uses these instrumentmftuence: thecostof borrowing; returns on assets; and to
shape the incentives for market participants to hold more cedi balances in the banks and less

foreign exchange deposits domestically or abroad
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Objectivesof Monetary Policy
In conformity with themacroeconomic targets set for the 2009 fiscal year, monetary policy is
focused on reducing the eperiod yearonyear rateof inflation to 12.5 percent by er2D09 and
further to 10.0 percent in 2010 and 8.0 percent in 2011. The BoG will, in effedts us#ation
targeting framework to guide inflationary expectations in line with the metium forecast.

Underlying the mediumterm forecastof inflation is a fiscal consolidation pathwhich will
stabilizethe domestic deband helpanchor inflationary expectationsThis will be buoyed up by a
tighter controlof liquidity 0 as evidenced by a programmed annual groeftibroad money
(including foreign currency deposit®)f 21.7 percent at erdecember 2009 compared to an
outturnof 40.2 percent at eADecember 2008.

In pursuit of the national goabf accelerated economic growth with macroeconomic stahility
fiscal policy appears to be assigned the aflénstrument for growth while, in a complementary

way, monetary policy focuses short-term macroeonomic stability

Monetary policy is therefore,expected to play a supportive role to fiscal policy, focusing on

sharply reducing inflationary pressures and stabilizing price and exchange rate expectations on the

market. In particular, the BoG will direatonetary policy toward reducing the end period inflation,

and strengthen its inflation targeting framework.

Monetary policy will also seek to actively promote financial deepening. To this end measures will

be introduced to:
e encourage further developntat the market for bonds and other letegm securities;
¢ mobilize savings for investment, and restructure the financial system to enhance tbge flow
credit to the private sector; and
e sustain the current flexible exchange regime and BoG interventiondeavitlonfined to

smoothing out volatility in the foreign exchange market.

The key challenges to meeting the meditamm inflation forecastwa/hich have been flagged by the
GoGand the Breton Woods Institutions include
¢ the fiscal stance, and in particulaage policy in 2009; and

e a possible resurgence in pricgcrude oil currently forecasted to rebound in 2010.
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Trends in Monetary Targets and Aggregates

Over the past three years, annual groottkey monetary aggregatés Total liquidity (M2+),

Resev e Money (RM), and deposit money bank&6 (DM
have tended to exceed the targets set by the Monetary Authorities. The estimaiatigrowth

rates inTotal Liquidity (M2+) and Reserve Monegmained increasinglgtrong in both 20D and

2008 exceeding the set targets by considerable margimesse were in spitef an increase in the

demand for money and a declinengomevelocity of money in circulation in both years.

The income velocityof money in circulatio, defined by the rati@f gross domestic product to
average broad moneypply (M2)d i.e., total liquidity less foreign currency deposits (FGD)is
estimated to have initially risen fro&0in December 20Dto about R in September 2008 before

falling somewhat to 2.8 in December 2008. In the subsequent period up to June 2009, however, the
velocity ratio reverted to the September 2008 esting&t8.2 d signalling continuing demand

pressures in the economy as a whole.

Domestic Credit Conditions

Compare to the yea007,overall credit growth was brisk in 2008. The stadkcredit rose by

10.5 percent in the first quterof 2008 as compared to 7pércent in the corresponding quarbér

2007. Adjusted for inflation the picture is the same with a gra#86 percent and 3.9 percent for

the first quartersof 2008 and 2007 respectivebaccording to the Banlof Ghana, parof this

reflected financial deepening in the wakef financial sector reforms, a reduction in reserve
requirements, anchoderation inthe buoyant demand conditiorss year earliethat seemed to be

adding on to the cyclical money demand pressures in the banking sfistelm.e gener al s |
in credit allocations overthe 4o nt h period up to June 2009 was
Growth in credit to the private sect@excluding public sector enterprises and organizations) is
reported to have slowed down, as it increased by g&@ent per annum ime 12month period to

June 2009, following a 56.2 percent annual increase beesame period a year before in 2088.

a resultof the current stabilization programme with BWiedit growth has decelerated sharply in

2009. The first quarter growthf 8.74 percent was higher than that in 2007 bu8 J&&rcentage
pointslower than that recorded for 2008

The differences are even more marked in the second quarter. In 2007 quarterly credit growth
accelerated to 1@.percent in the second quart@r an increaseof 49.7 percent over the rate

recorded in the previous quarter. For 2008 wghoin the second quarter was a massive 25.9

F14 |



CEPA:Ghana Economic Review and Outlp@kK09

percentd two and a half times the 10fercent growthrecorded in the previous quarter. Similar
accelerations were observable in respéceal credit growth.

Credit Composition

In the recent period to efdecember 2008, there has been a general tendency for theogshare
credit to the nofgovernment sector to rise. At the eoti2005, the nofgovernment share stood
below 60 percent. This rose steadily to reach almost 80 percent at thefck@¥. In the corse

of 2008, it declined to about 70 percent, recovered somewhat at tlé thedfirst quarteof 2009
before falling again to about 70 percent at the @rthe first halfof 2009. Given the ceiling on net
domestic financingf the government deficih the stabilization programme, it is expected that the
non-government share would rise by e2@09.

Interest Rates and Money Market Developments

At the September 2009 meetio§the Bankof Ghanadés Monetary Policy C
prime rated an important policy instrument and the lead indicatdri nt er e st rates
domestic money marké was left unchanged at 18.5 percent per annum. This policy rate has been
maintained at that level for well over six months since it was last adjusted plyadb0 basis

points in February 2009 from 17 percent per annum.

According to the MPC Press Release, the decision to leave the prime rate unchanged at 18.5
percent per annum was informed by a nundfatevelopments in the domestic economy, the most
noteble being the following:
A volatility of the exchange rate eased in the third quaste2009, with a slowdown in the
nominal depreciationf the cedi visavis the US dollar;
A inflationary expectations were turning around and ...there were sfgesiucedvolatility in
prices;
A fiscal policy, together with a tighteningf monetary and credit conditions, were putting

pressure on prices as growth eased downward close to trend.

The Press Release also acknowledged risks to the economy relating particulaehspeed with
which world market pricefcrude oild an i mportant i mport item in

0 might rebound, given the recoverf/global demand from the financial crisis and recession.

It is worth noting that the MPC had hitheo begnning in the fourth quartesf 20078 adopted

a tighter monetary policy stance and adjusted the policy rate upwards in four rapid and unremitting

15 |




CEPA:Ghana Economic Review and Outlp@kK09

jumps from October 2007 through July 2008. The purpose, as always, was to respond to the rapidly
acceleratingateof domestic price inflation.

Both the interest rates on the shetm money market security, the-8ay Treasury Bills, and the
weighted average Interbank Rétethe rate at which domestic money banks (DMBs) borrow from

and lend to each othér rosesharply above the prime rate as the latter was adjusted upwards in
July 2008 by a hundred basis points to 17 percent. These interest rates remained virtually flat
thereafter until about February 2009 in line with the adjustroétite policy rate to 18.percent

per annum. In the third quartef2 0 0 8 , as the prime rate remaine
per annum, a widening spread began to emerge between the interest rates on -leteshort
securityd the 91day Treasury bild and the Interbankverage.

As noted in earlier CEPA publications, serious concerns continue to be raised about the prevailing
high interest rates on the domestic money market in the widsgh and increasing inflation and
inflationary expectations. Many industrialisesporters and domestic impexdbmpeting producers

have complained that successive interest rate hikes have sharply raised thelaiost business in
Ghanad an unwelcome situation, particularly in the present circumstamicasylobal financial

crisis and recession. The latter is already adversely impacting on trade, finance, export earnings,

and economic growth.

Bank interest rates, which are the price customers earn for depositing their monies (or pay for
borrowing money) from banks in Ghana, as @es in a numbeof countries arefragmented into
ranges. The interest rate segmentation providesatisen d 6 ° forrbanks to reward customers

with large bank balance&s mostly corporate bodies and highedrth clienteled higher deposit
savings rate as well as lower borrowing rates. The latter is mostly based on the notion that such
clients, though in the minoritgf bank customers, fetch banks higher deposit sizes and thus in many
instances have the clout to negotiate for lower lending rates thanprevails on the market. This
covert action leaves the resf bank customers (unfortunately in the majority but with smaller
sharesof total bank deposits), to bear the full bruritthe banking business by not only earning

smaller savings deposit raten their accounts but also charged higher lending rates.

Inflationary Developments and Outlook
The overall recoraf monetary policy performancance 200téhas beemather weakThatin 2008
in respectof the disinflation objective was particularly dm®eointing. InBudget 2008 the Banf

Ghana (BoG) was expected to direct monetary policy towards reducing tpereod inflation to a
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target rangef 6-8 percent at yeagnd and further down to a range4-6 percent by en@009. As
it turned out, the saarget for 2008 was misséd in fact, overshot by a significant margin.

Given the experiencef persistent overshootingf inflation targets, the assessmemtCEPA hal
been that with no change in the monetary policy framework and target setting,gettefaa 2009
would prove unrealistic and go the wafits predecessod missed by considerable margins. It
was therefore not surprising indeed, somewhat a validatiéh when the target for 2009 was

revised upwards from 12.5 percent toGldercent.

In its July deliberations, the Monetary Policy Committee (MRE)the Bankof Ghana had
indications from its Composite Indeaf Economic Activity (CIEA) and elsewhere that the
economy was slowing down rapiddy implying potential output and job losses. Cansently, in

spite of the inflation rate remaining above the projected path, the MPC concluded that the prime
rate should be kept unchanged at 18.5 percent, for the reasd@n fliae risks in the outlook for

di sinflation and growth are bal ancedo.

Contray to a forecasbf a decline in the ratef inflation during the second quartef the year,
inflation went upeven if onlymarginally from 20.5 percent in March to 20.7 percent in June 2009
0 significantly above the 14.6 percent inflation target for #mel of the year. At the same time
core inflation (which strips out price changdsnergy and utility items from the consumer basket)

increased by 2 percentage points duringséendjuarter to 21.3 percent.

Several factors contributed to tB809hdf-year inflationary experience. Key among these include:
an increase in the priag petroleum products by 30 percent whpmiished up transportation costs
0 whichin turn impacted on the pricaf most goods and services, especially food staples in the
ecanomy; and the paghrough to domestic pricesf previous exchange rate depreciations, a

situation that impacted adversely the exchange rate and also on inflationary expectations

There are leads and lags in the monetary dynamics with changes inotith gateof money
supply impacting on inflatio® somethree to five months tar, in the Ghanaian contexthis
suggests that the monetary surge in the secondha@o8, particularly in the fourth quartevas
expected to impact in the first haléarof 2009 and, therefore, sustain the surge in inflation which
started in fourth quartef 2007.
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As indicated earliera tighteningof macroeconomic policy was signalledth the approvabf the

2009 Budget in March.Subsequently,ni June 2009 agreementgre reachewn a new 3year

PRGF Arrangememvi t h t he BWIs which effectively conv
strategy articulated in the Budget Statement and Economic Policy approved by Parliament to a

comprehensive stabilization programme.

CEPA wnderstoodthe need and importancd the reestablishmenbf macroeconomic discipline
after threecontinuousyearsof fiscal excesses. Nonetheless, CEPA sought to draw attention to three
important issuesis-a-vis the stabilization programme
o thatthere wa the need to avoid an inflexible adjustment path that could exact higher than
warranted socigpolitical costs;
e thatthe disinflation path needlto be more gradualist than implied in the programme; and
e thatthere was a need to emphasize the critical ingmoeof a growth with stability strategy
rather thanone of stabilization with growth although this would also call for more

resources from donors than would appear to be the case in the agreed programme.

Projections from the May 2009 meetinfjithe MRC indicated that inflation could begin to decline
from a peakof around 20 percent early in the second quartdahe year andawards the target
rangeof 12.6 16.6 percent at the emd the year and then to a rangi6.7-12.7 percent by the end
of June P10

According to the MPC the setdf initial conditions which influenced the forecasts at May

meeting have all moved in directions that point to low inflationary pressures in the outlook.

CEPA has also estimateliet stabilization effeavf the PRGF mangemenaind hadactored intoits
forecastof inflation for 2009. The result is that the yearyear rateof inflation is projected by
CEPA tofall further from the 18.37 percent attained in September and it now looks likely that the

target rateof 145 percent could be achievéd confirming the optimisnof the MPC.

On balanceéd given the downward trend wf the inflation path and the projected steep declines in
real economic activityy a strong case could be mafde a policy considerationio reviseinterest
rates downwarsl Qonsistent withthe growth with macroeconomic stabilitstrategy, a garterof

1.0 percent adjustmeirt the policy ratanay be recommended




CEPA:Ghana Economic Review and Outlp@kK09

The stabilization effeadf the new PRGF Arrangement with BWIs, which has been quitefisignt

since September 2009, hasrked through the followinghannels

A sharp reduction in aggregate demand as @GP growth slowed down from 7.3 percent in
2008 to about 3.8 percent for 2009

A deceleration in the ratef depreciatiorof the nominal effetive exchange rate

A rising real interest ragas the inflation rate decelerated while nominal lending rate anse

A Nonprice measures have also been applied by the commercial banks to further tighten credit

International Trade and Payments

ForeignExchange Markets

On the domestic foreign exchange markets, the microstructure characteristies market in

Ghana have remained unchanged over the last two years, with the US dollar accounting for over 80
percentof the transactions in the market. Aietsame time, transparency and the ahiftynarket
participants to observe information about the trading process remained low. Four authorized dealer
participating banks continued to account for the lmilforeign exchange transactions. The market
alsocontinued to be segmented.

However, the abilityof the central bankd the Bankof Ghanad to intervene in the market was
eroded as a resudtf dwindling external reserves consequent on the world economic crisis and the
decline in private transfers. A huggcrease in public sector expenditures as a rediuhe 2008
Presidential and Parliamentary elections also created increased demand for foreign exchange. At
the same time, the uncertainty associated with the election and the subsequent policy stance

realted in heightened expectations and speculative behaviour.

As a resultof this combinatiorof factors, the foreign exchange market became volatile in 2008
compared with the stability observed in previous years. Increasing volatility was also chaihcterize
by sharp depreciations in the nominal exchange rate and increasing spreads between buying and

selling rates in the interbank foreign exchange market.

On the other hand, the cedi appreciated in real terms over the period. The real appdiagion

cadi was, therefore, due to the relatively higher raignflation in Ghana compared with her

trading partners. This is interpreted as loss in competitiveness as shown in declining market share
ofGhanadés exports in wor | dtonahtrading markets, the eunp aond i c u

and the sterling area. There have been no major changes in the destin@tltra na 6s t r ade.
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Since the major soura# the real appreciation or los$ price competitiveness is relative inflation,
the situation may robe helped by inducing nominal appreciation as an anchor against inflation.
Perhaps, changes in productivity, fiscal and monetary policies may be more appropriate.

Balanceof Payments

Ghana continued to face protracted trade and current account defidiesr balancef payments.
These twin deficits widened in 2008 in spd@éthe country benefiting from continuing terroé

trade gains. The empirical evidence is that, for the first time in the last five years, the overall
balanceof payments situation deriorated sharply, plunging into a huge defioft US$940.8
million 8 the equivalenof 5.8 percenbf GDPin 2008.

The worseningof the external payments position in 2008 may be attributed mainly to policy
adjustment failures to contain domestic demamdssures on the external accounts. A highly
expansionary fiscal policy as a resoft electionyear spending led to an increased demand for
imports, and high inflation and inflationary expectations. At the same time, the inability torpass
the effectsof changes in world market pricesf crude oil and petroleum products and the

depreciatiorof the cedi compounded the situation.

Imports amounted to US$10,261 million at the efid2008 compared to US$8,069.2 million in
2007, with almost 33 percent increas the noroil imports component. The huge increase in
imports was driven by strong domestic demand on acawiuimcreasing public expenditure and
continuing appreciationf the real effective exchange raikthe cedi visa-vis currencie®f major

tradng-partner countries.

On the supply side, G h a @ agdld, coooa jbeams arel ¥paudst com
seemed to have benefited in 2008 from a more favourable external environment even in the midst
of the global financial crisis and recession. Gl 6 s of trdedn she relative pricef imported

goods (mainly crude oil) to thatf major exports (cocoa beans and gold) on world mardets
generally strengthened in 2008, supporting incomes and growth, while the domestic financial

system proved to belatively insulated from the global financial storm.

This situation appeared to have been reversed since the first qi&®€9, with the core ternef
trade sharply deteriorating against Ghana as the averagegbirm@ide oil on world markets

continue to rise.
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CEPA estimates that by the closkthe year, the average prioécrude oil will be within a range

of US$78 and US$80 per barrel. Being a net crudangbrting country, and dependent largely on
importsof petroleum products, any furthese in the average priag crude oil beyond the upper
limtofUS$80 per barrel will adversely affect Gha
the economy.

Fortunately, the hydro/thermal mix with respect to the energy generation requireshehts
economy has been i n Gh aohthidygar. fTrasvavaunablefdeveloprmente mo
calls for a combinationf more practical methods for harnessing the immense water resources with
proactive strategies for their effective management. Thideemed very critical not only for
purposef avoiding higher costs associated with thermal generatiggower in the future, but

also for advancing the soeeconomic developmewif the country as a whole.

There are also indications that for the fitiste in the last five years, nawil imports into Ghana
decreased by nearly 7 percent per annum in value t@rmfrom US$3,674.4 million in the first
half of 2008 to US$3,429.1 million in the same per@009. This magnitudef decline in the
nontoil imports bill compares with annual increasds12.3 percent and 40 percent per annum

registered in the first six montlag 2007 and 2008 respectively.

Part of the decrease in the nail import bill may be attributed to a moderation in the real
appreciatn of the exchange rate vivis thoseof Ghanadés major trading p
weighted real effective exchange rate appreciated on a cumulative basis by 11.6 percent in the first

six monthsof 2009 compared with a real appreciatafri8.9 percentwer the same period in 2008.

Barring any structural changes in the current hydro/thermal mix for power generation for tife rest
the year, CEPA estimates are that by y&at, the overall import bill will amount to no more than
US$8,082 million with theoil import bill being US$1,214 million while the nayil component
amounts to US$6,868 million. The CEPA estimates are about US$523 million less than
programmed in the Budget Statemerit2009 and some US$1,217 million less than the IMF
projection for 200.
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2 THE FISCAL STANCE

2.1Introduction and Background

The Mills-led NDC government assumexdfice in early January 2009 and was faced with an
environmentof macroeconomic instability which manifested itself imter alia, a huge budget
deficit estimatedit 14.5 percerdf GDP at the endf 20080 including nearly 1.0 percewf GDP

in respecobf commitments and payments arrears from previous years.

Although the macroeconomic difficultiesf 2008 were primarily due to election year spending
excesses tlye nonetheless, exacerbated an underlining persistent deteriovéfisnal discipline
which the Centre for Policy and Analysis (CEPA) had noticed and drawn attention to sina® 2006
a phenomenon which the Centre has described in various presentatiwigba®rnly high and
widening fiscal deficits .

Against this background many high spendietated promises were made &l political parties

during the 2008 electioneering campaigns at a time when reality and objectivity rather called for

policy packags geared more towards economic stabilization.

The new Government also had to grapple with the adverse developments on the international scene
0 the global financial turmoil and the consequent world economic melt down. As a result it found
itself in the ather unenviable positioof being in a homgrown financial crisis in the midstf a

global financial crisis and recession.

The Government was, therefore, confr ooftwod wi t
Citieso by CEPA: e awninflittdd dinanzial erisih lted for ta treduction in
government spending whilst, on the other hand, the inhospitable global situation required the
provision of massive governmental support in the form a hefty packddescal stimulus to re

ignite the ailing economy a countercyclical path chosen by most other countries with relatively

better managed and more sound domestic economies.

A Strategyof Growth with Macroeconomic Stability

Not surprisingly, the government made the attainntdnmnacroeonomic stability an important
goal in its maiden Budget presented to Parliament on March 5, 2009 with an objective to reducing
the broad budget deficit to 9.4 percehlGDP at endDecember 2009 from the eiizkcember 2008

outcomeof 14.5 percenbf GDP. This notwithstanding, and consistent with the social democratic
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agendaof the Mills-led Government, the 2009 Budget also acknowledged the critical impoxénce
broadbased economic growth in the fight against poverty and in improving the living conditions

and welfareof a | | Ghanaians. l ndeed, i o thei 2089 Bulges s e s s
St atement end Economic Policyo, CEPA had cont
with its social democratic principles (and with the explicit provisidiGHE42 million in support)

0 presented and approved by Parliamé@ntwas consistent with a strategy fiGrowth with
Macroeconomic Stabilityo i n which the growth objective is

The Move to a Prayclical Stabilization Programme

In a letter dated January 7, 2009, the World Bank Ghab#ice alerted the incoming
Administrationof the severityoft he domestic financi al crisis a
and extraordinary assistance fr om bdtohomt he Wi
Governance and Poverty Reduction Credit (EGPRC) programme for Ghana, the World Bank
blamed the Kufuor Administration for the spending excess that created theghowr crisis and

then failing to provide adequate and timely information for a nabygective and transparent
assessmertf the fiscal stance. Quoting from that document the World Bank stated that:

AiLack of transparency and accountability has provided an enabling environment

for the deteriorationof fiscal management. The overshootifgthe budget deficit

went largely unnoticed till late 2008. Indeed, poor access to informatiartimely

manner prevented large deviations from planned expenditures being brought to the

public eye, and even to the notioé political parties, Internatioal Financial

Institutions (IFIs), and Developed Partners (DPs). Transparencyaaaduntability

provide citizens with a means by which to be informed, to participate in public life in

an informed manner and to pressure Government for improved outcombeutVit

access to information, people lack the means to exercise the roles and rights that

define citizenry and promote social accountabity.
Il n CEPAG6s view the World Bank cannot totally
developments withthe above comments which fall shoifta betrayalof the bondof partnership
between the World Bank and Ghana (through the Government). As permarngmdircof the
MDBS Arrangement and also for the CG Meetings, the Bank staff should have detectechalsy sig
of fiscal deterioration much earliér that is if they were closely monitoring the situation. The
claim that they were dribbled by the Government is totally unacceptable and cannot be used as a

credible alibi to look good.

In the ensuing dialogue ssdxjuent to the submissiari the letter, the World Bank succeeded in
mobilizing the IMF, the DPs, and the new Mills Administration to move from the stratbgy

AGrowth with Macroeconomic Stabilityd that informed the 2009 Budget Statement into
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following a grategyof a camprehensive programmeof macroeconomic stabilization and
reformd d a programme consistent with a stratedyivlacroeconomic Stability with Growtho
i.e. one that is heavily slanted towards stabilization rather tharmp@oo growthd which is
contained in a new PRGF Arrangement with the IMF for tHye& period July 2069une2012.

The Revised Budget and the new PRGF Arrangement

In its mid-year reviewof the 2009 Budget Statement and Economic Policy to Parliament on August
25, 2009, the Geernment also presented a revised Budget for the consideodion approvaby
Parliament. In a technical sense the revised Budget sought to receive the loieBsirigiment to
implement the new PRGF Arrangement with the IMF. Additionally, the réviaglget took into
account events and developmemtkich, according to the Ministeof Finance and Economic
Planning, were not available to Government at the tifnpresentatiorof the original Budget in

March. To quote the Minister:

ne. at t h e xcellenaye, President JBhn Evans Atta Mills presented his
Sessional address and this august House approved the 2009 Budget, my Ministry
has not been apprisedf certain significant developments in the country. These
developments relate mainly to interessts associated with domestic borrowings as
well as additional resources required for paymeitsome arrears and other
outstanding commitmerts(paragraph4).

Alt has therefore become necessary for Governmentaaljtest to ensure that these

adverse deelopments do not undermine our macroeconomic consolidation

agenda @paragraphb).
Following is a brief commentary on the revised 2009 Budget. It draws extensively from the
statement delivered at the launoht he A CEPA As s e s somben2®9 Budgkt Cr it
Statement and Economic Policgf the Governmentof Ghan@& oin The Di dof e mma

Macroeconomic Policy Making: ATaefTwi n Citi eso.

2.2 Fiscal Highlightsof the Revised 2009 Budget

Broad Fiscal Target

The revised 2009 Budget maintained the tafgethe overall fiscal deficit at the 9.4 perceniGDP set

in the original Budget. The target includes a planned settlemfenutstanding commitments and
payments arrears equivalent to 3.1 peradrGDP. This deficit target is also preserved in the FRG
Arrangement with the IMF where it is mad@rogramme conditionality and labeled a key quantitative

criterion.
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Financing Options
Resources for financing the deficit can conveniently be grouped into three categories namely:
(a) External private inflow of loans and equity (including proceeds from divestiture);
(b) Net domestic borrowing (excluding borrowing from A@sidents) from the domestic bond
market; and
(c) Loans (project and programme) and debt relief from Development Partners.

(a) External Privag¢ inflowsof loans and equity

Resources from the first categaby external private inflowsf loans and equity funded about 56.6
percentof the deficit in 2008. On accounf the prevailing domestic and international financial crises,
no resourcesvere expected from these external souraéddinance, and indeed both the Budget and
PRGF Arrangement nda no provision for resources from amf these sources for financing

government 6s fiscal operations in 2009.

In the circumstanceghe governmentas had tarely exclusivelyon the other two socesof
financing the deficitd namely borrowingfrom the domestic bond market (excluding from fnon

residents); and loans (project and programme) and debt relief from Development Partners.

(b) Net Domestic Borrowing

Domestic borrowing by government could lead to inflationary pressures if accommodated by increased
supply of credit from the banking system. Ultimately, the government has the power to incur an
unlimited deficit since it has the power to basically print iin@eney needed to buy back its own debt
obligations. This coursef action, however, is a cure that might well be worse than the disease. Indeed
Arolling the printing press o0 offinflasion.iCensequertly mthe i b e d

stabilizaion programpof the PRFG conditionalities are used to prevent such an occurrence.

Consistent with the stabilization programme, a tight ceiling has been placed on net domestic financing
of the budget. The levalf such financing has been reduced from @& percenbf GDP projected in
the original 2009 Budget Statement to a more stringent cafidd3 percenof GDP.

(c) Loans (project and programme) and debt relief from Development Partners.

Project loan dibursements are estimatedGii¢792.5 millioncomparedto the 2008 provisional
outturn of GH¢514.9 million 8 an increaseof 53.9 percent. Similarly, programme loan
disbursements are projectedGiti¢611.7 million compared t6&H¢236.7 million in the original

Budget and5H¢153.3 million received in 2008 anannualincreaseof 54.4 percent. In totathe
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revised position fomew external borrowing from Development Partners in 2009 amount to the
equivalentof 6.5 percentof GDP compared to the 3.9 perceot GDP attained in 2008. On the
other hand, amodationof the external debt is expecteddeclineasa shareof GDP from the 28
percent recorded in 2008 to 2.5 peraanGDPin 2009.

Thus,the projection fonet loan financing from Development Partners in 2@@3revised upward
from 2.3 percenbf GDP to 4.0 percentof GDP, compared tal.0 percentof GDP in 2008 In
addition,debt relief from bilateral donors under the Enhanced HIPC Initisghva@wvn in the Budget

Statement aBxceptional Financgs also expected in an amowftGH¢134.7 million.This is 73.7
percent higher than the provisional outturn recorded for 2008. Thus, in 2009 thef tiedthree
listed categorie®f financing the budged loans (project and programme) and debt relief from
Development Partne® is projected to amounbtthe equivalenof 4.6 percentof GDP which is
over 107.5percent above the 1lpercentof GDPreached in 2008 and 58.2 percent greater than the
projection in the original Budget.

Resources from these sources financed 9.2 perckrihe deficit in 2008.In the original
presentationof the 2009 Budget they accounted for 31.0 peranthe projected financing
requirements. The projected contributiofi these resources to the total financing neeéls
government, both in the PRGF programme and the reviselydBus 49.2 percentThere is
therefore, the disturbing realityof increased donedependencen 2009 and the consequent
vulnerability to donor conditionality and inflexibility as well as the proverbial unrelialoiitgid
disbursementsA carefuland masterfulmanagemenbf governmenidonor relations is, therefore,
critical to ensurethe succesful implementationof the 2009 Budget and the achievemehtits

targets and objectives.

Payment Arrears

The phenomenownf payment arrears and other commitmecasried over from previous years
continue to undermine the credibilinf budget formulation and implementation in Ghanhe T
accumulationof payment arrears constitutes proxy borrowing by Governmémth locks up
working capital of suppliersof goods ad services to Ministries, Departments and Agencies
(MDAs) of government. On accourdf the perennial issuef government payment arrears to
private sector contractors and other suppliefsgoods and services to state institutions, the
interpretationof credit to the private sector by tmemmercialbanks is made extremely difficult
since he large increases suchcredit stock could be more a sigf businesdistress tharof

buoyancy. Moreover, indigenous firms have complained that awépeyment wok against them
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0 the record shows thaérge multinational firms that typically borrow at lower ratésnterest
from the banks are also ablertegotiateand receive interest on delayed payments due to them.

A total of GH¢491.5 million of nonroad arrars is planned to be cleared in 2009. Beyond the
statutory fundof DACF and GETFund (respectivelgH¢35 million and GH¢23.3 million), key
areas includeGH¢53.2million in respecbf the National Health Insurance Fund (NHIBH¢128
million in respecibf TOR undefrecoveryof costs associated with the procurement, processing, and
saleof petroleum product$GH¢58 million in respecof BOST undetrecovery andGH¢75 million
under an MOU for VRA crude oil liftingAn amountof GH¢93 million is also plannedor
clearance in respeodf other outstandingcommitments including those in respeet court
judgments against the state.addition, payment arrears in the roads sector amounti@Hii 35
million is scheduled to be cleared. This brings the total piavifr arrears taH¢626.5million,
equivalent to2.9 percenbf GDP compared to a reported clearance in 260&H¢142.3million,
equivalent td.8 percenbf GDP.

2.3Programme Adjustors for Key Fiscal Targets under the PRGF Arrangement

The Governmenhas agreed with the IMF to take corrective measures in order to remain within the
programme budget deficit ceilingf 9.4 percenbf GDP, and for the governmemd not crowdout the

private sector from the domestic credit market. These measures are spebetbw.

Adjustments to Expenditures and Domestic Revenue
Under the PRGF Arrangement any expenditure-owes or domestic revenue shortfalls that would lead
to an increase in the deficit mu s t be &MBijoust ed

ensure that the targeted ceiling is respected.

Programme Quantitative Targets
Two key fiscal quantitative targets are spelled out in the PRGF arrangement: (a) one in respect the
overall fiscal deficitof the governmentand(b) the other in respectf net domestic financingf the

government 6s fiscal operations.

(a) Overall fiscal deficibf the government
The adjustment required in respeaiidt the overall fiscal deficit is conditional on the level

disbursementef loans and grants made by DPslioth projects and general budget support.

Specifically, he overall deficit ceiling has to be adjusted upward for the full amount in the event that

project loan disbursements are higher than programmed, and adjusted downward also for the full
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amount wha project loan disbursements fall shoftthe programmed amount. This is to allow higher

than anticipated disbursementigoroject loans to be spent and vice versa.

If disbursementsf programme loans (grants) are less than the budgeted arnieudefcit ceiling
will be adjusted downward (upward) by 50 percehthe shortfall, up to a maximunmeunt of
GH¢75 million. The ceiling will, however, be adjusted downward fully for higher than

programmed program grants

(b) Net domestic financing (NDFfthe gover nment 6s Fi scal Operatio
In the casef net domestic financingf government fiscal operation$)e ceiling will be adjusted

upward by 50 percent for any shortfall in programmed program loans and grants, up to a maximum
adjustmentof GH¢75 million. When disbursementsf programme loans and grants exceed the

programmed amounts, the ceiling will be adjusted downward bfglihemount.

2.4  Assessmendf the 2009 MidYear Fiscal Stance

2.4.1 The Overall Fiscal Stance
Overall Broad Balance (OBB)
Fiscal performance in the firdtalf of 2009 wascharacterizedy a revenue and grants outturn that

fell shortof the budgetary target by 7.8 percent.

Total receipts including grants at eddne 2009 amounted to 13.9 percehtGDP. The outturn
missed the bdget estimatef 15.0 percenbf GDP for the period and was below the 14.6 percent
of GDP for the corresponding period in 2008. The shortfall was both in respebe domestic
revenued a midyear outcomedf 11.1 percenbf GDP compared to a budgeted.@lpercenbof
GDP, and grants (including debt relie) which registered an outturof 2.7 percentof GDP
compared to the programme targéB.1 percenbf GDP.

In response to the resource shortfall, payments (including principal repaghexternal dét, tax

refunds, and payments for outstanding commitments and arrears clearance) were restrained
resulting in an outturn that was below the budget provision by 5.4 percent. The major component,
domestic primary expenditures (DPE) fell below the budget.®ypdrcent. The period recorded a
budgetary shortfalbf 7.9 percent in foreigffinanced capital arising primarily from smaller inflows

of project loans (17.0 percent less) than programmed. The expenditure programme was also

! The traditional presentation of the fiscal accounts can be found in the Appendix Tables.
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encumbered by outstanding coriments from previous years, with such payments exceeding the
budget provision for the halfear by 5.5 percent.

Table 2.1a: Aggregate Fiscal Performance Indicator§GH¢ million) 20072009 Halfyear
Performance

2007 2008 2009 2009

Half year Half year Half year Half year

Qutturn Qutturn Qutturn Budget

(1). DOMESTIC PRIMARY BALANCE (DPB) -370.6 -583.5 -99.9 -59.0

Domestic Primary Expenditure (DPE) 2066.4 2612.1 2510.9 2640.4

HIPC & MDRI 223.5 134.4 127.5 111.7

All Others (incl. private capitamarkets) 1842.9 2477.7 2383.4 2528.7

Domestic Revenue (tax and notax) 1695.8 2028.6 2411.0 2581.4

(2). DPB-CEPA -134.8 -503.4 -30.3 43.9

Domestic Primary Expenditure (DPE) 2066.4 2612.1 2510.9 2640.4

Fund by HIPC & MDRI Relief 223.5 134.4 127.5 1117

All Others (incl. private capital markets) 1842.9 2477.7 2383.4 2528.7

Domestic Primary Revenue (DPR) 1931.6 2108.7 2480.6 2684.3

Domestic Revenue (tax and ntax) 1695.8 2028.6 2411.0 2581.4

HIPC & MDRI Relief 235.8 80.1 69.6 102.9

(3). PRIMARY BALANCE (PB) -178.1 -549.0 -166.6 -98.3

Total Primary Expenditures 2398.3 3114.0 3165.1 3350.7

Domestic Primary Expenditure (DPE) 2066.4 26121 2510.9 2640.4

Foreign-Financed Capital 331.9 501.9 654.2 710.3

Total Revenue & Grants 2220.2 2565.0 2998.6 3252.3

(4). OVERALL BROAD BALANCES (OBB)

(4.1) OBB commitment basis -357.3 -829.3 -615.6 -500.1

Primary Balance -178.1 -549.0 -166.6 -98.3

less Interest Payments 179.2 280.3 449.0 401.8

(4.2) OBB (modified payments bas) -415.5 -996.2 -921.7 -790.4

OBB (commitment basis) -357.3 -829.3 -615.6 -500.1

lessOutstanding commitmentsf which: 58.2 166.9 306.2 290.3

Road Arrears 10.9 46.9 60.2 80.0

Non-Road Arrears 35.0 108.0 232.3 193.0

Tax Refunds 12.2 12.0 13.6 17.3

(4.3) OBB pelowthe line) -189.3 -927.0 -823.5 440.2

OBB (modified payments basis) -302.4 -961.6 -872.6 -175.1

less Discrepancy -113.1 -34.6 -49.1 -615.3
Source: Ministryof Finance & Economic Planning, Bamf Ghana, and CEPA Staff estitea

Interest payments overshot the Budget by some 11.8 percent, mainly due to a 29.4 percent overrun
in the domestic component. This latter development raises serious concerns about debt
sustainability in the mediusterm and the adequaoy the fiscalspace required to fund pgmor
programmes. External interest payments were, however, below the Budget provision by 22.3

percent.
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Table 2.1b: Aggregate Fiscal Performance Indicator§percentof GDP) 20072009 Haltyear
Performance

2007 2008 2009 2009

Half year Half year Half year Half year

Outturn Outturn Outturn Budget

(1). DOMESTIC PRIMARY BALANCE (DPB) -2.7 -3.3 -0.5 -0.3

Domestic Primary Expenditure (DPE) 14.8 14.8 11.6 12.2

HIPC & MDRI 1.6 0.8 0.6 0.5

All Others (incl. private cpital markets) 13.2 14.1 11.0 11.7

Domestic Revenue (tax and notax) 12.1 115 111 11.9

(2). DPB-CEPA -1.0 -2.9 -0.1 0.2

Domestic Primary Expenditure (DPE) 14.8 14.8 11.6 12.2

Fund by HIPC & MDRI Relief 1.6 0.8 0.6 0.5

All Others (incl. private capal markets) 13.2 14.1 11.0 11.7

Domestic Primary Revenue (DPR) 13.8 12.0 115 12.4

Domestic Revenue (tax and ntax) 121 115 111 11.9

HIPC & MDRI Relief 1.7 0.5 0.3 0.5

(3). PRIMARY BALANCE (PB) -1.3 3.1 0.8 0.5

Total Primary Expenditures 172 17.7 14.6 15.5

Domestic Primary Expenditure (DPE) 14.8 14.8 11.6 12.2

ForeignFinanced Capital 2.4 2.8 3.0 3.3

Total Revenue & Grants 15.9 14.6 13.9 15.0

(4). OVERALL BROAD BALANCES (OBB)

(4.1) OBB commitment basis -2.6 -4.7 -2.8 -2.3

Primary Balance -1.3 -3.1 -0.8 -0.5

less Interest Payments 1.3 1.6 2.1 1.9

(4.2) OBB (modified payments basis -3.0 -5.7 -4.3 -3.7

OBB (commitment basis) -2.6 -4.7 -2.8 -2.3

lessOutstanding commitmentsf which: 0.4 0.9 1.4 1.3

Road Arrears 0.1 0.3 0.3 0.4

Non-Road Arrears 0.3 0.6 1.1 0.9

Tax Refunds 0.1 0.1 0.1 0.1

(4.3) OBB pelowthe line) -1.4 -5.3 -3.8 2.0

OBB (modified payments basis) 2.2 -5.5 -4.0 -0.8

less Discrepancy -0.8 -0.2 -0.2 -2.8
Source: Ministy of Finance & Economic Planning, Bamf Ghana, and CEPA Staff estimates

As a resuliof these developments, the broad fiscal balance on commitments basi<QB)BB the
end of June 2009 recorded a defi@f GH¢615.7 million, equivalent to 2.8 pexat of GDP.
Comparatively, this outturn is a marked improvement over the defidit7 percenbof GDP for the
corresponding period in 2008. It, however, exceeded thelJemel 2009 targetf 2.3 percenbof
GDP. (See Tables 2.1a & 2.1lgndFigure 2.1).
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Figure 2.1: Fiscal Balances (2002009) HalfYear Performance (% of GDP)

ure 2.1: Fiscal Balances (2007-2009 Half-Year Performance)
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On modified commitments basi@ which accounts for outstanding commitments (including
arrears clearance and tax refunds) the OBB registered a deficbf 4.3 percent forGDP,
compaed to 5.7 percerdf GDP and 3.7 percendf GDP for endJune 2008 and the programme

ceiling for endJune 2009, respectively.

The measuref the fiscal stance used by the IMF and the international community to monitor
Ghanaos p &r theo OBBdatowrthe-line 0 indicates that at migear the budget
registered a deficibf GH¢970.1 million, equivalent to 4.5 percent GDP. Although this was an
improvement over the entlne 2008 performance it, nonetheless, exceeded théuard2009
ceiling of GH¢788 milion agreed with the IMF under theyg@ar PRGF Arrangement. Applying the
PRGF programme adjustors for shortfalls in disbursemeitsoject loans, program loans, and

program grants leads to a modified PRGF ceiihgsH¢821 million which was also breaathe

Domestic Primary Balance (DPB)

On the basiof official data presentedhe domestic primary balance stood at the equivaleat
deficit of 0.5 percentof GDP as of endJune 2009, marginally worse than the programmed 0.3
percentof GDP for the halfyear period.The outcome was, however, a substantial improvement

over the corresponding 2008 defioft3.3 percenof GDP.
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Using the CEPAecommended measure, the DPB for the period was defigitL percenbf GDP
compared to a programmed surphfs0.2 percentof GDP and a 2008 halyear outcomeof a
deficit of 2.9 percenof GDP.2

Table 2.2a: Fiscal Operationof Government Financing SourcegGH¢ million) 20072009
Half-year Performance
2007 2008 2009 2009
Half year Half year Half year Half year
Qutturn Qutturn Qutturn Budget
Total Financing Requirements 528.7 1030.8 970.8 1405.8
Divestiture Proceeds (net) 0.0 15.4 55 55
Non-Divestiture Financing 528.7 1015.5 965.3 1400.3
of which
Development Partners (DPs) 206.9 142.4 331.2 809.6
Foreign Borrowing(net) 157.5 103.6 295.7 747.3
New Loans 296.0 375.2 421.3 981.6
Project 194.1 276.5 380.6 458.5
Program 101.9 98.7 40.7 523.1
Amortization -138.4 -271.6 -125.7 -234.3
Exceptional Financing 49.4 38.8 35.6 62.3
External Private Loans & Equity (excl. Divestiture) 0.0 206.8 0.0 0.0
Capital Markets Borrowing 0.0 206.8 0.0 0.0
Dom. Bond Market Borrowing (by neresidents) 0.0 0.0 0.0 0.0
Domestic Financing(net) 321.7 6663 634.1 590.6
Banking Sector (net) -69.8 357.7 409.2 185.3
Non-Bank Public (net) 391.5 179.6 154.9 335.3
Other Domestic 0.0 128.9 70.0 70.0
Source: Ministryof Finance & Economic Planning, BankGhana, and CEPA Staff estimates

2.4.2 Financing the Deficit

As expected the endline 2009 overall broad defiaf 4.5 percenof GDP was financed from a
combination domestic borrowing and loans and debt relief from Development Partners (DPs). The
two sources together accounted for 99.4 peroérthe financing needs, with the remaining 0.6
percent coming by wawpf divestiture. Support from DPs in the amowitGH¢331.2 million
accounted for 34.1 perceot the financing requirements, whilst domestic borronwaigsH¢634.2

million represented 65.3epcent, which exceeded the PRGF ceilofgGH¢591 million by 7.3
percent. (sedables 2.2a& 2.2b).

2 SeeSection 2.6.60f this Report for the CEPA recommendation.
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Table 2.2b: Fiscal Operationsof Government Financing Sourcegpercentof GDP) 20072009
Half-year Performance
2007 2008 2009 2009
Half year Half year Half year Half year
Qutturn Qutturn Qutturn Budget
Total Financing Requirements 3.8 5.9 4.5 6.5
Divestiture Proceeds (net) 0.0 0.1 0.0 0.0
Non-Divestiture Financing 3.8 5.8 4.5 6.5
of which
Development Partners (DPs) 15 0.8 15 3.7
Foreign Borrowing(net) 1.1 0.6 1.4 3.5
New Loans 2.1 2.1 1.9 4.5
Project 1.4 1.6 1.8 2.1
Program 0.7 0.6 0.2 24
Amortization -1.0 -1.5 -0.6 -1.1
Exceptional Financing 0.4 0.2 0.2 0.3
External Private Loans & Equity (excl. Divestiture) 0.0 1.2 0.0 0.0
Capital Markets Borrowing 0.0 1.2 0.0 0.0
Dom. Bond Market Borrowing (by neresidents) 0.0 0.0 0.0 0.0
Domestic Financing(net) 2.3 3.8 29 2.7
Banking Sector (net) -0.5 2.0 1.9 0.9
Non-Bank Public (net) 2.8 1.0 0.7 1.6
Other Domestic 0.0 0.7 0.3 0.3
Source: Ministryof Finance & Economic Planning, Bank Ghana, and CEPA Staff estimates

The programmed financing schedule for the period expectedahte financing to come by wa

of external suppord 57.6 percenpf the totald with domestic borrowing accounting for 42.6
percent. The heavy reliance on domestic borrowing was in response to a shortfall in expected
support from DP®f 59.1 percent. And according to the Septemi3r2ZP09 Press Release by the
MPC of the Bankof G h a nonor disbursement for the period was also about 50 peafethie

projection, leading to a shortfall in projected budget resource envefop

As indicated above, rothe faceof it, the endJune outtun for domestic borrowing breached the
IMF-PRGF ceilingof GH¢591 million by 7.3 percent. However, applying the program adjustors for
shortfalls in program grants and program loans (shortfafll22.7 percent and 92.2 percent,
respectively) makes room fordditional domestic financingpf GH¢111 million, implying a
modified program ceilingf GH¢702 million. Thus, after adjusting for shortfalls in DPs support as
agreed under the IMPRGF program, it would appear that the-dode 2009 outturn in respeaft

domestic borrowing was within the limit allowed.

E
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2.4.3 Domestic Revenue & Grants

Domestic Revenue

A numberof MDAs finance partsof their operations with internally generated funds (IGFs).
Though not exclusively so, IGFs have been retentadnsontax receipts by the MDAs charged
with levying and collectiof these revenues.

In recent years, the Governmenit Ghana (GOG) has decided to provide estimatiesontax
revenue inclusiveof the IGFs, treating the IGFs on the expenditure side as trardsfesimilar
treatment to tax expenditure in the literature.

In addition, Government has since 2007 explicitly accounted for (legal) import duty exemptions in
the fiscal accounts. These tax exemptions are recognized as receipt on the revenue side and as

transfe payments on the expenditure safd¢he fiscal ledger.

The rationale, in both cases, is to account for the totafityovernment resources and to ensure
transparency in the usd resources, specifically in respamtgovernment transfer payments. The
effectsof these policy innovations ate raise both the domestic revenue and expenditure shiares
GDP. They, however, hae no impacton anyof the measurés either the magnitude or the s@n
of the fiscal stance These arenotable move that promotdiscal transparencyand good public
financial managementAt the minimumthey provide a better gaugef the sizeof government in

the Ghanaian economy.

Domestic revenue consisi$taxes and notax revenue. As shown in Tables 2.3a & 2.3b show, at
mid-year taxes accounted for 91.6 percenthe total, with the nottax component accounting for

the remaining 8.4 percent. The outturn for both categories was below expectation: taxes amounted
to 10.2 percenvf GDP compared to the Budget target10.8 percent, hile nontax revenue®

grossed up to include both lodgments and retentions by MBAspresented 0.9 percesit GDP

compared to the programmed 1.1 percent.

Tax Revenue

Tax revenue is mobilized by the three revenue collecting agencies: the Customs, d&htis
Preventive ServiceGQEPS; the ValueAdded Tax Service (VATS); and the Internal Revenue
Service (IRS).

34]
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Customs, Excise and Preventive Service (CEPS)

For administrative conveniencahe Customs, Excise and Preventive ServiGERS has
responsibilityfor the collectionof all importrelated taxes. Consequently, in addition to import
duties and etroleum taxes and levies also collects the VAT on imports. Statutorily, the lakt
these is the responsibiliof the VAT Service(VATS). CEPS is also axof three institution® the
other two being VATS and SNNI® assigned to collect the National Health Insurance Levy
(NHIL).

Official data released by Ministrgf Finance and Economic Plannisgow that CEPS collected
and lodged into government accouatgotalof GH¢994.0 million (equivalent to 4.6 percemf
GDP), a budgetary shortfathf 7.1 percent for thdirst half of 2009 However, ompared to the
performance for the corresponding periofilast year, this represented a growthnearly 22
percent The undeiperformanceis attributed toshortfalls in petroleum tax revenwnd import
duties, as collections both in respeéthe import VAT and NHILCEPS exceeded the target for
the period.

The Bankof Ghanadés MPC &duys2609 iRdichtde atstea t i é tofhimporr € mo v
duty on some food items led to revenue shortfalls in import duty. However, an accompanying rise

in import volumes on those food items resulted in strong import VAT collection. The
Underperformancef petroleum taxes is undenmed by a marked decline in the petroleum product
volume delivery for the first halbf 2009 compared to delivery for the corresponding period in
200&as wel | a fr educ t*itoomoderata incpeasesr iro thegawmp pricenfx e s 0

petroleum prodcts.

NHIL collections by CEPS showed an impressive 49.4 percent growth over the corresponding
result for 2008, and also outperformed the 2009 yeir target by 5.7 percent

Import exemptionas percentagef GDP declined from 1.0 percent at eddne2008 to 0.8 percent

at endJune 2009, and was also below the taajet.0 percenbf GDP set in the 2009 Budget for

the halfyear. As a ratio to the total import revenue colled@edmport duties and import VAD
exemptions declined from 32.1 percent atl @ndJune 2008 to an entline 2009 ratiaf 24.0
percent which is also below the Budget targe2 7. 2 per cent . |t t hus

decision t o foldrettiand indifect exemptiob &nd incentives to those that serve

3 Bank of Ghana, MP®ress Releasef July 2009, page 3.
* Ministry of Finance and Economic Plannimdid-Year Review of the 2009 Budget Statement and Economic,Policy

page 11, paragraph 36.
35
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targeted andif necessary, tmdbound economic and soci al
positiveresults.

Table 2.3a: Domestic Revenue and Gran{&H¢ millions) 20072009 Haltyear Performance
2007 2008 2009 2009
Half year Half year Half year Half year
Outturn Outturn Outturn Budget
Domestic Revenue & Grants 2220.2 2565.0 2998.6 3252.3
Domestic Revenue 1695.8 2028.6 2411.0 2581.3
Tax Revenue 1541.8 1833.2 2207.8 2334.7
CEPS 821.0 993.0 1174.1 1278.6
Lodgmentdnto Govt Accounts 694.1 815.3 994.0 1069.5
Import duties (collection) 256.6 285.5 362.8 395.7
Petroleum 2145 204.9 159.3 221.1
Import VAT 223.0 268.1 387.2 372.6
NHIL 56.7 84.7 80.1
Exemptions (imports) 126.9 177.8 180.2 209.1
VAT Service 220.1 253.3 243.1 315.0
DomesticVAT 174.6 186.7 179.6 246.1
Excise 455 34.3 25.1 30.2
NHIL 32.4 385 38.7
IRS 416.1 547.0 708.5 673.3
Personal (PAYE) 170.9 239.0 319.8 298.1
Selfemployed 22.8 30.8 34.3 33.9
Companies 180.6 227.7 287.7 285.2
Other direct taxes 41.8 49.5 66.7 562
NHIL - SSNIT 84.6 38.4 30.2 22.0
Export Duty 0.0 0.0 6.8 6.8
Other Measures 0.0 15 45.2 39.0
Non-Tax Revenue 154.0 195.4 203.2 246.6
Lodgments 41.8 59.7 82.5 68.0
Retention 112.1 135.7 120.7 178.6
Grants 524.4 536.4 587.6 671.0
Project 137.9 225.4 273.6 251.8
Programme 150.8 230.9 244.4 316.3
Debt Relief 235.8 80.1 69.6 102.9
HIPC 46.4 487 35.8 60.5
MDRI 189.3 31.4 33.8 42.4

Source: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates

Value-Added Tax Sevice (VATS)

The VATS, in turn, collects all indirect taxes on domestic goods and services including excise

object

duties. The latter is statutorily the responsibibfythe CEPSAs indicated abovehe VATS also

havesomeresponsibility for thecollectionof the national health insurance levy (NHIL).

36|
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Total collection by the/ATS of domestic VAT, excise duty and NHIL amountedo GH¢243.1

million and equivalent to 1.6f GDP, missing the target for enthine20® by an estimate@2.8

percentd on accountof shortfalls in domestic VAT and excise duty by, respectively, 27 percent
and 17.percenilhe outcome is also below tperformance over the corresponding peind@008
by 4.0 percent.

According to information from the MPC Press Release, endhseoft he domestic VAT
revenue contributors filed for credit in the second quart&009 in addition to inabilityf some

Large Taxpayer Unit (LTU) companies to meet their payment obligation for the period under
reviewo. The MikCattibutedshe unBeepbridrananee in excise duty collections to

ia general decl ioheex ciins atbhlee cpornosduuntptt sioo. n

Collectionsof NHIL by the VATS for the half year was almost on tar§etrepresenting 99.5
percentof the Budget projectiod and was also 18.8 percent above the half year result for 2008.

The Internal Revenue Service (IRS)

The Internal Revenue Service (IRS) has statutory as well as administrative responsibility for the
collectionof taxes on income and proper@ollectionsthrough the endf June 200@amounted to
GH¢708.5million, showing aremarkablegrowth of 29.5 percentover the 2008 outturrgnd also
exceedinghetarget for theendJune20M by 5.2 percent.n termsof shareof national income the
endJune 2009 colle@ns represented 3.3 percent compared to theJend 2008 outcomef 3.1
percent which is also the Budget target for-yddr 2009.

The positive performanagf the IRS is reflected in thall thesubcomponentsPersonal income tax
(PAYE), Seltemployed companies, and other direct taxes
e Personal income (PAYE) taxes registered a gronftB3.8 percent over the 2008 outturn
and exceeded the hajléar target for 2009 by 7.3 percent;
e Selfemployed taxes recorded a y@aryear growthof 11.5 percent andutperformed the
Budget target by 1.3 percent;
e Company taxes grew by 26.4 percent over the 2008 outcome and exceeded the Budget
target by 1.0 percent; and
e Other direct taxes (which include mineral royalties and airport tax) registered a yearly
growth of 34.9 percent and outperformed the Budget target for theykalf by 18.7

percent.

[37]
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Table 2.3b: Domestic Revenue and Grant@ercentof GDP) 20072009 Haltyear
Performance
2007 2008 2009 2009
Half year | Halfyear | Halfyear | Halfyear
Outturn Qutturn Qutturn Budget
Domestic Revenue & Grants 15.9 14.6 13.9 15.0
Domestic Revenue 12.1 11.5 11.1 11.9
Tax Revenue 11.0 10.4 10.2 10.8
CEPS 5.9 5.6 5.4 5.9
Lodgmentdnto Govt Accounts 5.0 4.6 4.6 4.9
Import duties (collection) 1.8 16 1.7 18
Petroleum 15 1.2 0.7 1.0
Import VAT 1.6 1.5 1.8 1.7
NHIL 0 0.3 0.4 0.4
Exemptions (imports) 0.9 1.0 0.8 1.0
VAT Service 1.6 1.4 1.1 1.5
Domestic VAT 1.2 1.1 0.8 1.1
Excise 0.3 0.2 0.1 0.1
NHIL 0 0.2 0.2 0.2
IRS 3.0 3.1 33 31
Personal (PAYE) 1.2 1.4 15 1.4
Selfemployed 0.2 0.2 0.2 0.2
Companies 1.3 1.3 1.3 1.3
Other direct taxes 0.3 0.3 0.3 0.3
NHIL - SSNIT 0.6 0.2 0.1 0.1
Export Duty 0.0 0.0 0.0 0.0
Other Measures 0.0 0.0 0.2 0.2
Non-Tax Revenue 1.1 1.1 0.9 11
Lodgments 0.3 0.3 0.4 0.3
Retention 0.8 0.8 0.6 0.8
Grants 3.8 3.0 2.7 3.1
Project 1.0 1.3 1.3 1.2
Programme 1.1 1.3 1.1 1.5
Debt Relief 1.7 0.5 0.3 0.5
HIPC 0.3 0.3 0.2 0.3
MDRI 1.4 0.2 0.2 0.2
Source: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates

Commenting on the resultthe MPCof the Bank of Ghananoted that

fiThe strong performancef PAYE was driven mainly by windfalls from
Account ant Gener al 6s oikeoplaagstmeyd a r(6CsA GtDg X e ss,|
salary increases paid in the first half 2009. The impressive performanufehe
corporate tax was driven largely by the substantial collection from Mining and
Quarrying and Financial intermediation sectors. Finally, impgowent in
El
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collectionof mineral royalties is a reflectioaf stable and strong pricef gold on
the world market [and the larger than expected depreciatiche cedi visa-vis
the majorcurrencies] (emphasi s added) .
The MPC Release also attributed fhee o mpar at i vel y weanbleyeddtaxeg too wt h

Ai neffectioftehenoinnft@mmalg sector 0.

Other Taxes

National Health Insurance Levy (NHIL)

Total collections in respedf the NHIL from all the three institutions (CEPS, VATS, and SSNIT)
amountedGH¢153.3 million, equivalent to 0.71 percenit GDP 8 compared to the target 0.65

percent and 0.72 percent for efuhe 2008. In absolute terms the -dode 2009 outcome was 20.2
higher than the corresponding result for 2008, and was also 8.Bthattehe Budget target.

Contributionsof the three institutions towards the NHIL are as follows:
e Collections by CEPS amount&H¢84.7 million, representing 55.2 percaifthe total;
e VATS collectionstotaledGH¢38.5 million, equivalent to 25.1 percesftthe total; and
e Contributions from SSNIDf GH¢30.2 million accounted for 19.7 percaitthe total.

Export Duty and other Revenue Measures

Export dutycollectionswere right on the targetf GH¢6.8 million, while other revenue measures
yielded an amont of GH¢45.2 million, exceeding migear targetof GH¢39.0 million by 15.8

percent.

NonTax Revenue

Nontax revenue (grossed up to include the portion retained by MDAs) amounted ¢203.2
million compared to Budget figuref GH¢246.6 million, represdation a shortfalbf 17.6 percent.
The effort is also equivalent to 0.9 perceftGDP compared to the 2.5 perceot GDP for the
corresponding period in 2008 and targel.1 percenbf GDP.

Lodgmentsinto the Consolidated Fund exceeded the Budgetlby Rercent and registered a year
onyear growthof 38.1 percent. They also accounted for 40.6 perotthe total, up from 29.0
percent for 2008, and higher than the programmed 27.6 percent fdueed2009. The portion
retained by MDAs, however, dectid by 11.0 percent over the 2008 outcome, and was also some
32 percent lower than the Budget projection for the-yeidr. This is a strong indicatioof

Government 6s resolve to move as many funds a

39 |

centralizedsupervision.
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Donor Grants

Grants comprise four element'amely project grantsprogram grants, HIP@elated debt relief,
and MDRI-related debt reliefTotal grants receivedor the first half of 2009 amounted to
GH¢587.6 million equivalent to2.7 percat of GDP. This washigherthan theGH¢536.4 million
equivalent to 3 percentof GDP received ovethe corresponding perioof 2008 On the other
hand,the 2009disbursemenis equivalent to 45.1 perceat the annuabudgetestimatewhile the
receipts inthe corresponding periodf 2008 represented2.9 percentof the budget estimate.
Moreover, the endune 2009 outturn is only 87.6 percertthe halfyear commitments.There
thus appears to be a reversathe improved predictability and early disbumsentof donor aid in
recent years associated with the mdtinor budget system (MDBS) arrangemeignificantly,
disbursement®f program grants, HIPC Assistance, and MDRI Assistance all fell stcite
respective halfjear targets. The MPC Release ispwever, hopeful that the expected
disbursements woulchaterializein the second hatif the year.

Disbursemenbf program grantst the end of the second quartemounted toGH¢244.4 million,
equivalent to 1.1 perceof GDP. Thisis 5.8 percent more ém wasreceived in the corresponding
period in 2008 The outcome, however, fell shoof the halfyear target by 22.8 percent and

represented 61.8 percaitthe commitments for the full year.

The provisional halfyear outturn also points to marked dfalls in disbursementsf both HIPC
Assistance and MDRI Assistance. HIPC disbursements were only 59.1 pefdéet halfyear
commitments and 27.1 perceoftthe annual estimate. Disbursements in respect MDRI represented

79.9 percendf the haltyear conmitments and 36.3 perceoikthe annual estimate.

Historically, for whatever reason, neithidse CAGD nor the Bnk of Ghanaprovides statistics on
disbursementsef project grantsData on project grants is only available abfdP, albeit with some

lag. Tre disbursement rate in respetiproject grants has been slow in the past. For instance, at the
mid-year mark this rate was only 38.2 percent in 2008 and an even lower 31.0 percent in 2007. By
contrast the disbursement rate in 2009 at the-ymat mark isan improved 40.1 percent and

exceeded the miglear target by 8.7 percent.

2.4.4 Expenditure Review and Assessment
As shown inTable 2.4a and Table 2.4b, cumulative total expenditures to eddne 2000 o

including those incurred in respeaft external loa repaymentsnd outstanding commitments and

740 |
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payment arrearsf previous year® amounted taGH¢4046.0 million, representing an increade

5.6 percent over the mi2008 officially-reported paymentef GH¢3832.8 million. The outcome
was a savin®f 5.4 pecent when compared with the budget provision for the period. In tefms
sharesof GDP, the endJune 2009 outcome was equivalent to 18.7 percent compared to the
corresponding 2008 outtuof 21.8 percent and the Budget provis@iil9.8 percent.

There ae two categoriesof government expendituredqi) those tied to specific resources
(comprising HIPC and MDRI assistance, ODA project grants and project loans, and international
private capital markets borrowing); aifig) those financed using thentied resurces fromthe
Consolidated FundFunding using borrowed resources from capital markets was first introduced in
2007 as parof the revised Budget during the courdehe year, and was also resorted to in 2008.
But as explained earlier, these resourcesat form parof the resource envelope for 2009.

2.4.4.1 Expenditures tied to Specific Resources
Expendituredied to specific resourced those financed from HIPC and MDRI assistance, and
those financed from ODA project grants and loans (popularyned to agoreignfinanced capital

in the fiscal account® amounted toGH¢781.7 million for endJune 2009 and reflected a
favourable variancef 4.9 percent visvis the Budget provision.. These expenditures were also

the equivalenbf 3.6 percenbf GDP and accounted for 19.3 percerithe total.

Despite a 40.9 percent shortfall in HIPC Assistance, HiRded expenditures recorded ryidar

fiscal slippageof 37.1, prompting concerns about expenditure planning and managem#iRC
projects and theefficiency in theutilization of debt relief. On the other hand, the ryigar
expenditure outturns for both MDRuinded projects and programmes and fordiganced capital

fell shortof the Budget provisions in response to shortfalls in the corresgpfignaling sources:
MDRI-funded expenditures were less by 20.5 percent to reflect the 20.1 percent shortfall in MDRI
resources; foreigfinanced capital expenditures were 7.9 percent lower than the Budget occasioned

by a 17.0 percent shortfall in disbursaerhef project loans.

2.4.4.2Expenditures financed from AHpurpose (fungible) Funds

Government resources that are, in a way, not tied to any specific projects and programmes and,
therefore, available for general use consistlomestic revenue (tax ancdmtax) and program
grants from development partners. B anadeeamt s ¢

of statutory and gquasitatutory and pure discretionarypaymentsd amounted toGH¢3264.3

million, equivalent to 15.1 perceonf GDP and repesented 80.7 perceaft the total for endlune

F41 |




CEPA:Ghana Economic Review and Outlp@kK09

2009. The outcome was some 5.5 percent sifahe Budget provisionf 16.0 percenbf GDP for

the period, and was also below the 17.0 pero€@DP for endJune 2008. In termsf resources,

the mid2009 paynents outturn exceeded the sum tofalomestic revenue and program grants by
some 23.0 percent. With disbursemeotgrogram loans falling shof the midyear target by
92.2 percent, government had to resort primarily to domestic borrowing to addeessding
shortfall. As a result the migear ceiling for net domestic financing was exceeded by 7.4 percent,
with mostof the credit coming form the banking se@®4.5 percent compared to the programme
targetof 31.3.

Statutory & QuasiStatutory Paymes

Statutory & quasstatutory payment§ comprising external debt service (principal and interest),
domestic interest cost, transfers to households (pensions, gratuity, and social security
contributions), wages and salaries, and transfers into the gastatutory fund® amounted to
GH¢2261.2 million, the equivalerdf 10.5 percenbf GDP, and accounted for 55.9 percerftthe

total for endJune 2009. The outcome also represented a nominal gof\#h6 percent over the
endJune 2008 but was below thelf-year budgetary provision by 4.7 percent. Moreover it
represented 85.2 percasftdomestic revenues and programme grants, up from th®d8@ share

of 83.0 percent, thus reducing the potential fiscal space for discretionary spending in identified

priority areas.

External debt servindor the halfyear was equivalent to 1.1 perca&itGDP, a savingof 37.5

percent over the budget provisiohl.7 percenbf GDP and a declinef 35.4 percent from the
endJune 2008 outcomef 2.0 percenbf GDP. Contrating outcomes were registered for the two
componentsPrincipal repaymentecorded favourable variance§0.5 GDP percentage points and

0.9 GDP percentage points against the Budget target and the 2008 outcomes, respectively. Despite
recording a favourde varianceof 22.3 percent visrvis the midyear targetexternal interest
paymentsnonetheless recorded a y@aryear increasef 21.0, and were equivalent to 0.5 percent

of GDP.

Interest expendituren the domestic deltas equivalent to 1.6 percantGDP, an increasef 78.1

percent over the endune 2008 outcomef 1.1 percentof GDP, and a fiscal slippagef 29.4
percent over the budgetary provisiohl.2 percenbf GDP, prompting concerns that the domestic
debt reduction programme and the eftigof the fiscal anchod the domestic dekb-GDP ratio

0 in the maintenancef macroeconomic stability.
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Transfers to householdsf 0.9 percentof GDP were 0.9 percent less than both the budget

Table 2.4a: Central Government Expenditure{GH¢ million) 20072009
Half-year Performance

2007 2008 2009 2009

Half year Half year Half year Half year

Outturn Outturn Outturn Budget

Total Expenditure 2774.2 3832.8 4046.0 4277.0
Statutory and QuastStatutory 1424.6 1875.0 2261.2 2372.4
External Debt Service 197.8 359.6 232.1 371.3
Principal 138.4 271.6 125.7 234.3

Interest 59.3 88.0 106.4 137.0
Domestic Interest 119.9 192.3 342.6 264.7
Transfers to Households 133.2 177.9 188.0 234.6
Pensions 47.0 64.1 86.6 92.0
Gratuities 20.5 21.2 30.8 38.7

Social Security 65.7 92.7 70.6 104.0
Transfers to Statutory Funds 296.1 358.9 398.8 429.1
District Assemblies Common Fund 69.0 115.2 135.1 1459

National Health Insurance Fund 110.0 100.5 116.7 114.0

Ghana Education Trust Fund 64.1 101.8 83.3 108.8

Road Fund 51.6 40.2 61.1 58.2
Petroleurrelated Fund 1.4 1.1 2.5 2.2

Wages and Salaries 677.6 786.3 1099.7 1072.6
Expenditures tied to Specific Resources 555.4 843.2 781.7 822.0
Debt Relief 223.5 134.4 127.5 111.7

HIPC 99.6 83.3 92.0 67.2

MDRI 123.9 51.1 354 44.6
Foreign-Financed Capital (ODA) 331.9 501.9 654.2 710.3
Capital Markets Borrowing 0.0 206.8 0.0 0.0

Pure Discretionary Expenditures 794.1 1114.6 1003.0 1082.6
Administration & Service 246.9 250.1 2185 179.7
Domesticallyfinanced capital 190.4 147.0 103.2 76.1
Transfers & subsidies 2986 550.7 375.2 536.5

Net Lending 0.0 0.0 0.0 0.0
Outstanding Commitments and Arrear 58.2 166.9 306.2 290.3

Source: Ministryof Finance & Economic Planning, Bamif Ghana, and CEPA Staff estimate

provisionof 1.1 percenbf GDP and the mieR008 outturrof 1.0 percenbf GDP. Indications form
s ubst aofallitheee

components, witlthe Social Security contribution on behalf government employees being affected

the off

ci al statist.

CsS

poi nt

t o

the most. These developments have serious implications for the pension heErfefitse public

sector retirees.

F43 |

ap s



CEPA:Ghana Economic Review and Outlp@kK09

Table 2.4b: Central Government Expendituregpercentof GDP) 20072009
Half-year Performance

2007 2008 2009 2009
Half year Half year Half year | Half year
Outturn Outturn Outturn Budget
Total Expenditure 19.8 21.8 18.7 19.8
Statutory and QuastStatutory 10.2 10.6 105 11.0
External Debt Service 1.4 2.0 1.1 1.7
Principal 1.0 15 0.6 1.1
Interest 0.4 0.5 0.5 0.6
Domestic Interest 0.9 11 1.6 1.2
Transfers to Households 1.0 1.0 0.9 11
Pensions 0.3 04 0.4 04
Gratuities 0.1 0.1 0.1 0.2
Social Security 0.5 0.5 0.3 0.5
Transfers to Statutory Funds 2.1 2.0 1.8 2.0
District Assemblies Common Fund 0.5 0.7 0.6 0.7
National Health Insurance Fund 0.8 0.6 0.5 0.5
Education Trust Fund 0.5 0.6 0.4 0.5
Road Fund 0.4 0.2 0.3 0.3
Petroleurrrelated Fund 0.0 0.0 0.0 0.0
Wages andSalaries 4.8 4.5 5.1 5.0
Expenditures tied to Specific Resources 4.0 4.8 3.6 3.8
Debt Relief 1.6 0.8 0.6 0.5
HIPC 0.7 0.5 0.4 0.3
MDR 0.9 0.3 0.2 0.2
Foreign- Financed Capital (ODA) 2.4 2.8 3.0 3.3
Capital Markets Borrowing 0.0 1.2 0.0 0.0
Pure Discretionary Expenditures 5.7 6.3 4.6 5.0
Administration & Service 1.8 14 1.0 0.8
Domesticallyfinanced capital 1.4 0.8 0.5 0.4
Transfers & subsidies 21 3.1 1.7 25
Net Lending 0.0 0.0 0.0 0.0
Outstanding Commitments and Arrears 0.4 0.9 1.4 1.3
Source: Ministryof Finance & Economic Planning, Bamif Ghana, and CEPA Staff estimate

Transfers into the statutory fund®llectively amounted to 1.8 percewtf GDP and were 7.1

percent lower than the migear targetOf the mmponents, transfers into the NHIF, the Road Fund
and the Petroleusrelated Fund exceeded the budgetary provision by 2.4 percent, 5.1 percent and
12.9 percent, respectively. On the other hand, transfers to the other twodfudsCF and
GETFundd fell shat of the provisionsThe official reasons given in the July 2009 MPC Press

Rel ease for the | ow provisions were asoffollo
| ower outturn for tax revenueo,; whil stoffor t
domestic VATO. As i n the past, howevefpaymenhthe o u
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arrears and/or delayed releasesoth of which are potentially damaging to the decentralisation
programme and the development and maintenarficafrastructura facilities in the education
sector.

Wages and Salaries (the public sector wage:bill)

For six consecutive years the wage bill shafeéGDP has trended upwards, moving from 8.3
percent in 2003 to 11.3 percent in 2008. The 2009 revised Budget tasyete@rsalof this
worrisome development to 10.0 percehGDP for endDecember, with a migear target set at 5.0
percentof GDP. The cumulative wage public sector wage for -dnde 2009 amounted to
GH¢1099.7 million, equivalent to 5.1 perceot GDP, ard representing fiscal slippagef 2.5
percent.

The wage bill also remains the single largest expenditure item that continues to crowd out spending
for development and other crucial programmes. Wages and salaries constituted anah#Bage
percentof tax revenue for the two years 2006 and 2007. This statistic surged to 45.5 percent in
2008, overshooting the 35.9 percent budgetary target by a wide nwr@in.4 percent. This
worrying trend is repeated in 2009. Whilst the revised Budget indicates a taueesharef 45.9

percent for the migear, the actual outcome was a shafel9.8 percent, representing a fiscal

slippageof nearly 4.0 percentage points.

2.4.4.3 Pure Discretionary Payments

The third groupof government expenditures can be describeslpurély discretionarp i n t he
sense that they are both mstatutory and are not linked to any specific funding sources.
Expenditure items this grounsistof the following:administration and servieeelated expenses
domestic development capital dimced from the Consolidated Fundet lending non-statutory
transfers and subsidie@ncluding retentionsof IGFs by MDA and import exemptionsand
payments in respedf outstanding commitmentscluding for theclearanceof arrears of previous

years.

In addition to payments into a Strategic Reserve Fund, and to ensure transparency and credibility in
the fiscal accounts, nestatutory transfers have been classified to include reteribinsernally

generated funds (IGFs) by MDAs, and tax expenditass®ciated with exemptions from import

related duties and taxes. This is because, as explained earlier, government revenues have been

grosseeup to include these items.
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These expenditures collectively amounte@td¢1003.0 million, equivalent to 4.6 pemtof GDP,

and accounted for 24.8 percenit the total for the period. The outturn was below the Budget
provisionof 5.0 percenbf GDPand less than the 6.3 percentGDP recorded for endune 2008.

In termsof the components, the eddine 2009 budggtrovisions for administration, owinanced
domestic capital, and outstanding commitments and arrears clearance were, respectively, exceeded
by 38.7 percent, 35.7 percent, and 5.5 percent.-Staitory transfers and subsidies, however,

recorded a favoulde budget variance amounting to a sawahgome 30.0 percent.

2.5 Projected Outturnof the Fiscal Stance for en@009

This projected outlookf the fiscal stance for 2009 is based on information from two main sources:
official data obtained from th®linistry of Finance and Economic Planning ¢fEP, Augustyear
todate, 2009), which was post efdthe thidweekoEOctbben i st r
2009; and the September 23, 2009 Press Release by the Monetary Policy Committeef(ti®C)
Bankof Ghana.

2.5.1 Broad Fiscal Aggregates

Broad Fiscal Balance

Officially, the fiscal stance, measured by OBBlowthe-line, at the enaf August 2009 recorded

a deficitof GH¢1,367.0 million, equivalent to 5.9 percesit GDP. Although this was 20.0 pegnt

below the program target for the eight months to August, it was, nevertheless, 32.2 higher than the
outturn at the enaf June, and represented 63.1 peraainthe annual target. (Sdégure 2.2,

Tables 2.5a &2.5bh

Using this information together witestablished trends in revenue receipts and expenditure outlays,
a broad fiscatleficit of GH¢2274.2million, equivalent tal0.5percentof GDP is projectedfor end

year 2009.This is 11.8 percent higher thahe official estimateof GH¢2033.4 million or 9.4
percent of GDP contained inthe revised 200® Budget and the IMFPRGF Arrangement.
Outstanding commitments account for 29.4 peradrthe total, while current operations account

for the remaining 70.6 percent.
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Figure 2.2: Fiscal Balance TrendsZ000-2009)0 Percentof GDP

Figure 2.2: Fiscal Balance Trends (2000-2009)
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Domestic Primary Balance (DPB)

On the basi®f the official data, theDPB stood at the equivalewoif a deficitof 1.2 percentof GDP
at theendof August, exceeding the erddine deficitof 0.5 percenbf GDP by almost 160 peent.
The projectiondr thefull yearis a DPBdeficit of GH¢498.9million or about 2.3percentof GDP
0 almost twice the sizef the programme targef 1.2 percentof GDP.

2.5.2 Financing the Deficit

As presented ifTables 2.6aand2.6b, The projecteautturn for the broad deficé excluding net
divestiture receipt$sH¢5.5 million 8 amounts toGH¢2268.7 million, the equivalendf 10.5
percentof GDP. The bulkof the amounGH¢1267.7million, representing 55.9 percent is expected
to be financed from doestic borrowing, with the remaining 44.1 percent being financed by

external borrowing and exceptional financing from Development Partners (DPs).
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Table 2.5a: Aggregate Fiscal Performance Indicators (2062009)(GH¢ million)
2007 2008 2009 2009 2009 2009
CEPA
Actual Prov. Original Revised Jan-Aug Projected
Outturn Budget Budget Outturn Outturn
(1). DOMESTIC PRIMARY BALANCE (DPB) -884.1 -1614.4 -443.0 -250.5 -262.8 -498.9
Domestic Primary Expenditure (DPE) 4535.0 6416.8 6378.1 6422.6 3582.0 6231.5
HIPC & MDRI 387.0 278.9 225.1 225.1 197.0 223.3
All Others (incl. private capital markets) 4148.0 6137.9 6153.1 6197.5 3385.1 6008.2
Domestic Revenue (tax and notax) 3651.0 4802.4 5935.1 6172.1 3319.3 5732.6
(2). DPB-CEPA -571.4 -1452.3 -219.7 -27.2 -141.6 -275.6
Domestic Primary Expenditure (DPE) 4535.0 6416.8 6378.1 6422.6 3582.0 6231.5
Fund by HIPC & MDRI Relief 387.0 278.9 225.1 225.1 197.0 223.3
All Others (incl. private capital markets) 4148.0 6137.9 6153.1 6197.5 3385.1 6008.2
Domestic Primary Revenue (DPR) 3963.6 4964.4 6158.4 6395.4 3440.5 5955.9
Domestic Revenue (tax and ntax) 3651.0 4802.4 5935.1 6172.1 3319.3 5732.6
HIPC & MDRI Relief 312.7 162.0 223.3 223.3 121.2 223.3
(3). PRIMARY BALANCE (PB) -753.3 -1710.0 -616.7 -423.9 -430.8 -672.4
Total Primary Expenditures 5261.5 7333.2 7853.7 7898.2 4505.1 7707.1
Domestic Primary Expenditure (DPE) 4535.0 6416.8 6378.1 6422.6 3582.0 6231.5
ForeignFinanced Capital 726.4 916.4 14756 1475.6 923.0 1475.6
Total Revenue & Grants 4508.2 5623.2 7237.1 7474.2 4074.3 7034.7
(4). OVERALL BROAD BALANCES (OBB)
(4.1) OBB commitment basjs -1193.3 -2389.2 -1441.5 -1364.1 -1040.8 -1604.4
Primary Balance -753.3 -1710.0 -616.7 -423.9 -430.8 -672.4
less Interest Payments 440.0 679.2 824.9 940.2 610.0 932.0
(4.2) OBB (modified payments ba3is -1293.3 -2557.6 -2018.2 -2033.7 -1287.9 -2274.1
OBB (commitment basis) -1193.3 -2389.2 -1441.5 -1364.1 -1040.8 -1604.4
lessOutstanding commitmentsf which: 100.0 168.4 576.6 669.6 247.1 669.7
Road Arrears 16.0 46.9 80.0 135.0 27.4 135.0
Non-Road Arrears 60.6 95.4 453.5 491.5 199.8 491.6
Tax Refunds 23.4 26.1 43.1 43.1 19.8 43.1
(4.3) OBB (belowthe ling -1385.1 -2292.2 -2018.2 -2033.7 -1297.1 -2274.1
OBB (modified payments basis) -1339.2 -2424.9 -2018.2 -2033.7 -1292.5 -2274.1
less Discrepancy 45.9 -132.7 0.0 0.0 4.6 0.0
Source: Ministryof Finance & Economic Planning, B&amf Ghana, and CEPA Staff estimates

To be this in perspective, domestic borrowing as atAaglst amountedsH¢753.4 million,
representing 73.0 perceot the annual ceiling. The projected outturn for net domestic financing is
conditional on a 100grcent fulfillmentof the donor commitments. Anything shoitthe promised
disbursements would cause the governndergspecially one committed to implementing its social

democratic agendé@ to resort to more domestic borrowing than this projected outtuith,
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obvious consequences for upward movements in interest rates in the short to -teediuamd

implications for the sizef the domestic debt stock

Table 2.5b: Aggregate Fiscal Performance Indicators (200Z009)(percentof GDP)
2007 2008 2009 2009 2009 2009
CEPA
Actual Prov. Original Revised | JanAug | Projected
Outturn Budget Budget Outturn Outturn
(1). DOMESTIC PRIMARY BALANCE (DPB) -6.3 -9.2 2.1 -1.2 -1.2 -2.3
Domestic Primary Expenditure (DPE) 324 36.4 29.8 29.7 16.6 28.8
HIPC & MDRI 2.8 1.6 1.1 1.0 0.9 1.0
All Others (incl. private capital markets) 29.7 34.8 28.7 28.7 15.6 27.8
Domestic Revenue (tax and notax) 26.1 27.3 27.7 28.5 15.3 26.5
(2). DPB-CEPA 4.1 -8.2 -1.0 0.1 -0.7 -1.3
Domestic Primary Expenditure (DPE) 324 36.4 29.8 29.7 16.6 28.8
Fund by HIPC & MDRI Relief 2.8 1.6 1.1 1.0 0.9 1.0
All Others (incl. private capital markets) 29.7 34.8 28.7 28.7 15.6 27.8
Domestic Primary Revenue (DPR) 28.4 28.2 28.8 29.6 15.9 27.5
Domestic Revenue (tax and ntax) 26.1 27.3 27.7 28.5 15.3 26.5
HIPC & MDRI Relief 2.2 0.9 1.0 1.0 0.6 1.0
(3). PRIMARY BALANCE (PB) 5.4 9.7 2.9 2.0 2.0 -3.1
Total Primary Expenditures 37.6 41.6 36.7 36.5 20.8 35.6
Domestic Primary Expenditure (DPE) 324 36.4 29.8 29.7 16.6 28.8
ForeignFinarced Capital 5.2 5.2 6.9 6.8 4.3 6.8
Total Revenue & Grants 32.3 31.9 33.8 34.6 18.8 325
(4). OVERALL BROAD BALANCES (OBB)
(4.1) OBB commitment basis -8.5 -13.6 -6.7 -6.3 -4.8 -7.4
Primary Balance 54 -9.7 -2.9 -2.0 -2.0 -3.1
less Interest Payments 3.1 3.9 3.9 4.3 2.8 4.3
(4.2) OBB (modified payments basis -9.3 -14.5 -9.4 -9.4 -6.0 -10.5
OBB (commitment basis) -8.5 -13.6 -6.7 -6.3 -4.8 -7.4
lessOutstanding commitmentsf which: 0.7 1.0 2.7 3.1 1.1 3.1
Road Arrears 0.1 0.3 0.4 0.6 0.1 0.6
Non-Road Arrears 0.4 0.5 2.1 2.3 0.9 2.3
Tax Refunds 0.2 0.1 0.2 0.2 0.1 0.2
(4.3) OBB pelowthe line) -9.9 -13.0 -9.4 -9.4 -6.0 -10.5
OBB (modified payments basis) -9.6 -13.8 -9.4 -9.4 -6.0 -10.5
less Discrepancy 0.3 -0.8 0.0 0.0 0.0 0.0
Source: Ministryof Finance & Economic Planning, Bamf Ghana, and CEPA Staff estimates
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Table 2.6a: Fiscal Operationof Government Financing Sources (2002009)(GH¢ million)
2007 2008 2009 2009 2009 2009
Actual Prov. Orig. Revised| JanAug | Projected
Outturn Budget Budget Outturn Qutturn
Total Financing Requirements 1247.4 2690.3 2018.2 2033.7 1283.2 2274.1
Divestiture Proceeds (net) 115.2 707.4 0.0 0.0 55 55
Non-Divestiture Financing 1132.2 1982.9 2018.2 2033.7 1277.7 2268.6
of which:
Development Partners (DPs) 250.6 248.3 626.0 1001.0 524.3 1001.0
Foreign Borrowing (net) 158.8 170.8 491.3 866.3 474.5 866.3
New Loans 480.0 668.2 1029.2 1404.2 803.4 1404.2
Project 378.2 514.9 792.5 792.5 541.9 792.5
Program 101.9 153.3 236.7 611.7 261.5 611.7
Amortisation -321.2 -497.4 -537.9 -537.9 -328.9 -537.9
Exceptional Financing 91.8 77.5 134.7 134.7 49.8 134.7
External Private Loans & Equity (excl. Divestiture)
168.5 581.9 0.0 0.0 0.0 0.0
Capital Markets Borrowing 168.5 581.9 0.0 0.0 0.0 0.0
Dom. Bond Market Borrowing (by neresidents) 0.0 0.0 0.0 0.0 0.0 0.0
Domestic Financing(net) 713.1 1152.7 1392.2 1032.8 753.4 12677
Banking Sector (net) 209.2 673.2 1392.2 552.8 616.9 763.1
Non-Bank Public (net) 503.8 245.3 0.0 480.0 136.5 364.6
Other Domestic 0.0 234.2 0.0 0.0 0.0 140.0
Source: Ministryof Finance & Economic Planning, BankGhana, and CEPA Staff astites

2.5.3 Domestic Revenue and Grants

Domestic Revenue

The August yeato-date eceipts in respe of domestic revenue amounted @&H¢3319.3million
(15.3percentof GDP), compared wittGH¢2918.7million (13.5percentof GDP) recorded for the
same priod in 20@. The outturmalso represents only 53.8 percefithe annual budget estimate
(SeeTables 2.7a& 2.7h).

Against this backdrop th€EPA 2009 projected outturn for domestic revenueGisi¢5732.6
million, equivalent to 26.5 percenf GDP. It comprisesof GH¢5047.0million (23.3 percentof
GDP) of tax revenueand GH¢685.6million (3.2 percenbf GDP) of nontax revenue of which
GH¢332.0million is expected to be lodged into government accounts by the collecting VidWs
GH¢353.7million retaired for their useThe forecast shows domestic revenue ending the?gar
percent belowits budgetary targeif GH¢6172.1 million or 28.5 perceotf GDP.
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Table 2.6b: Fiscal Operationsof Government Financing Sources (2002009)(percentof GDP)
2007 2008 2009 2009 2009 2009
Actual Prov. Orig. Revised| JanAug | Projected
Outturn Budget Budget Outturn Qutturn
Total Financing Requirements 8.9 15.3 9.4 9.4 5.9 105
Divestiture Proceeds (net) 0.8 4.0 0.0 0.0 0.0 0.0
Non-Divestiture Financing 8.1 11.3 9.4 9.4 5.9 105
of which: 0.0
Development Partners (DPs) 1.8 1.4 2.9 4.6 2.4 4.6
Foreign Borrowing (net) 1.1 1.0 2.3 4.0 2.2 4.0
New Loans 3.4 3.8 4.8 6.5 3.7 6.5
Project 2.7 2.9 3.7 3.7 25 3.7
Program 0.7 0.9 11 2.8 12 2.8
Amortization -2.3 -2.8 -2.5 -2.5 -1.5 -2.5
Exceptional Financing 0.7 0.4 0.6 0.6 0.2 0.6
External Private Loans & Equity (excl. Divestiture) 1.2 3.3 0.0 0.0 0.0 0.0
Capital Markets Borrowing 1.2 3.3 0.0 0.0 0.0 0.0
Dom. Bond Market Borrowinghly nonresidents) 0.0 0.0 0.0 0.0 0.0 0.0
Domestic Financing(net) 5.1 6.5 6.5 4.8 35 5.9
Banking Sector (net) 15 3.8 6.5 2.6 2.9 35
Non-Bank Public (net) 3.6 1.4 0.0 2.2 0.6 1.7
Other Domestic 0.0 1.3 0.0 0.0 0.0 0.6
Source: Ministy of Finance & Economic Planning, Babk Ghana, and CEPA Staff estimates

Tax Revenue

Customs, Excise and Preventive Service (CEPS)

CEPS collected and lodged into government accounts aabtaH¢1295.3 million, about12.7
percent below the target faine first eight monthsof 2009 Compared to the performance for the
corresponding periof last year, this represented a growth 10.7 percent. The under
performancewvas caused bghortfalls inall the revenue categories except for NHIL collections.

Import exemptionsof GH¢232.0million were also lower than the target by 19.7 percent.

Total CEPS taxes (including import exemptions) for-gadr 2009 is projected to l6&H¢2549.9
million or 11.8 percenbf GDP, representing 10.3 percent short fall compandtdh the budget
estimate.The projection covershe followingtax categories:

¢ Import duty collection®f GH¢876.9million (4.1 percenvf GDP);

e Petroleum taxesf GH¢302.2million (1.4 percenvf GDP);

e Import VAT of GH¢831.7million (3.8 percenbf GDP);

e NHIL of GH¢166.1million (0.8 percenbf GDP); and

e Import exemption®f GH¢373.0million (1.2 percenbf GDP).
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The projected outturns for the components are lower than the corresponding Budget estimate,
except for NHIL collections.

Value-Added Tax Seatariat (VATS)
Total collection by the/ATS of domestic VAT, excise duty and NHIL amounted toGH¢349.6
million (1.6 percenbf GDP), falling shortof the target for endAugust20® by an estimate@2.4

percent, on accouwmf significant shortfalls in allhree tax categoried Domestic VAT collections

by 23.6 percent; excise duties by 20.1 percent Nt collections by 17.0 percent.

The end2009 projected outturn for collections by the VAT & ¢571.1million, equivalent to 2.6
percentof GDP. This is24.4 percent less than the Budget estintdt&H¢755.3 million or 3.5
percentof GDP.

The projected outturns for the component partsptlvhich are lower than the corresponding
Budget projections, are as follows:

e Domestic VATof GH¢440.9million (2.0 percenbf GDP);

e Excise duty collectionef GH¢50.0million (0.2 percenbf GDP); and

e NHIL of GH¢80.2million (0.4 percenbf GDP).

Internal Revenue Service (IRS)
Collectionsof taxes under the jurisdictioof the IRS up to endugust 2009 totalledsH¢1013.4

million, equivalent to 4.7 percemtf GDP. The outturn exceeded the budgetary target by 10.2
percent.The positive performanaaf the IRS is reflected in thall subcomponents:

o PAYE taxes exceeded the target by 13.2 percent;

o Selfemployed taxes betted the target by 1.1 percent;

¢ Company taxes were higher than the target by 2.7 percent; and

e Other direct taxes were an impressive 33.3 better than the target.

The strong IRS performance is expected to continue for thefrds year. Consequently,atend
year 2009 outturn for IRS tax collections is projedBd¢1719.7million, equivalent to 8.0 percent
of GDP. This is 9.9 percent higher than the Budget estima®H¢1565.3million, equivalent to
7.2 percenbf GDP. The projection covershe following tax categories:

e PAYE taxesof GH¢750.2million (3.5 percenvf GDP);

o Selfemployed taxesf GH¢83.4million (0.4 percenbf GDP);

e Company taxesf GH¢695.4million (3.2percenbf GDP); and
e Other direct taxesf GH¢190.7million (0.9 percenbf GDP).
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Table 2.7a: Domestic Revenue an@rants (2007-2009)(GH¢ millions)

2007 2008 2009 2009 2009 2009
CEPA
Actual Prov. Original Revised| JanAug Projected
Qutturn Budget Budget Qutturn Qutturn
Domestic Revenue & Grants 4508.2 5623.4 7237.0 7474.2 4074.3 7034.7
Domestic Revenue 3651.0 4802.7 5935.1 6172.1 3319.3 5732.6
Tax Revenue 3312.7 4368.7 5344.2 5428.2 2994.0 5047.0
CEPS 1674.0 2353.9 2760.2 2843.2 1527.3 2549.9
Logdementsnto Govt Accounts 1443.3 1878.2 2295.4 2378.4 1295.3 2176.9
Import duties (collection) 543.1 679.4 875.5 920.5 477.3 876.9
Petroleum 403.3 386.2 436.2 436.2 200.1 302.2
Import VAT 497.0 670.8 824.7 862.7 507.2 831.7
NHIL 0.0 141.9 159.0 159.0 110.8 166.1
Exemptions (imports) 230.7 475.7 464.8 464.8 232.0 373.0
VAT Service 664.7 548.2 755.3 755.3 349.6 571.1
Domestic VAT 337.3 417.2 593.8 577.2 263.9 440.9
Excise 69.8 58.7 62.7 62.7 32.3 50.0
NHIL 257.7 72.3 98.8 115.4 53.4 80.2
IRS 940.4 1253.2 1554.5 1565.3 1013.4 1719.7
Persona(PAYE) 401.5 526.5 662.7 662.7 465.9 750.2
Selfemployed 51.9 68.4 825 825 49.6 83.4
Companies 399.8 539.1 677.1 677.1 381.5 695.4
Other direct taxes 87.2 119.2 132.3 143.1 116.3 190.7
NHIL - SSNIT 0.0 104.4 117.4 117.4 36.9 55.4
Export Duty 335 40.0 47.0 47.0 6.8 47.0
Other Measures 0.0 69.0 109.8 100.0 60.1 103.8
Non-Tax Revenue 338.3 433.9 590.9 743.8 325.2 685.6
Lodgments 112.8 125.8 204.0 357.0 103.8 332.0
Retention 225.5 308.1 386.9 386.9 221.4 353.7
Grants 857.2 820.8 1,301.9 1,302.1 755.0 1,302.1
Project 348.3 401.5 683.1 683.1 381.1 683.1
Programme 196.3 257.2 395.6 395.7 252.7 395.7
Debt Relief 312.7 162.0 223.3 223.3 121.2 223.3
HIPC 142.0 95.2 130.0 130.0 74.0 130.0
MDRI 170.7 66.9 93.3 93.3 47.2 93.3

Source: Ministryof Finance & Economic Planning, Bamf Ghana, and CEPA Staff estimates

Other Tax Revenue

Receipts in respecof other revenue measuresnnounced inhe Budget and approved by

Parliament amounted t&H¢60.0 million at the endof August 2009, exceeding the targst
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GH¢57.0 million for the period by 3.8 percent. The eyehr projected outturn is fa&H¢103.8

million, equivalent to 0.5 percemtf GDP, and marginally higher than the Budget estimate
GH¢100.0.

Table 2.7b: Domestic Revenue an@rants (2007-2009) (percentof GDP)

2007 2008 2009 2009 2009 2009
CEPA
Actual Prov. Orig. Revised| JanAug | Projected
Outturn Budget Budget Qutturn Qutturn
Domestic Revenue & Grants 32.3 31.9 33.8 34.6 18.8 325
Domestic Revenue 26.1 27.3 27.7 28.5 15.3 26.5
Tax Revenue 23.7 24.8 25.0 25.1 13.8 23.3
CEPS 12.0 13.4 12.9 13.1 7.1 11.8
Lodgmentsnto Govt Accounts 10.3 10.7 107 11.0 6.0 10.1
Import duties (collection) 3.9 3.9 4.1 4.3 2.2 4.1
Petroleum 2.9 2.2 2.0 2.0 0.9 1.4
Import VAT 3.6 3.8 3.9 4.0 2.3 3.8
NHIL 0.0 0.8 0.7 0.7 0.5 0.8
Exemptions (imports) 1.7 2.7 2.2 2.1 11 1.7
VAT Service 4.8 3.1 35 35 1.6 2.6
Domestic VAT 2.4 2.4 2.8 2.7 1.2 2.0
Excise 05 0.3 0.3 0.3 0.1 0.2
NHIL 1.8 0.4 0.5 0.5 0.2 0.4
IRS 6.7 7.1 7.3 7.2 4.7 8.0
Personal (PAYE) 2.9 3.0 3.1 3.1 2.2 35
Selfemployed 0.4 0.4 0.4 0.4 0.2 0.4
Companies 2.9 3.1 3.2 3.1 1.8 3.2
Other direct taxes 0.6 0.7 0.6 0.7 0.5 0.9
NHIL - SSNIT 0.0 0.6 0.5 0.5 0.2 0.3
Export Duty 0.2 0.2 0.2 0.2 0.0 0.2
Other Measures 0.0 0.4 0.5 0.5 0.3 0.5
Non-Tax Revenue 2.4 2.5 2.8 3.4 15 3.2
Lodgments 0.8 0.7 1.0 1.7 0.5 15
Retention 1.6 1.7 1.8 1.8 1.0 1.6
Grants 6.1 4.7 6.1 6.0 35 6.0
Project 2.5 2.3 3.2 3.2 1.8 3.2
Programme 1.4 1.5 1.8 1.8 1.2 1.8
Debt Relief 2.2 0.9 1.0 1.0 0.6 1.0
HIPC 1.0 0.5 0.6 0.6 0.3 0.6
MDRI 1.2 0.4 04 0.4 0.2 0.4

Source: Ministryof Finance & Economic Planning, Baf Ghana, and CEPA Staff estimates

The portionof the NHIL collected by SSNI&t the endbf August amounted t&HE36.9 million,
which was below the targeff GH¢56.2 million by 34.2 peent. These receipts from SSNIT have
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been very irregular and erratic with lodgments having been made in only three months: April, June,
and July. The englear projection is for an amount GH¢55.4 million compared to the Budget
estimateof GH¢117.4 million.

Nontax Revenue (NTR)

Based on actual returns released yfsf for endAugust 2009, the projected egdar outturn for

NTR is GH¢685.6 million, representing 3.2 percewit GDP and 7.8 percent below the annual
budget targebf GH¢743.8 million. The pojected outturn include th&H¢153 million expected
from cocoa revenue whi ch waas review armd uavisiomflithei n  Mi
Budget.

Turning to the componentidgmentsinto the Consolidated Fund are forecasted to be lower than
the Budget estimate by 7.0 percent, while the portion retained by MDAs is projected to falbghort

the budget estimate by 8.6 percent. This latter is consistent with current government policy to rein
in more of these funds into the Consolidated Fund to ensufectefe supervision and

accountability in their usage.

Donor Grants

Donor grantscomprise four elements namelyprogram grants, HIP@elated debt relief, MDRI

related debt relief, and project graniBisbursements up to esmligust 2009 amounted to
GH¢755.0 million equivalent t03.5 percentof GDP. The outturn idower than theperiod targebf

GH¢866.5million, equivalent ta4.0 percentof GDP, although it exceeded tl@H¢634.9million or

equivalent to4.0percentof GDPreceived over the correspondingipd of 2008.

The 2009 midyear disbursements equivalent to 58.0 perceaf the annuathe budgetestimate,
while the receipts in the corresponding permfd2008 represented?4.4 percentof the budget

estimate.

All the four grant categories recordshortfalls visa-vis the endAugust targets: project grants by a
marginal 0.6 percent; program grants by 23.1 percent; HIPC assistance by 16.6 percent; and MDRI

assistance by 28.2 percent.

Disbursement rates for project grants and program grants weenowouraging, representing only
55.8 percent and 63.9 percerithe yearly commitments, respectively. HIPC and MDRI assistance

were equally behind schedule and accounted for 56.9 percent and 50.6 pérdentannual

55|




CEPA:Ghana Economic Review and Outlp@kK09

estimate, respectively. The low disbement rate in respeat program grants is rather worrying
given therecordof improved predictability and early disbursemefitdonor aid in recent years

associated with the multionor budget system (MDBS) arrangement.

Under the rather optimistic sismptionof an accelerated pace in the disbursement rates for the rest
of the year, the englear projected outturns for all four categories have maintained the estimates in
the revised Budget.

2.5.4 Expenditure and Payments Outlook

An outturn for expendires (including repaymermtf external debt, outstanding commitments and
clearanceof arrears) of GH¢9846.8 million is projected for the 2009 fiscal year, equivalent to 45.5
percentof GDP, compared to the budget estimatel6.4 percenbf GDP and the 208 provisional
outcomeof 49.3 percendf GDP (seeTables 2.8a& 2.8b).

2.5.4.1Statutory and Quasstatutory Payments

The projected 2009 outturn for statutory and gussatutory paymentd8 comprising external debt
service (principal and interest), dostie interest cost, transfers to households (pensions, gratuity,
and social security contributions), transfers into the various statutory funds, and wages and salaries
0 amounts toaGH¢5346.8 million (24.7 percerdf GDP) represent 54.3 perceat the total This

represents a downward marginal revisidi®.4 percenbf GDP from the budget estimate.

External Debt Service

Expenditure in respecif external debt service (interest and principal) is projected to amount to
GH¢797.0million, equivalent to 3.7 pesot of GDP. The estimate for repaymeaf principal is
GH¢537.9 million, the same as the budget provision, and equivalent to 2.5 pErGE®.

External interest payment was posted favourable variances both f@lusadand at the erof

August. Based mthese established trends in actual payment patterns, external interest payment are
projected to be lower than the budget estimate by 18.3 pér€&ait259.1 million compared to
GH¢317.2 million.

Domestic Interest

Notwithstanding the upward migear revisbn of 22.7 percent to cater for increases in domestic
interest rates which were not anticipated in March when the original Budget was presented to and
approved by Parliamenthe Budget isstill unlikely to realize any domestic debt service cost

savingsin 2009. The pace and magnitudkinterest payments have been quite high due mainly to
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relatively higher level®f domestic interest rates coupled with increased government borrowing at
relatively high yields. Actual payments at the efiddugust exceedeché Budget provision by 28.2
percent. In the circumstances an-geadr projected outturof GH¢672.9 million, equivalent to 3.1

percentof GDPis anticipated. This is 8.0 percent more than the Budget estimate for the year.

Table 2.8a: Central Government Exyenditures (20072009)(GH¢ million)

2007 2008 2009 2009 2009 2009
CEPA
Actual Prov. Orig. Revised| JanAug | Projected
Outturn Budget Budget| Outturn Outturn
Total Expenditure 6122.7 8678.2 9793.1| 10045.9 5691.0 9846.7
Statutory and QuaskStatutory 3151.7 4344.1 5546.9 5327.4 31935 5346.8
External Debt Service 439.0 694.7 855.1 855.1 486.2 797.0
Principal 321.2 4974 537.9 537.9 328.9 537.9
Interest 117.8 197.3 317.2 317.2 157.3 259.1
Domestic Interest 322.2 481.9 507.7 623.0 452.7 672.9
Transfers to Households 288.1 361.5 527.2 527.2 231.0 544.9
Pensions 109.6 149.0 211.9 211.9 116.9 2229
Gratuities 455 52.9 95.6 95.6 43.0 100.6
Social Security 133.0 159.6 219.7 219.7 71.2 221.4
Transfers to Statutory Funds 683.6 818.3 1122.7 1150.7 527.2 1047.7
District Assemblies Common Fund 143.0 252.1 345.7 352.7 1535 330.1
National Health Insurance Fund 291.8 256.5 375.2 391.8 182.5 301.7
Education Trust Fund 143.4 204.1 275.1 279.4 109.7 254.5
Road Fund 102.6 102.9 123.3 1233 78.5 156.5
Petroleurrelated Fund 2.7 2.8 35 35 3.0 4.8
Wages and Salaries 1418.8 1987.6 2534.2 2171.4 1496.4 2284.2
Expenditures tied to Specific Resources 1282.0 1777.1 1700.6 1700.6 1120.0 1698.9
Debt Relief 387.0 278.9 2251 2251 197.0 223.3
HIPC 203.2 185.2 131.8 131.8 140.6 130.0
MDRI 183.8 93.6 93.3 93.3 56.4 93.3
Foreign-Financed Capital (ODA) 726.4 916.4 1475.6 1475.6 923.0 1475.6
Capital Markets Borrowing 168.5 581.9 0.0 0.0 0.0 0.0
Pure Discretionary Expenditures 1689.0 2556.9 2545.6 3017.9 1377.6 2801.1
Administration & Service 565.0 648.5 415.0 780.0 376.8 693.3
Domesticallyfinanced capital 342.6 421.1 305.8 260.1 156.1 261.9
Transfers & subsidies 680.5 1319.0 1250.2 1310.2 597.6 1176.2
Net Lendng 0.9 0.0 -2.0 -2.0 0.0 0.0
Outstanding Commitments and Arrear 100.0 168.4 576.6 669.6 247.1 669.7

Source: Ministryof Finance & Economic Planning, Bamf Ghana, and CEPA Staff estimates
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Transfer Payments to Households

The projected outturn forrdansfer payments to households amountsGid¢545.0 million,
equivalent to 2.5 percemf GDP, and representing an increase3.4 percent over the budget
provision. The estimate is driven by the projection for the wage bill which is discussed below.

Tranders to Statutory Funds

Transfers to the statutory funds are linked to specified items on the revenuef side fiscal
accounts: NHIL for the National Health Fund (NHF); VAT collections for the GETFund;
Petroleum taxes for both the Road Fund and thelRetnrelated Fund; and general tax revenue in
the caseof the DACF. The determinatioof the various revenue bases for the transfers into these

earmarked funds were earlier discussed in the section that dealt with revenue projections.

Collectively, the end-2009 projected outturn for transfers into these funds amouGH&1047.7
million, equivalent to 4.8 percenf GDP, compared to the budget provisioh5.3 percenbf GDP.
The breakdown is as follows:

e District Assembd Gk¢330.1 milton(in® perceRtd GDP);

¢ National Health Fund GH¢301.7 million (1.4 percendf GDP);

e Ghana Education Trust Fudd GH¢254.5 million (1.2 perceraf GDP);

e Road Fundd GHC¢156.5 million (0.7 percerdaf GDP); and

e Petroleurrrelated Fund GH¢4.8 million (0.02percentof GDP).

Except for the Road Fund and Petroletatated Fund where the projected outturns point to budget

overruns, transfers into the other funds are all projected to be lower than the Budget estimates.

Although the Parliamentary Acts that ddished these funds were very specific in their language,
particularly in respecbf what and how much should be transferred and when, some practices seem
to have been established at the implementation state. This is especially so in tlé ttese
GETFurd and the DACF. In the casé the former transfers into the fund are effected with a three
month lag, whereas in the latter the lag is one month. This has led to arrears owed to the Funds,
sometimes interspersed with considerable delays in transfergrajeetions here assume that all
transfers legally due within and related to the current year will be made during the year, with no

carry-overs to the following year.
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Table 2.8b: Central Government Expenditures (200-22009)(percentof GDP)

2007 2008 2009 2009 2009 2009
CEPA.
Actual Prov. Orig. Revised| JanAug | Projected
Qutturn Budget Budget Qutturn Qutturn
Total Expenditure 43.8 49.3 45.8 46.4 26.3 45.5
Statutory and QuastStatutory 22,5 24.7 25.9 24.6 14.8 24.7
External Debt Service 3.1 3.9 4.0 4.0 2.2 3.7
Principal 2.3 2.8 25 25 15 2.5
Interest 0.8 1.1 1.5 1.5 0.7 1.2
Domestic Interest 2.3 2.7 24 2.9 2.1 3.1
Transfers to Households 21 21 25 24 1.1 25
Pensions 0.8 0.8 1.0 1.0 0.5 1.0
Gratuities 0.3 0.3 04 0.4 0.2 0.5
Social Security 1.0 0.9 1.0 1.0 0.3 1.0
Transfers to Statutory Funds 49 4.6 5.2 5.3 24 4.8
District Assemblies Common Fund 1.0 14 1.6 1.6 0.7 15
National Health Insurance Fund 2.1 15 1.8 1.8 0.8 14
Education Trust Fumh 1.0 1.2 1.3 1.3 0.5 1.2
Road Fund 0.7 0.6 0.6 0.6 0.4 0.7
Petroleurrelated Fund 0.0 0.0 0.0 0.0 0.0 0.0
Wages and Salaries 10.2 11.3 11.8 10.0 6.9 10.6
Expenditures tied to Specific Resources 9.2 10.1 7.9 7.9 52 7.9
Debt Relief 2.8 1.6 11 1.0 0.9 1.0
HIPC 15 1.1 0.6 0.6 0.6 0.6
MDRI 1.3 0.5 0.4 0.4 0.3 0.4
Foreign-Financed Capital (ODA) 5.2 5.2 6.9 6.8 4.3 6.8
Capital Markets Borrowing 1.2 3.3 0.0 0.0 0.0 0.0
Pure Discretionary Expenditures 12.1 14.5 11.9 14.0 6.4 13.0
Administration & Service 4.0 3.7 1.9 3.6 17 3.2
Domesticallyfinanced capital 25 2.4 14 1.2 0.7 1.2
Transfers & subsidies 4.9 7.5 5.8 6.1 2.8 5.4
Net Lending 0.0 0.0 0.0 0.0 0.0 0.0
Outstanding Commitments and Arrear 0.7 1.0 2.7 3.1 1.1 3.1

Source: Ministryof Finance & Economic Planning, Bamf Ghana, and CEPA Staff estimates

Wages and Salaries

An amountof GH¢1496.4 million have already been spent on this item as at theoérdigust,

representing 68.9 percenf the budgetallocation for the year. The numbef public sector

workers on the payrothft h e

Control

| er

and

Account ant

percent from an averagd 385,583 for Januariylarch to 396,160 for ApriAugust. Nearly 81
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percentof the staff strength is accounted for by workers from the two key social sectors: Ministry
of Health, andMinistry of Education, Science & Sports.

Also following the erratic movements in the total wage bill caused by various -selatgd

adjustments, the wadall seems to have stabilized at an average monthly amufu@iH¢197.0

million from JuneAugust. Putting all these into perspectivégetforecast for thiexpenditure item
is for a projected outturaf GH¢2284.2million, equivalent to 10.6 perceaf GDP and exceeding
the Budget estimatef 10.0 percenvf GDPby 5.2 percent.

2.5.4.2Expenditures linked to Specific Resources

This group consistef debt reliefrelated expenditures (HIPC and MDRI), foreifymanced capital
and, in the casef 2007 and 2008expenditures financed by drawings from the proceeds from
sovereign bond issue on international private capital marketsoffic&al fiscal accounts (from
MofEP) do not account forapital expenditures financed with drawings from the Millennium
ChallengeAccount (MCA)of the USA although these are reported in MPC Press Releases.

The projected outturn for this sygsoup is identical to the Budget estimate and amounts to
GH¢1698.9 million, equivalent to 7.9 percewit GDP. This represents 17.3 percarftthe annual
total. The outturn, both for the total and the individual componentslerstical to the Budget
estimate, reflecting the underlying assumptadrfull realizationof the resources used to finance

these expenditures.

2.5.4.3Pure Discretionaly Expenditures (nelinked to Specific Resources)

Expenditures in this group include: administration and semétded expenses; domestic
development capital financed from the Consolidated Fund; net lendingstaiuory transfers and
subsidies (incluithg retentionsof IGFs by MDA and import exemptions); and outstanding

commitments and clearanoéarrears.

The projection is for a total amouot GH¢2801.1 million, equivalent to 13.0 perceritGDP and
accounts for the remaining 28.4 percefthe prgected outturn for the yeafhe Budget provided
for the equivalenbf 14.0 percenbf GDP. The projection is thus smaller than the Budget provision

by 7.2 percent on accouaf projected outturns foadministrationand nonstatutory transfers and

subsidie below the Budget estimates by 21.4 percent and 10.2 percent, respectively. Payment for

services is projected to exceed the Budget by 21.6 percent. The projection, however, has
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maintained the Budget provisions for domestic (diwanced) capital and for utstanding

commitments and arreao$ clearance.

The projected outturns for the individual componentssaramarizeds follows:
e Administrationd GH¢466.4million (2.2 percenbf GDP);
e Serviced GH¢226.9million (1.0 percenbf GDP);
¢ Non-statutory trangrs and subsidies GH¢1176.2million (5.4 percenbf GDP);
e Domestic (owrfinanced) capitad GH¢261.9million (1.2 percenbf GDP); and
e Outstanding commitments & arreays GH¢669.7million (3.1 percenbf GDP).

2.6 Measuresof Aggregate Fiscal Performace: A Primer

Fourmeasuresirecurrently used to assess the fiscal performarfitke Ghana Governmenthese
are the overall broad balance (OBB)Yhe domestic primary balance (DPB)he overall narrow
balance (ONB)and theprimary balance

It has the tadition at CEPA to use these different measofdke fiscal stance in order to separate

out the effect®f different componentef fiscal pressure. Because the measures focus on different
aspectf the issue they do not, in general point in the samexton. Consequently, information

from all such measures requires careful scrutiny and analysis before forming judgements about the
stateoft he government s fiscal operations. What h

point in the same diation they do reinforce each other and serve to clarify the ctaféairs.

2.6.1 Overall Broad Balance (OBB)
The overall broad fiscal balance is the most aggregative measureh e gover nment 0
performance. It takes accounf all resources (doestic and foreign) and all expenditures

undertaken by governmenicluding those financed from donor resources

Three different but interrelated measuodéshe overall broadbalance(OBB) are currently used in
official presentations in Ghana to asseggragate fiscal performance. These a@BB-
commitments basis (OBBB); OBB-modified payments basis (OBBPB), and OBB-belowthe-
line (OBBBTL).

OBB-commitmentsbasis (OBBCB)
The OBB-commitmentbasis is the difference betweertotal available resourcesd domestic

revenugtaxes and notax revenue) antbtal grant®d on one hand, angaymentgfor expenditure
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commitments) on the other, based on the fiscal operatibgevernment related to the particular

fiscal year under review.

OBBCB = (Domestic Reveie +Total Grants) (Payments for all inyear commitments)

OBB-modifiedpaymentshasis (OBBMPB)
The OBB-modifiedpaymentsasis (OBBMPB)is the OBBcommitmentsbasis adjusted for: (a)

payment orders for the clearanoé arrears and other outstanding comments in respecof
previous years; and (b) tax refundsued in the year under reviewhis is the measuref the

budget balance that is typically used in public discussibtize budget deficit.

OBBMPB = OBBCB:i (arrears + outstanding commitmentstax refunds)

OBB-below the line (OBBBTL)
The OBB-belowtheline (OBBBTL)is the measuref the budget balance based on entries passed

throughthe accountsof government in the banking systemtire courseof the year under review,

regardles®f the date®f issueof these entries. This is the measaféhe budget balance preferred

by the International Monetary Fund (IMF) in particul@nd the international community in

general), for monitoring fiscal performance in Ghana.

Clearly these different meassref the overall broad balance need not be the same in magnitude.
The difference between the first two (OBBCB and OBBMPB) is appaemamely, additional
payment orders for the clearanoé arrears and tax refunds, and to honour other outstanding
commitments. The difference between the second and third (OBBMPB and OBBBTL) is referred
to in the fiscal presentations discrepancyThus

OBBBTL = OBBMPB + Discrepancy

Not all transfersof government revenue from the revenue collecting agencies (IRS, VAT and
CEPS) in a given year necessarily make it into the accadmevernment in the banking system
that year. Similarly, not all disbursememtgrants from Development Partners necessarily pass
through these accounts on time. Perhaps, and most importasttigll authorized payments issued

in a particular year pass through the government accounts. Consequently, the ofaasudeficit
based on entries passed into the government accounts in the year undedratie®BB-below

thelline 8 could include arryovers from the past but also exclude some delayed entries in respect
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As explained above, the difference between the BBB and the OBBMPB is referred to as
discrepancyTypically, delays and carryovers aret fiactored into projections and future budgets.

As a result, for example, no provision has been made in the budget provisions for any carryovers
from 2008 into 2009 and from 2009 into future yeardn other words the projected discrepancy

for 2009 and beynd is zero.

2.6.2 Domestic Primary Balance (DPB)

An important and informative measuséthe fiscal stance is tHeomestic Primary Balance (DPB)
In recognitionof the inability to control the sizef the interest bill on the national debt, the
inconsisent natureof divestiture grants, and the uncertainties surrounding disburseafdatgign
grants, the DPB has become a key meastifiscal performance in IMiSupported programs with

Ghana.

DPB is defined as domestic revenue minus the sbinoninterest recurrent expenditures (NER
povertyrelated expenditures (PRB) financed from debt relief arising from the HIPC and MDRI

initiativesd and domesticalhfinanced capital (DFC).

DPB = Domestic Revenue (NIRE + PRE + DFC)

In excluding debt servie charges and volatile flowsf external aid, he DPB serves as good
gaugeof the fundamentalsof the fiscal situation and thdebt management policy stande
addition, the DPB provides a measwufethe current fiscal effort since the excluded debviser

payments are largely predetermined by the aizarevious deficits.

If the DBP is in deficit, it signals a potentially unsustainable prooésadebtedness. This is
because, barring donor grants, maturing loans and interest payments have to le fpetider
borrowingd domestic or foreign or both. In the process additional interest accrues and the debt
problem threatens to get oot hand.This would cause the public debt to rise in absolute terms,
even if not as ratio t&DP. If the ratio of debtto national income is to decline and stabilize at a

sustainable level, then the DPB, must at the minimum, show sustainable sutpluses.

In assess the fiscal stance, the DBBfisn considered in relation to debt service obligations due in

the current yea If the DPB is less than the debt service, the implication is that government may

® When nominal interesates on government debt do not exceed nominal GDP growth, then a DPB surplus will imply
a falling government detib-GDP ratio.
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have to borrow (or rely on grants, or exceptional financing such as divestiture receipts) to service
debt. Such borrowing from the domestic bond market could result imgrisiterest rates, a
crowdingout of the private from the credit markets, inflationary financing, or some combinaition
these. As the countryb6s economic experience S|
rapid buildup of the stockof the domestic debt.

2.6.3 Primary Balance (PB)
Unlike the DPB, the primary balance (PB) includes donor grants on the revenue side and foreign
financed capital (FFC) expenditures on the expenditure side; i.e.,

PB = DPB + (Total Grants FFC)
or
PB = (DomestidRevenue + Total Grants) (NIRE + PRE + DFC+ FFC)

2.6.4 The Overall Narrow Balance (ONB)

The overall narrow balance (ONB) differs from the OBB in two significant areas: on the
expenditure side it ignores what is referred at as forfgamced capital xpendituresd capital
expenditures paid for using donor project grants and project loans; on the revenue side it excludes
project grants. This means that the OBB is wider that the ONB by the amount project loans

disbursed.

ONB = (Domestic Revenue + PrograGrants)i (NIRE + PRE + DFC)

As in the cas®f the overall broad balance, the ONB can also be measurednamitments basis

modified payments basiandbelowthe-line basis

2.6.5 Challenges with Data on Donor Foreign Exchange Flows

Coverageof aid flows remains problematic and poses challenges for the assessfristal
performance in Ghana. For exampl e, data publii
Department (CAGD) is particularly weak on both infloesand outflowsof foreign exchage

flows. The Bankof Ghana (BoG) provides data on cash flows and, therefore, leaves out
information on disbursementd project grants and project loans, presumably on acafuhe fact

that these are usually not disbursement on cash basis througdnthaccountsf the Government

of Ghana.
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In view of this the BoG monitors, assesses and publishes fiscal performanceavethi narrow
balance measure. The government budget presented to and approved by Parliament is on the
overall broad balancemeasire. As noted earlier,Ite difference is that the narrow measure omits

the socalled foreignfinanced capitalexpenditured financed using donoproject grantsand

project loan® on the expenditure side and project loans on the revenue side. The budgbeeuse
working rule that foreigtfinanced capital expenditures exactly equal disbursemanfsoject

grants and project loans. Consequently, the broad measure is wider than the narrow by
disbursementsf project loans. In line with the budget presentafmmat, CEPA uses the broad
measure. To circumvent the data problem, however, CEPA uses the working assumption that
budget expectationsf disbursementef project grants and project loans agalizedin full.

2.6.6 Some Concerns with the Current Measementof the DPB

Before the adverntf debt relief from the HIPC Initiative, and also later MDRI, the DPB, as defined
then performed itsignalingrole as a gaugef the debt management stance. In a technical sense
resources from debt relief should be teshas retained revenue rather than grants in the traditional
sense. As such they should be paftthe revenues used in determining the DPB since the
expenditures they finance are considered péarlomestic primary (nointerest) expenditures.
Currently, although the expenditures are added to domestic primary expenditures, on the revenue
side the debt relief resources are treated as donor grants. Alternatively, since the resources are
linked to specific expenditure itends povertyrelated expenditured they could be treated like
project grants, which are accorded doudatéry status in the fiscal accounts: on the revenue side
they enter as project grants and on the expenditure side they enter as agbdotieignfinanced
expenditures, with the other npabeing financed from project loans. CEPA recommends a
correctionof this anomaly to make the DPB a more meaningful and relevant medsteefiscal

stance than is currently the case. The CEPA recommendation will result in resmibdified DPB

formulation as follows:
DPB =(Domestic RevenueHIPC Relief +MDRI Relief)i (NIRC + PRE + DFC)

2.7 A Note on the Public Sector Wage Bill and Public Sector Reform

In the official fiscal accounts the public sector wage bill is classified as an item belotagthg
categoryof discretionary expenditures. This is in spifehe fact that the employer Social Security
contributions which use the wage bill as the base for the computations, and ultimate transfer to
SSNIT, is treated as a statutory obligation. Techlly the only discretionary aspect the wage

bill is the annual increment negotiated with the trade unions. However, once an agreement is
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reached the payments assume a contractual character. This is particularly so in thenshetre

the public setor wage bill is essentially underpinned by contractual arrangements between
government and its employees which cannot be easily varied. For this reason CEPA has elected to
treat the public sector wage bill gaaststatutoryand not gure discretionarytem of expenditure

in this editionof its flagship report. This is similar to what pertains in the Bahkhanaés MPC
Press Releases.

The public sector wage bill remains downwardly rigid in spiterarious reforms put in place to
contain it. For mosof the eightyear period from 2001 to 2008, the wage bill has proven the most
difficult single expenditure item to contain within the budgetary provision and ceiling approved by

Parliament.

To illustrate, 92.8 percemf the budget provision for the yea007 had already been encumbered

by endSeptemberof that year. Moreover the 2008 Budget Statement had tesdenated the
outturn for 2007 resulting in a lower than warranted budget provision for 2008. Additionally,
although the 2008 Budget had assumeckfective increasef 12 percent over 2007 wages and
salaries, the actual negotiated position was an averhd® percent. There were also reported
increases in the actual head count which were not budgeted for. As a result the wage budget for
2008 was rceeded by 27.4 percent in nominal terms. The outcome was equivalent to 11.5 percent
of GDP & compared the budgeted 9.6 percentGDP. This constituted the largest shaoé
national income devoted to wages and salaries since year 2000. The budgeténhpiamviz009

was even higher, equivalent to 11.9 peradr®&DP but was later revised downward to 10.0 percent

of GDP.

The wage bill also remains the single largest expenditure item that continues to crowd out spending
for development and other crucialogrammes. Wages and salaries constituted an avefatie
percentof tax revenue for the two years 2006 and 2007. This statistic surged to 45.5 percent in
2008, overshooting the 35.9 percent budgetary target by a wide nwr@in.4 percent. This
worrying trend is repeated in 2009. Whilst the revised Budget indicates a tax revenuef<tiage
percent for the migear, the actual outcome was a shafel9.8 percent, representing a fiscal

slippageof nearly 4.0 percentage points.

The social sectorsf hedth and education have been the primary driversvage expenditure
overruns during the 2002008 period, and have consistently accounted for nearly 99.0 pefcent

the total wage bilbf the Social Servicefunctional group since 2003.
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And yet all is notwell at the labour front, and particularly so in cafenorkers in health and
education sectors. This is because the public sector wage hasrhatncadimensiom@and amicro

dimension and any talk about reform must necessarily address both dimenstidine.macro level
the wage bill consumes a large churilnational income and government resources whereas, at the
micro level, various unions and giessional classes are not satisfied with the remunerations

received by their members.

As CEPA had noteéh an earlier publicatich a lot needs to done about remuneration in the key
sectorsof the health and education both to attract and retain théegsionals at home and
minimize thebrain drain phenomenon. Their skills are needed for the developofahie healthy

and skilled human resources necessary for the preferred developmenf patielerated growth

with macroeconomic stability. Moreover, their absence or insufficient presence could mean an
intensificationof socio-political instability which cold flow out of poor service delivery in the two

key social sectors.

Staff of the IMF had recommended a temporary hiring freeze in the public sector (beyond the
automatic absorptioof trainees in the health and education sectors) as afiegeping the @08
wage bill within the provisionsf the 2008 Budget. They also suggested that the freeze should last

until Civil Service reforms regain momentum (possibly after the 2008 elections).

The recommendatioof the IMF Staff to freeze public sector hiring adef buoyant and booming

private sector able to create the mungleded jobs on consideratiomisthe requirementsf short

run macroeconomic stability is, i n CEPAG6s opi
the same sentiments hold true fory attempt to freeze that wage rates. It needs to stressed that
socio-political stability is a necessary conditi@gn indeed a very important one as suthfor

sustainable macroeconomic stability in the broadest sense.

In a recent address the World Bapkesident, Robert Zoellick noted as foll@wthe key message

being that it is easier and cheaper to rebuild from the ashes (reconstruction) than renovate (reform):
APr esi de ndf Rwardg highleghted that a core problem with the (DR)
Congolese troopd a mixof army and militiasd is (that) theyoften are not paid.
As Rwandans started again after (the) genocide, they built a relatively small military

of about 20,000 troops, which is among the best in Africa. If outsiders want to stop

® CEPA, The Current State of the Macro Economy of Ghana: 2009 page 21
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lawless rampages iDR Congo, they do not need foreign interventidnthey need

help to pay and train a smaller army while assisting demilitarization and

reintegrationofot her s 0.

A similar approach could be adopted in this thorny afgaublic sector reform in Ghana.
The donor community should be encouraged to come to our aid in this area by assisting
with resources to:

e right-size the public sector through an accelerated and orderly retrenchment
programme, including a component for reintegration into the-gumernment
sectors; and

e improve the salary and working conditioosthose who remaid which must be
based on merit and objectivity, and not partisanship, sycophancy, political affiliation

and nepotism.

The first will address the macidimension, whilst the second Wake careof the micro concerns

raised above.
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3 REVIEW OF MONEY, CREDIT AND PRICES

3.0 Introduction and Background

Monetary policy is essentially thaf adjusting the money supply directly or indirectly through the

use of interest rates to achieve adgired target flow ratef national incomed a desired
combinationof inflation and output growth objectives. In assessing the effectiveriess policy,

however, the context matters. In the specific edsaonetary policy, the effect in termsof the

resultant combinatioof inflation and output growtd depend on the statd other instrumentsf

policy and initial conditions in the economy. Thus, the overall macroeconomic policy framework,
the government 6s oV er abflgoveenmennfioances anaf therfimancelg v |, t
system, the regulatory regime and, not the least, the effic@ntyarkets all have a bearing on the

transmissiorof monetary policy actions.

The monetary policymaker, therefore, must balance price and outputivdgedn the Uiited

States, the Federal Reserve Bodrar the Fed, as theentral bank is called hasan explicit dual
mandate from the US Congress (Parliament) in whiclethployment goab formally recognized

and placed on aequal footingwith theinflation goal And even central banks, like the European
centr al bank (ECB) that only tar gepayaitemtfohtat i on

promoting output growth and keeping the economy near full employndent

The Bankof Ghana (BoG)d charged with the responsibility to formulate and implement monetary
policy in Ghana. The record shows that for mafsts existence the BoG has had to operate within

an environmenbf highly expansionary fiscal regimes with consequent inflationary pressand
rapidly depreciating exc halmdgpendencethistarical edpsricrme r e s
has been onef fiscal dominancésee Box 3.19 with monetary policy playing a subordinate role

to fiscal policy 8 and where persistent fiscal defic have been financed by monetary
accommodationstrong inertial inflationary expectations have become embedded in the economy
due to high inflation and exchange rate volatility. This has allowed dollarization to take hold with

significant foreign currencdeposits (FCD) held in the banking system.

To some extent the BoG, in the midst this eraof fiscal dominance, was thought as being
responsible for a situation in which inflation and exchange losses had not only eroded thefcapital
many enterprisesut also inhibited their ability to take advantagfebusiness opportunities. Also
constrained was the economydés ability to att

investment on the scale needed to sustain rapid productivity and income.groith n s hor t |,
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was seen as the root causethe economic difficulties, and a justification for an independent

centra’l bank. o

To equip and strengthen the Bank to effectively carry out its responsibility and move from the
shacklesof fiscal domirance, Parliament passed into law a Bahkshana Act at the enoff 2001

which received Presidential Accent in 20@2 Bank of Ghana Act (2002) The Act gives
operational independence to the Bafishana. This historic Act specifies, among other provisions
that: The primary objectiveft he Bo G i s t o maindepgeraendfingructioose st

from Government or any other authorty

This has refocused the Bank on the major taskinflation control and away from the
developmental activities whichharacterized the Bansf Ghanadés oper atThiens
renewed quest for price stability has also altered the monetary policy framefntbek Bank from
targeting directly monetary aggregates such as reserve money and the money sinfialoro
targetingd a framework for monetary policy decisions in which the BoG makes an explicit
commitment to conduct policy to meetpablicly pre-announced numerical inflation target

within a particular time frame.

Under an inflation targeting (IT) regiméinancial markets become assured that the BoG will
pursue policies to keep inflation within the set target and, therefore, will not demand high inflation
premiums to lend money. The successful implementatiohe IT framework entails the following
key mmponents:

¢ Public announcemewf mediumterm numerical targets for inflation;

¢ An institutional commitment to price stability as the ultimate gdahonetary policy;

e Increased transparenof the monetary policy strategy through communication with the

public and financial markets; and

¢ Increased accountability and full commitment by the BoG in meeting its objectives.

In practice, promoting greater transparency through communication about monetary policy
strategies, plans and assessmefitke economy byentral banks (under whatever monetary policy

framework) encourages greater credibility and anchors lower inflationary expectations.

" Acquah, Paul 2 0 0 Bhg¢ Mondiary Policy Settinin Ghanad Issuesand Pr o ESPERMErchantBank
AnnualLecture June 14, 20Q%aragraph.?.

8 Ibid, paragraph 15.
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The BoG has viewed this statutory mandate enshrined in thed&k ana Ac asfi(md 00 2)

rooted in a resurgencef public interest in economic policy and a heightened aversion for inflation
and awarenes®f how much price stability contributes to raising the standafdiving of its
peopl®°.And following from this policy stance, the Bank has sought to use its newnegalate

to address concerns from the public which indicate that instability and weaknesses in the regulatory
framework have accounted for the poor economic performance and stifled the private sector. This
the Bankof Ghanahas done through its condwdtmonetary policy.

3.1 The Monetary Policy Framework

The renewed quest for price stability has altered the monetary policy framefvbkk BoG from
directly targeting monetary aggregates such as reserve money and the money sunfialyoto
targeting (IT).

The BoG formally adopted the IT framework in May 2007 after almost three gear®rmal IT
management. It had reportedly been building the main institutional, analytical and communications
elementsof this framework since 2002. Indeed, with the @&n@ntof the Bankof Ghana Act
(2002), the BoG had in place somkthe key institutional components modern central banking

0 notably, independence, an oversight committee for monetary policy formulation and

management, and a statutory missiéprice stability*°

The Bankof Ghana Act (2002) had also moved to preclude fiscal dominance by legally restricting
the centr al obtherd&fiéits In Additon, @ @rigengeasucdi g o al tr @nspar e
aiming for disinflation over three years tohgeve stability around an inflation rabé 5.0 percent

0 was established with the formal launchthe IT. In supporbf this, the Bankof Ghana has,
reportedly, developed an inflation forecasting model and a detailed communication strategy
involving the issuanceof press releases and the holdiofjpress conferences by the oversight
committeed the Monetary Policy Committee (MPQ after eachof its meetings to explain its

decisions on the policy rate, theme rate.

With the adoptiorof IT framework,the interest rate became the instrun@thoiceof monetary
policy by the Banlof Ghana. The instabilitgf the demand for money function has been the reason

given for the changd as for example, evidenced in the instabitifythe currencywith-the-non-

° Ibid, paragraph 16.

191ts US counterpart, the Federal Reserve Board, is required to give equal weights to price stability amiesrnplo

1 Subsection 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 money borrowed by Government from the banking system antéahk& non
publicto 10% ofot al domesti c revenue of the fiscal year in whi
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bankpublic to bankdeposit ratio. However, the usd the interest rate may have a numioér
limitations. One stems from the belief that too great a degfe&ictuation in interest rates,
implying fluctuating government debt prices, would jeopardmeeédbility of the authorities to sell
future debt. High interest rates may also be politically undesirable beocubkeir impact on
business costs and ggitability. There are also issuesd the effectiveness and the mechanism
through which interest ragevork in a country where creditpsimarily for investment and working
capital and not consumption. Mor eover, for

factors may impinge on the effectiveness and usefubfessch a framework.

In addition tothe prime rate, the Bankf Ghana also relies on a variety instruments in the

conductof monetary policy, including:

A Reserve requirements (currently only mandatory cash requireraétspercentof eligible
deposits);

A Open market operations (conductédhe weekly auctions);

>\

Repurchase and reversgpurchase agreement®fductedaily on week days); and
A Auctions of government debt instrumentsf various maturities (als@onductedat weekly

auctions).

These, together with the prime rate, are what heeen described as the traditional maiased
nortintrusive ways to absorb liquidity from the system, as well as inject it into the syBtem.
Bankof Ghana uses these instruments to influencecadleof borrowing; returns on assets; and to
shape therncentives for market participants to hold more cedi balances in the banks and less

foreign exchange deposits domestically or abroad

3.2 Objective®f Monetary Policy

In conformity with the macroeconomic targets set for the 2009 fiscal year, monetary isoli
focused on reducing the eperiod yearonyear rateof inflation to 12.5 percent by e2D09 and
further to 10.0 percent in 2010 and 8.0 percent in 2011. The BoG will, in effect, use its inflation

targeting framework to guide inflationary expectasian line with the mediurterm forecast.

Underlying the mediumterm forecastof inflation is a fiscal consolidation pathwhich will
stabilizethe domestic deband helpanchor inflationary expectationsThis will be buoyed up by a
tighter controlof liquidity 8 as evidenced by a programmed annual groefttbroad money
(including foreign currency deposit®)f 21.7 percent at erDecember 2009 compared to an

outturnof 40.2 percent at eAldecember 2008.
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Budget 2009 hints at focusing on key growth poofthe economy and for special interventions to
ensure that growth is not compromised. In his presentafitime Budget Statement to Parliament

in March 2009, the Ministesf Finance and Economic Planning underscored this when he observed
as follows:

fWe expect monetary management to complement the growth and job creation
measures, the expenditure management and revenue initiatives, in order to stabilize
the economy, strengthen growth, and accelerate poverty reduction better
Ghana.*?

In pursuit of the national goabf accelerated economic growth with macroeconomic stahility
fiscal policy appears to be assigned the aiflénstrument for growth while, in a complementary

way, monetary policy focuses short-term macroeconomic stability

Monetary policy is, therefore,expected to play a supportive role to fiscal policy, focusing on
sharply reducing inflationary pressures and stabilizing price and exchange rate expectations on the
market. In particular, the BoG will direct monetary policy towarcucgng the end period inflation,

and strengthen its inflation targeting framework.

Monetary policy will also seek to actively promote financial deepening. To this end measures will
be introduced to:
e encourage further developmaaitthe market for bondsnd other longterm securities;
¢ mobilize savings for investment, and restructure the financial system to enhance tbgé flow
credit to the private sector; and
e sustain the current flexible exchange regime and BoG interventions will be confined to

smoothingout volatility in the foreign exchange market.

The key challenges to meeting the meditamm inflation forecastwa/hich have been flagged by the
GoGandthe Breton Woods Institutiorisclude
¢ the fiscal stance, and in particular wage policy in 2009; and

e a possible resurgence in pricgscrude oil currently forecasted to rebound in 2010.

2Gover nment Aboidged®érsion af the 2009 Budget Statement and Economic Policy of the Government of
G h a n padagraph 85, page 20.
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Box 3.1: Fiscal Dominance

In the developed market economies, the hard Keynesian position dismissing monetary conditions has |
discarded. The relevance of monetary conditions has become generally recognized. Substantial di
concerning orders of magnitude and persisteof real effects, however, remain.

A subtl e but interesting shift occurred withi
domi nanceo. We | | into the 1 %%teep slope th the I8 cuwaand aafla
slope to the LM curve. This assignment was justified in terms of a borrowingost interpretation for the
interest elasticity of aggregate demandThere clearly emerged a revision of the position during the 19
The relative slopes shifted sufficiently tdef monetary conditions a significant leverage. The inherited s
of Afi scal dominanceo di sappeared. The appear
reveals this change.

The modified Keynesian anal ysidompnadgceed ®&on
policies were recognized to influence real magnitudes. In principle, both were seen as applic
stabilization purposes. Monetary policy was, however, judged to concentrate the social cost of stab
policies on a small segment of the econdimgal estate and housing. Fiscal policy, in contrast, was judgg
spread these costs more fAequitably. o It was a
to the fiindirecbolay effects of monetary p

These considerations underlie the view that fiscal policy be dominant in any stabilization prograr
monetary policy assigned an essentially accommodating role defined in terms of aniaterstsategy. Thig
paradigm with its view about theat ur e of the Atransmission me
di spute between fiKeynesianso and fimonetarists

Ad o pt e dhefMoretary iersus Fiscal Policy Debait&k. W. Hafer(ed) page 50

3.3 Trends in Monetary Targets and Aggregates

Over the past three years, annual groattkey monetary aggregatés Total liquidity (M2+),

Reserve Money (RM),amdle posit money banks6é (DMBs) 6&6redit
have tended to exceed the targets set by the Monetary Authorities. The estimaiatigrowth

rates inTotal Liquidity (M2+) and Reserve Monegmained increasingly strong in both Z0ihd

2008 exceeding the set targets by considerable margimesse were in spitef an increase in the

demand for money and a declingfe velocity of money in circulation in both years.

The income velocityof money in circulation, defined by the @tdf gross domestic product to
average broad moneypply (M2)d i.e., total liquidity less foreign currency deposits (FGD)is
estimated to have initially risen fro&0in December 20Dto about R in September 2008 before
falling somewhat to 2.8 in &ember 2008. In the subsequent period up to June 2009, however, the
velocity ratio reverted to the September 2008 estinoét8.2 8 signaling continuing demand

pressures in the economy as a whole (see Table 3.1).
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Table 3.1: Annual Growth Ratesof Sekcted Monetary Aggregates and Targets, 2062009

Program Targets Estimatesof Actual Outcomes
Dec Dec Jun-
Dec07  Dec08 09| Dec07 Jun-08 Sep08 08 09
Total Liquidity (M2+) 211 30.5 21.7 35.7 37.0 46.3 40.2 39.1
Broad Money Supply (M2) 23.9 30.9 43.0 34.5 35.6 31.2 29.2
Narrow Money Supply (M1) n/a n/a n/a 39.9 33.9 32.3 29.7 23.9
o/w Currency with notbank public 19.2 46.7 23.2 27.7 31.0 24.8 27.8 23.8
Total Deposits 24.1 47.0 21.3 28.6 38.4 48.5 43.8 42.5
o/w Demand Deposits n/a n/a n/a 47.6 37.1 38.0 31.3 23.9
Time and Savings n/a n/a n/a 48.1 42.0 40.5 33.7 36.4
Foreign Curency Deposits n/a n/a n/a 10.0 46.6 75.2 83.0 74.6
Reserve Money (RM) 20.0 24.2 16.5 30.6 34.5 18.4 27.0 19.4
Credit to the Private Sector 38.7 38.5 41.6
Miscellaneous Items
Currency/M2+ Ratio 0.22 0.22 0.23 0.18 0.18 0.21 0.16
Currency/M2 Ratio 0.28 0.28 0.27 0.23 0.24 0.27 0.22
Currency/Deposit Ratio 0.29 0.28 0.26 0.29 0.22 0.22 0.26 0.19
Velocity (GDP/Average M2) 3.4 2.8 3.0 3.0 3.3 3.2 2.8 3.2
Money Multiplier (M2/RM) 2.6 2.8 2.8 2.7 2.8 3.0 2.8 3.0
Net International Reserves (US$ billion 2.07 1.98 0.90 2.24 1.46 1.52 1.30 0.67

Sources: Based Bartf Ghana data from MPC Reports; Monthly Statistical Bulletin &t Country reports (various)

Meanwhile, growth in credit to the private sect@xcluding public sector enterprises and
organizations)while still strong,is nonetheless,eported to have slowed down, as it increased by

42.2 percent per annum ithe 12month period to June 2009, following a 56.2 percent annual
increase over the same period a year before in 20€rding to the Bankf Ghanathe healthy

growth in creditreflected in part, financial deepening in the walad financial sector reforms, a
reduction in reserve requirements, andderation in théduoyant demand conditiomsyear earlier

that seemed to be adding on to the cyclical money demand pressures in the banking system.
However, it he gener al s | o wd enanth period ug to dudei 2009 a |l | o

was both in nominal and real ter mso.

Total Liquidity Growth

Total Liquidity (M2+) 8 defined as broad money supply (M2) plus foreign currency deposits
(FCD) o grew by 39.1 percent in the first haif 2009 compared with 37 perdegrowth in the
same periof 2008. This higher growth ratef M2+ over the twelvanonth period up to June
2009 was reportedly driven by strong growth in the Net Domestic Assets (NDWg banking
system. The latter was underpinned mainly by a sigmficacrease in domestic credit on account

of net claims on government.
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According to Bankof Ghana data, Net Claims on Government over then@8th period to June
2009 remained strong, growing at 66.6 percent compared with an annual growtdf 1&&
percent per annum registered over themi@nth period to June 2008 (see Table 3.2).

Table 3.2: Total Liquidity and Sources GH¢ million; unless otherwise stated)

Dec Jun-
Dec07  Jun-08 08 Jun-09 | Dec07 Jun-08 Dec08 09
(GH¢ million) Annual Growth Rates (%)

Total Liquidity (M2+) 5,751 6,198 8,061 8,621 35.7 37.0 40.2 39.1
Foreign Currency Deposits (FCD) 993 1,354 1,817 2,364 10.0 46.6 83.0 74.6
Broad Money Supply (M2) 4,758 4,844 6,244 6,257 43.0 34.5 31.2 29.2

Time and Savings Deposits 1,827 2,054 2,442 2,801 48.1 42.0 33.7 36.4
Narrow Money Supply (M1) 2,931 2,790 3,802 3,456 39.9 33.9 29.7 23.9
Currencyof Non-Bank Public 1,302 1,130 1,664 1,399 27.7 31.0 27.8 23.8
Demand Deposits 1,629 1,660 2,138 2,057 47.6 37.1 31.2 23.9

Sourcesof Liquidity

Net Foreign Assets 2,528 2,000 2,181 1,955 15.7 2.6 -13.7 -2.3

Net Domestic Assets 3,222 4,198 5,880 6,666 57.5 63.0 82.5 58.8
o/w Claims on government (net) 1,104 1,707 2,398 2,844 -25.8 13.5 117.2 66.6

Claims on Private Sector (inclEB) 4,151 4,701 5,928 6,795 64.6 66.6 42.8 44.5

Miscellaneous Items
Currency/M2+ Ratio 0.23 0.18 0.21 0.16
Currency/M2 Ratio 0.27 0.23 0.27 0.22
Currency/Deposit Ratio 0.29 0.22 0.26 0.19

In termsof composition, the relatively higher annual growth in total liquidity in June 2009 reflected
mainly in foreign currency deposits held at DMBs. The available statistics suggest #flathe

four constituent categories total liquidity (M2+) 8 namely, currency holdingsf the nonrbank

public; demand deposits; time and savings deposits; and foreign currency depositsd (RG®)

FCD has grown the fastest in the past three yearshawn in Panel (af Figure 3.1 below and

also in Table 3.2, the annual growth in FCD almost doubled from 47 percent in June 2008 to 83

percent per annum in December 2008 but has since slowed to 74.6 percent per annum in June 2009.

The growth pathsf all the other constituent componenfsM2+ & especially, currency holdings
of the nonbank public and demand deposgitshave been generally downward. Consequently, the
currencyto-deposit ratio has been on a generally declining path, falling from 0.E®dember
2007 to 0.19 in June 2009 (see Table 3.2).

Reserve Money Growth

The growth patterof Reserve Money (RM® defined here to exclude foreign currency deposits
(FCD) 6 has been more volatile in nature compared to tldsather total liquidity (M24 or

broad money supply (M2) over the last three years. Reserve Money growth per annum eased

| 76]




CEPA:Ghana Economic Review and Outlp@k09
downward to 19.4 percent at the eofdlJune 2009 compared with annual growth raie40.3

percent in June 2008 and 27 percent in December 2008 (see Table Ba&hah(b)f Figure 3.1).

Table 3.3: Sourcef Growth of Reserve Money GH¢ million; unless stated otherwise)
Dec07 | Mar-08 Jun-08 Sep0O8 Dec08| Mar-09 Jun-09

Net Foreign Assets

NFA (GH¢ billion) 2,467 1,939 1,854 2,100 1,926 1,672 1,467
NFA (US$ million) 2,550 1,983 1,831 1,873 1,586 1,208 996
Net Domestic Assets (NDA) -716 -362 -123 -337 298 338 599
o/w Claims on Government (net( 255 511 792 864 1,448 1,503 1,894
Claims on DMBs (net) -235 -412 -279 -563 -378 -222 -280
Reserve Money (RM) 1,750 1,576 1,730 1,763 2,225 2,011 2,066
o/w Currency 1,302 1,130 1,130 1,236 1,664 1,421 1,399
DMBs Reserves 441 408 584 509 516 559 625
Non-Bank Deposits 7 38 16 18 45 31 42

Miscellaneous Iltems
Annual Percentage Changes

NFA (GH¢ billion) 30.4 23.7 4.5 40.8 -21.9 -13.8 -20.9
Net Domestic Assets (NDA) -30.1 5.7 77.3 849 -141.6 -193.4  -587.0
o/w Claims on Government (net) -47.4 -3.5 1125 95.7 467.8 194.1 139.1
Reserve Money (RM) 30.6 33.1 40.3 18.4 27.1 27.6 19.4
o/w Currency 27.7 28.9 31.0 24.8 27.8 25.8 23.8

Sources: Based Bartf Ghana data from MPC Report, V&l No. 3, July 2009

As shown, Reserve Money growth decelerated in Septenl2008 to 18.4 percent before picking
up in December 2008 and March 20093BI1¢2,011 million; thereafter, the growth rate declined to

19.4 percent, on a yeanyear basis, to amount @H¢2,066 million in June 2009.

In its MPC Reporbf July 2009, the Bankf Ghana attributes the slowdown in the annual cdite
Reserve Money growth in June 2009 to a decline in the net foreign assetsaiNRé&rentral bank
0 whi ch i tmepderatéd byvsireng ékpansiohnet domestic assetd the Bank on account
of net daims on governmeat ( MPC Report, Vol . 2, No. 3, 20009

As indicated in Table 3.3, the NF&# the Bankof Ghana actually fell by 20.9 percent per annum in

June 2009 compared to an annual increafsd.5 percent per annum in June 2008. The Net
Domestt Assets (NDA)f the Bankof Ghana turned from negativ@H¢123 million in June 2008

to positive GH¢599 million in June 2009. This improvement in the NDA position was also
associated with a 139 percent increase in the net claims on government in Juoen20@@d with

112.5 percent annual increase in June 2008.
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