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1 EXECUTIVE SUMMARY  

 

Introduction and Background 

The Mills-led NDC government assumed office in early January 2009 and was faced with an 

environment of macroeconomic instability which manifested itself in, inter alia, a huge budget 

deficit estimated at 14.5 percent of GDP at the end of 2008ðincluding nearly 1.0 percent of GDP 

in respect of commitments and payments arrears from previous years.  

 

Although the macroeconomic difficulties of 2008 were primarily due to election year spending 

excesses they, nonetheless, exacerbated an underlining persistent deterioration of fiscal discipline 

which the Centre for Policy and Analysis (CEPA) had noticed and drawn attention to since 2006 ð 

a phenomenon which the Centre has described in various presentations as ñstubbornly high and 

widening fiscal deficitsò. 

 

Against this background many high spending-related promises were made by all 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 

ð the global financial turmoil and the consequent world economic melt down. As a result it found 

itself in the rather unenviable position of being in a home-grown financial crisis in the midst of a 

global financial crisis and recession.  

 

The Government was, therefore, confronted with a policy dilemma referred to as ñA Tale of Two 

Citiesò by CEPA: on the one hand the own-inflicted 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 package of fiscal stimulus to re-

ignite the ailing economy ð a counter-cyclical path chosen by most other countries with relatively 

better managed  and more sound domestic economies. 

 

A Strategy of Growth with Macroeconomic Stability 

Not surprisingly, the government made the attainment of 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 percent of GDP at end-December 2009 from the end-December 2008 

outcome of 14.5 percent of GDP. This notwithstanding, and consistent with the social democratic 
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agenda of the Mills-led Government, the 2009 Budget also acknowledged the critical importance of 

broad-based economic growth in the fight against poverty and in improving the living conditions 

and welfare of all Ghanaians. Indeed, in its ñAssessment and Critique of the 2009 Budget 

Statement end Economic Policyò, CEPA had contended that the economic programme for 2009 

with its social democratic principles (and with the explicit provision of GH¢42 million in support) 

ð presented and approved by Parliament ð was consistent with a strategy of ñGrowth with 

Macroeconomic Stabilityò in which the growth objective is accorded more prominence. 

 

The Move to a Pro-cyclical Stabilisation Programme 

In a letter dated January 7, 2009, the World Bank Ghana Office alerted the incoming 

Administration of the severity of the domestic financial crisis and rushed it to ñrequest additional 

and extraordinary assistance from both the World Bank and the IMF 

 

In the ensuing dialogue subsequent to the submission of the letter, the World Bank succeeded in 

mobilising the IMF, the Development Partners (DPs), and the new Mills Administration to move 

from the strategy of ñGrowth with Macroeconomic Stabilityò that informed the 2009 Budget 

Statement into following a strategy of a ñcomprehensive programme of macroeconomic 

stabilisation and reformò ð a programme consistent with a strategy of ñMacroeconomic 

Stability with Growthò, i.e. one that is heavily slanted towards stabilisation rather than pro-poor 

growth ð which is contained in a new PRGF Arrangement with the IMF for the 3-year period July 

2009-June-2012.  

 

The Revised Budget and the new PRGF Arrangement 

In its mid-year review of the 2009 Budget Statement and Economic Policy to Parliament on August 

25, 2009, the Government also presented a revised Budget for the consideration of and approval by 

Parliament.  In a technical sense the revised Budget sought to receive the blessing of Parliament to 

implement the new PRGF Arrangement with the IMF. Additionally, the revised Budget took into 

account events and developments which, according to the Minister of Finance and Economic 

Planning, were not available to Government at the time of presentation of 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 percent of GDP set 

in the original Budget. The target includes a planned settlement of outstanding commitments and 

payments arrears equivalent to 3.1 percent of GDP. 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 

Resources for financing the deficit can conveniently be grouped into three categories namely:   

1) External private inflows of loans and equity (including proceeds from divestiture);  

2) Net domestic borrowing  (excluding borrowing from non-residents) from the domestic bond 

market; and  

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

 

(1) External Private Inflows of Loans and Equity 

Resources from the first category ð external private inflows of loans and equity ð funded about 56.6 

percent of the deficit in 2008. On account of the prevailing domestic and international financial crises, 

no resources were expected from these external sources of finance, and indeed both the Budget and 

PRGF Arrangement made no provision for resources from any of these sources for financing 

governmentôs fiscal operations in 2009. 

 

In the circumstances, the government has had to rely exclusively on the other two sources of 

financing the deficit ð namely borrowing from the domestic bond market (excluding from non-

residents); 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 level of such financing has been reduced from the 6.7 percent of GDP projected in 

the original 2009 Budget Statement to a more stringent ceiling of 4.8 percent of GDP. 

 

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

The projection for net loan financing from Development Partners in 2009 was revised upward from 

2.3 percent of GDP to 4.0 percent of GDP, compared to 1.0 percent of GDP in 2008.  In addition, 

debt relief from bilateral donors under the Enhanced HIPC Initiative, shown in the Budget 

Statement as Exceptional Finance, is also expected in an amount of GH¢134.7 million. This is 73.7 

percent higher than the provisional outturn recorded for 2008. Thus, in 2009 the third of the three 

listed categories of financing the budget ð loans (project and programme) and debt relief from 

Development Partners ð is projected to amount to the equivalent of 4.6 percent of GDP which is 

over 107.5 percent above the 1.6 percent of GDP reached 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 percent of the deficit in 2008. In the original 

presentation of the 2009 Budget they accounted for 31.0 percent of the projected financing 

requirements. The projected contribution of these resources to the total financing needs of 

government, both in the PRGF programme and the revised Budget is 49.2 percent. There is, 

therefore, the disturbing reality of increased donor-dependence in 2009 and the consequent 

vulnerability to donor conditionality and inflexibility as well as the proverbial unreliability of aid 

disbursements. A careful and masterful management of government-donor relations is, therefore, 

critical to ensure the successful implementation of the 2009 Budget and the achievement of its 

targets and objectives. 

 

Payment Arrears 

The phenomenon of payment arrears and other commitments carried over from previous years 

continue to undermine the credibility of budget formulation and implementation in Ghana. The 

accumulation of payment arrears constitutes proxy borrowing by Government which locks up 

working capital of suppliers of goods and services to Ministries, Departments and Agencies 

(MDAs) of government. On account of the perennial issue of government payment arrears to 

private sector contractors and other suppliers of goods and services to state institutions, the 

interpretation of credit to the private sector by the commercial banks is made extremely difficult, 

since the large increases in such credit stock could be more a sign of business distress than of 

buoyancy. Moreover, indigenous firms have complained that arrears of payment work against them 

ð the record shows that large multinational firms that typically borrow at lower rates of interest 

from the banks are also able to negotiate and receive interest on delayed payments due to them. 

 

Against this background, a total of GH¢491.5 million of non-road arrears has been planned to be 

cleared in 2009. Beyond the statutory funds of DACF and GETFund (respectively, GH¢35 million 

and GH¢23.3 million), key areas include:  

 GH¢53.2 million in respect of the National Health Insurance Fund (NHIF);  

 GH¢128 million in respect of TOR under-recovery of costs associated with the 

procurement, processing, and sale of petroleum products;  

 GH¢58 million in respect of BOST under-recovery; and  

 GH¢75 million under an MOU for VRA crude oil lifting.  

 

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

commitments including those in respect of court judgements against the state. In addition, payment 
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arrears in the roads sector amounting to GH¢135 million is scheduled to be cleared. This brings the 

total provision for arrears to GH¢626.5 million, equivalent to 2.9 percent of GDP compared to a 

reported clearance in 2008 of GH¢142.3 million, equivalent to 0.8 percent of 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 ceiling of 9.4 percent of GDP, and for the government to not crowd-out 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 over-runs or domestic revenue shortfalls that would lead 

to an increase in the deficit must be adjusted for by ñappropriate measuresò agreed with the IMF to 

ensure that the targeted ceiling is respected. 

 

(b) Programme Quantitative Targets 

Two key fiscal quantitative targets are spelled out in the PRGF arrangement: (a) one in respect the 

overall fiscal deficit of the government; and (b) the other in respect of net domestic financing of the 

governmentôs fiscal operations. 

 

(i) Overall fiscal deficit of the government 

The adjustment required in respect of the overall fiscal deficit is conditional on the level of 

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

 

Specifically, the 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 

amount when project loan disbursements fall short of the programmed amount. This is to allow higher 

than anticipated disbursements of project loans to be spent and vice versa.  

 

If disbursements of programme loans (grants) are less than the budgeted amount, the deficit ceiling 

will be adjusted downward (upward) by 50 percent of the shortfall, up to a maximum amount of 

GH¢75 million. The ceiling will, however, be adjusted downward fully for higher than 

programmed program grants. 

 

(ii) Net domestic financing (NDF) of the governmentôs Fiscal Operations 

In the case of net domestic financing of government fiscal operations, the 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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adjustment of GH¢75 million. When disbursements of programme loans and grants exceed the 

programmed amounts, the ceiling will be adjusted downward by the full  amount. 

 

The Fiscal Stance 

Mid-year 2009 Performance 

Domestic Revenue and Grants 

Fiscal performance in the first-half of 2009 was characterised by a revenue and grants outturn that 

fell short of the budgetary target by 7.8 percent.  

 

Total receipts including grants at end-June 2009 amounted to 13.9 percent of GDP. The outturn 

missed the budget estimate of 15.0 percent of GDP for the period and was below the 14.6 percent 

of GDP for the corresponding period in 2008. The shortfall was both in respect of the domestic 

revenue ð a mid-year outcome of 11.1 percent of GDP compared to a budgeted 11.9 percent of 

GDP; and grants (including debt relief) ð which registered an outturn of 2.7 percent of GDP 

compared to the programme target of 3.1 percent of GDP. 

 

Government Expenditures 

In response to the resource shortfall, payments (including principal repayment of external debt, 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 by 4.9 percent. The period recorded a 

budgetary shortfall of 7.9 percent in foreign-financed 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 half-year by 5.5 percent. 

 

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 medium-term and the adequacy of the fiscal space required to fund pro-poor 

programmes.  External interest payments were, however, below the Budget provision by 22.3 

percent. 

 

Broad Fiscal Aggregates 

As a result of these developments, the broad fiscal balance on commitments basis (OBB-CB) at the 

end of June 2009 recorded a deficit of GH¢615.7 million, equivalent to 2.8 percent of GDP. 
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Comparatively, this outturn is a marked improvement over the deficit of 4.7 percent of GDP for the 

corresponding period in 2008. It, however, exceeded the end-June 2009 target of 2.3 percent of 

GDP.  

 

On modified commitments basis ð which accounts for outstanding commitments (including arrears 

clearance and tax refunds) ð the OBB registered a deficit of 4.3 percent for GDP, compared to 5.7 

percent of GDP and 3.7 percent of GDP for end-June 2008 and the programme ceiling for end-June 

2009, respectively. 

 

The measure of the fiscal stance used by the IMF and the international community to monitor 

Ghanaôs performance ð the OBB-below-the-line ð indicates that at mid-year the budget registered 

a deficit of GH¢970.1 million, equivalent to 4.5 percent of GDP. Although this was an 

improvement over the end-June 2008 performance it, nonetheless, exceeded the end-June 2009 

ceiling of GH¢788 million agreed with the IMF under the 3-year PRGF Arrangement. Applying the 

PRGF programme adjustors for shortfalls in disbursements of project loans, program loans, and 

program grants leads to a modified PRGF ceiling of  GH¢821 million, which was also breached. 

 

The domestic primary balance (DPB) ð the measure of current fiscal effort ð stood at the 

equivalent of a deficit of 0.5 percent of GDP as of end-June 2009, marginally worse than the 

programmed 0.3 percent of GDP for the half-year period. The outcome was, however, a substantial 

improvement over the corresponding 2008 deficit of 3.3 percent of GDP. 

 

Financing of Governmentôs Fiscal Operations 

As expected the end-June 2009 overall broad deficit of 4.5 percent of 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 percent of the financing needs, with the remaining 0.6 

percent coming by way of divestiture. Support from DPs in the amount of GH¢331.2 million 

accounted for 34.1 percent of the financing requirements, whilst domestic borrowing of GH¢634.2 

million represented 65.3 percent, which exceeded the PRGF ceiling of GH¢591 million by 7.3 

percent.  

 

The programmed financing schedule for the period expected more of the financing to come by way 

of external support ð 57.6 percent of the total ð with domestic borrowing accounting for 42.6 

percent. The heavy reliance on domestic borrowing was in response to a shortfall in expected 

support from DPs of 59.1 percent.  And according to the September 23, 2009 Press Release by the 
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MPC of the Bank of Ghana: ñDonor disbursement for the period was also about 50 percent of the 

projection, leading to a shortfall in projected budget resource envelop.ò 

 

As indicated above, on the face of it, the end-June outturn for domestic borrowing breached the 

IMF-PRGF ceiling of GH¢591 million by 7.3 percent. However, applying the program adjustors for 

shortfalls in program grants and program loans (shortfalls of 22.7 percent and 92.2 percent, 

respectively) makes room for additional domestic financing of GH¢111 million, implying a 

modified program ceiling of  GH¢702 million. Thus, after adjusting for shortfalls in DPsô support 

as agreed under the IMF-PRGF program, it would appear that the end-June 2009 outturn in respect 

of domestic borrowing was within the limit allowed.  

 

End-December 2009 Projected Outlook 

Domestic Revenue  

August year-to-date receipts in respect of domestic revenue amounted to GH¢3319.3 million (15.3 

percent of GDP), compared with GH¢2918.7 million (13.5 percent of GDP) recorded for the same 

period in 2008. The outturn also represents only 53.8 percent of the annual budget estimate.  

 

Against this backdrop the CEPA 2009 projected outturn for domestic revenue is GH¢5732.6 

million, equivalent to 26.5 percent of GDP. It comprises of GH¢5047.0 million (23.3 percent of 

GDP) of tax revenue and GH¢685.6 million (3.2 percent of GDP) of non-tax revenue ð of which 

GH¢332.0 million is expected to be lodged into government accounts by the collecting MDAs, and 

GH¢353.7 million retained for their use. The forecast shows domestic revenue ending the year 7.1 

percent below its budgetary target of GH¢6172.1 million or 28.5 percent of GDP. 

 

Total collection of taxes by the Customs, Excise and Preventive Service (CEPS) (including import 

exemptions) for end-year 2009 is projected to be GH¢2549.9 million or 11.8 percent of GDP, 

representing a 10.3 percent short fall compared with the budget estimate. The projection covers the 

following tax categories: 

 Import duty collections of  GH¢876.9 million (4.1 percent of GDP); 

 Petroleum taxes of  GH¢302.2 million (1.4 percent of GDP); 

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

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

 Import exemptions of GH¢373.0 million (1.2 percent of GDP). 
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The projected outturns for the components are lower than the corresponding Budget estimate, 

except for NHIL collections. 

 

The end-2009 projected outturn for collections by the VAT Service is GH¢571.1 million, 

equivalent to 2.6 percent of GDP. This is 24.4 percent less than the Budget estimate of GH¢755.3 

million or 3.5 percent of GDP.  

 

The projected outturns for the component parts, all of which are lower than the corresponding 

Budget projections, are as follows:  

 Domestic VAT of GH¢440.9 million (2.0 percent of GDP); 

 Excise duty collections of GH¢50.0 million (0.2 percent of GDP); and 

 NHIL of GH¢80.2 million (0.4 percent of GDP). 

 

The end-year 2009 projected outturn for the Internal Revenue Service (IRS) tax collections ð 

based on the strong performance through end-August ð is projected at GH¢1719.7 million, 

equivalent to 8.0 percent of GDP. This is 9.9 percent higher than the Budget estimate of 

GH¢1565.3 million, equivalent to 7.2 percent of GDP. The projection covers the following tax 

categories: 

 PAYE taxes of  GH¢750.2 million (3.5 percent of GDP); 

 Self-employed taxes of  GH¢83.4 million (0.4 percent of GDP); 

 Company taxes of  GH¢695.4 million (3.2percent of GDP); and  

 Other direct taxes of GH¢190.7 million (0.9 percent of GDP). 

 

Non-tax Revenue (NTR) 

The projected end-year outturn for NTR is GH¢685.6 million, representing 3.2 percent of GDP and 

7.8 percent below the annual budget target of GH¢743.8 million. The projected outturn include the 

GH¢153 million expected from cocoa revenue which was announced in the Ministerôs mid-year 

review and revision 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 fall short of 

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 ensure effective supervision and 

accountability in their usage. 
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Donor Grants 

All the four grant categories ð program grants, HIPC-related debt relief, MDRI-related debt relief, 

and project grants ð recorded shortfalls vis-à-vis the end-August 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 percent of the yearly commitments, respectively. HIPC and MDRI assistance 

were equally behind schedule and accounted for 56.9 percent and 50.6 percent of the annual 

estimate, respectively. The low disbursement rate in respect of program grants is rather worrying 

given the record of improved predictability and early disbursement of donor aid in recent years 

associated with the multi-donor budget system (MDBS) arrangement.  

 

Under the rather optimistic assumption of an accelerated pace in the disbursement rates for the rest 

of the year, the end-year projected outturns for all four categories have maintained the estimates in 

the revised Budget.  

 

Government Expenditures 

An outturn for expenditures (including repayment of external debt, outstanding commitments and 

clearance of arrears)  of GH¢9846.8 million is projected for the 2009 fiscal year, equivalent to 45.5 

percent of GDP, compared to the budget estimate of 46.4 percent of GDP and the 2008 provisional 

outcome of 49.3 percent of GDP. 

 

The projected 2009 outturn for statutory and quasi-statutory payments ð comprising external debt 

service (principal and interest), domestic interest cost, transfers to households (pensions, gratuity, 

and social security contributions), transfers into the various statutory funds, and wages and salaries 

ð amounts to GH¢5346.8 million (24.7 percent of GDP) and represents 54.3 percent of the total. 

This represents a downward marginal revision of 0.4 percent of GDP from the budget estimate. 

 

A certain category of Central Government expenditures are linked to Specific Resources for 

funding. They consist of: debt relief-related expenditures (HIPC and MDRI); foreign-financed 

capital; and, in the case of 2007 and 2008, expenditures financed by drawings from the proceeds 

from sovereign bond issue on international private capital markets.  
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The projected outturn for this sub-group is identical to the Budget estimate and amounts to 

GH¢1698.9 million, equivalent to 7.9 percent of GDP. This represents 17.3 percent of the annual 

total. The outturn, both for the total and the individual components, is identical to the Budget 

estimate, reflecting the underlying assumption of full  realisation of the resources used to finance 

these expenditures. 

 

The third group of government expenditures can be described as ñpurely discretionaryò in the 

sense that they are both non-statutory and are not linked to any specific funding sources. 

Expenditures in this group include: administration and service-related expenses; domestically-

financed development expenditure financed from the Consolidated Fund; net lending; non-statutory 

transfers and subsidies (including retentions of IGFs by MDA and import exemptions); and 

outstanding commitments and clearance of arrears. 

 

The projection is for a total amount of GH¢2801.1 million, equivalent to 13.0 percent of GDP and 

accounts for the remaining 28.4 percent of the projected outturn for the year. The Budget provided 

for the equivalent of 14.0 percent of GDP. The projection is thus smaller than the Budget provision 

by 7.2 percent on account of projected outturns for administration and non-statutory transfers and 

subsidies 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 

maintained the Budget provisions for domestic (own-financed) capital and for outstanding 

commitments and arrears of clearance. 

 

The projected outturns for the individual components are summarised as follows: 

 Administration ð GH¢466.4 million (2.2 percent of GDP);  

 Service ð GH¢226.9 million (1.0 percent of GDP); 

 Non-statutory transfers and subsidies ð GH¢1176.2 million (5.4 percent of GDP); 

 Domestic (own-financed) capital ð GH¢261.9 million (1.2 percent of GDP); and 

 Outstanding commitments & arrears ð GH¢669.7 million (3.1 percent of GDP). 

 

Fiscal Balance and Financing 

Based on the above projections of revenues and expenditures, a broad fiscal deficit of GH¢2274.2 

million, equivalent to 10.5 percent of GDP is projected for end-year 2009. This is 11.8 percent 

higher than the official estimate of GH¢2033.4 million or 9.4 percent of GDP contained in the 

revised 2009 Budget and the IMF-PRGF Arrangement. Outstanding commitments account for 29.4 

percent of the total, while current operations account for the remaining 70.6 percent. The end-year 
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projection is also for a DPB deficit of GH¢498.9 million or about 2.3 percent of GDP ð almost 

twice the size of the programme target of 1.2 percent of GDP. 

 

The bulk of the amount of projected deficit ð GH¢1267.7 million, representing 55.9 percent ð is 

expected to be financed from domestic borrowing, with the remaining 44.1 percent being financed 

by external borrowing and exceptional financing from Development Partners (DPs).  

 

The projected outturn for net domestic financing is conditional on a 100 percent fulfillment of the 

donor commitments. Anything short of the promised disbursements could cause the government ð 

especially one committed to implementing its social democratic agenda ð to resort to more 

domestic borrowing than this projected outturn, with obvious consequences for upward movements 

in interest rates in the short to medium-term and implications for the size of the domestic debt stock 

 

Money, Credit, and Prices 

Monetary Policy Framework 

The renewed quest for price stability has altered the monetary policy framework of the Bank of 

Ghana (BoG) from directly targeting monetary aggregates such as reserve money and the money 

supply to inflation targeting (IT). The BoG formally adopted the IT framework in May 2007 after 

almost three years of informal IT management. 

 

With the adoption of IT framework, the interest rate became the instrument of choice of monetary 

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

variety of instruments in the conduct of monetary policy, including: 

Á Reserve requirements (currently only mandatory cash requirements of 9 percent of eligible 

deposits); 

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

Á Repurchase and reverse-repurchase agreements (conducted daily on week days); and 

Á Auctions of government debt instruments of various maturities (also conducted at weekly 

auctions). 

 

These, together with the prime rate, are what have been described as the traditional market-based 

non-intrusive ways to absorb liquidity from the system, as well as inject it into the system. The 

Bank of Ghana uses these instruments to influence: the cost of 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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Objectives of Monetary Policy 

In conformity with the macroeconomic targets set for the 2009 fiscal year, monetary policy is 

focused on reducing the end-period year-on-year rate of inflation to 12.5 percent by end-2009 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 expectations in line with the medium-term forecast.   

 

Underlying the medium-term forecast of inflation is a fiscal consolidation path which will 

stabilize the domestic debt and help anchor inflationary expectations. This will be buoyed up by a 

tighter control of liquidity ð as evidenced by a programmed annual growth of broad money 

(including foreign currency deposits) of 21.7 percent at end-December 2009 compared to an 

outturn of 40.2 percent at end-December 2008.  

 

In pursuit of the national goal of accelerated economic growth with macroeconomic stability, 

fiscal policy appears to be assigned the role of instrument for growth while, in a complementary 

way, monetary policy focuses on 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 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:  

 encourage further development of the market for bonds and other long-term securities; 

 mobilize savings for investment, and restructure the financial system to enhance the flow of 

credit to the private sector; and 

 sustain the current flexible exchange regime and BoG interventions will be confined to   

smoothing out volatility in the foreign exchange market. 

 

The key challenges to meeting the medium-term inflation forecasts which have been flagged by the 

GoG and the Breton Woods Institutions include:  

 the fiscal stance, and in particular wage policy in 2009; and  

 a possible resurgence in prices of crude oil currently forecasted to rebound in 2010.  
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Trends in Monetary Targets and Aggregates 

Over the past three years, annual growth of key monetary aggregates ð Total liquidity (M2+), 

Reserve Money (RM), and deposit money banksô (DMBs) credit allocations to the private sector ð 

have tended to exceed the targets set by the Monetary Authorities. The estimated annual growth 

rates in Total Liquidity (M2+) and Reserve Money remained increasingly strong in both 2007 and 

2008, exceeding the set targets by considerable margins. These were in spite of an increase in the 

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

 

The income velocity of money in circulation, defined by the ratio of gross domestic product to 

average broad money supply (M2) ð i.e., total liquidity less foreign currency deposits (FCD) ð is  

estimated to have initially risen from 3.0 in December 2007 to about 3.2 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 estimate of 3.2 ð signalling continuing demand 

pressures in the economy as a whole. 

 

Domestic Credit Conditions 

Compared to the year 2007, overall credit growth was brisk in 2008. The stock of credit rose by 

10.5 percent in the first quarter of 2008 as compared to 7.7 percent in the corresponding quarter of 

2007. Adjusted for inflation the picture is the same with a growth of 5.6 percent and 3.9 percent for 

the first quarters of 2008 and 2007 respectively. According to the Bank of Ghana, part of this 

reflected financial deepening in the wake of financial sector reforms, a reduction in reserve 

requirements, and moderation in the buoyant demand conditions a year earlier that seemed to be 

adding on to the cyclical money demand pressures in the banking system. ñThe general slowdown 

in credit allocations over the 12-month period up to June 2009 was both in nominal and real termsò. 

Growth in credit to the private sector (excluding public sector enterprises and organizations) is 

reported to have slowed down, as it increased by 42.2 percent per annum in the 12-month period to 

June 2009, following a 56.2 percent annual increase over the same period a year before in 2008. As 

a result of the current stabilization programme with BWIs credit growth has decelerated sharply in 

2009. The first quarter growth of 8.74 percent was higher than that in 2007 but 16.8 percentage 

points lower than that recorded for 2008. 

 

The differences are even more marked in the second quarter. In 2007 quarterly credit growth 

accelerated to 11.6 percent in the second quarter ð an increase of 49.7 percent over the rate 

recorded in the previous quarter. For 2008, growth in the second quarter was a massive 25.9 
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percent ð two and a half times the 10.5 percent growth recorded in the previous quarter. Similar 

accelerations were observable in respect of real credit growth.  

 

Credit Composition 

In the recent period to end-December 2008, there has been a general tendency for the share of 

credit to the non-government sector to rise. At the end of 2005, the non-government share stood 

below 60 percent. This rose steadily to reach almost 80 percent at the close of 2007. In the course 

of 2008, it declined to about 70 percent, recovered somewhat at the end of the first quarter of 2009 

before falling again to about 70 percent at the end of the first half of 2009. Given the ceiling on net 

domestic financing of the government deficit in the stabilization programme, it is expected that the 

non-government share would rise by end-2009. 

 

 Interest Rates and Money Market Developments 

At the September 2009 meeting of the Bank of Ghanaôs Monetary Policy Committee (MPC), the 

prime rate ð an important policy instrument and the lead indicator of interest rates on Ghanaôs 

domestic money market ð 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 upwards by 150 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 number of developments in the domestic economy, the most 

notable being the  following: 

Á volatility of the exchange rate eased in the third quarter of 2009, with a slowdown in the 

nominal depreciation of the cedi vis-à-vis the US dollar; 

Á inflationary expectations were turning around  and ...there were signs of reduced volatility in 

prices; 

Á fiscal policy, together with a tightening of 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 particularly to the speed with 

which world market price of crude oil ð an important import item in Ghanaôs consumption basket 

ð might rebound, given the recovery of global demand from the financial crisis and recession. 

 

It is worth noting that the MPC had hitherto ð beginning in the fourth quarter of 2007 ð adopted 

a tighter monetary policy stance and adjusted the policy rate upwards in four rapid and unremitting 
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jumps from October 2007 through July 2008. The purpose, as always, was to respond to the rapidly 

accelerating rate of domestic price inflation. 

 

Both the interest rates on the short-term money market security, the 91-day Treasury Bills, and the 

weighted average Interbank Rate ð the rate at which domestic money banks (DMBs) borrow from 

and lend to each other ð rose sharply 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 adjustment of the policy rate to 18.5 percent 

per annum. In the third quarter of 2008, as the prime rate remained ñvirtuallyò fixed at 17 percent 

per annum, a widening spread began to emerge between the interest rates on the short-dated 

security ð the 91-day Treasury bill ð and the Interbank Average.  

 

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 midst of high and increasing inflation and 

inflationary expectations. Many industrialists, exporters and domestic import-competing producers 

have complained that successive interest rate hikes have sharply raised the cost of doing business in 

Ghana ð an unwelcome situation, particularly in the present circumstances of a global 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 pertains in a number of countries, are fragmented into 

ranges. The interest rate segmentation provides the raison dô°tre for banks to reward customers 

with large bank balances ð mostly corporate bodies and high net-worth clientele ð higher deposit 

savings rates as well as lower borrowing rates. The latter is mostly based on the notion that such 

clients, though in the minority of bank customers, fetch banks higher deposit sizes and thus in many 

instances have the clout to negotiate for lower lending rates than what prevails on the market. This 

covert action leaves the rest of bank customers (unfortunately in the majority but with smaller 

shares of total bank deposits), to bear the full brunt of the banking business by not only earning 

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

 

Inflationary Developments and Outlook 

The overall record of monetary policy performance since 2006 has been rather weak. That in 2008 

in respect of the disinflation objective was particularly disappointing. In Budget 2008 the Bank of 

Ghana (BoG) was expected to direct monetary policy towards reducing the end-period inflation to a 
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target range of 6-8 percent at year-end and further down to a range of 4-6 percent by end-2009. As 

it turned out, the set target for 2008 was missed ð in fact, overshot by a significant margin. 

 

Given the experience of persistent overshooting of inflation targets, the assessment of CEPA had 

been that with no change in the monetary policy framework and target setting, the target for 2009 

would prove unrealistic and go the way of its predecessors ð missed by considerable margins. It 

was therefore not surprising ð indeed, somewhat a validation ð when the target for 2009 was 

revised upwards from 12.5 percent to 14.6 percent. 

 

In its July deliberations, the Monetary Policy Committee (MPC) of the Bank of Ghana had 

indications from its Composite Index of Economic Activity (CIEA) and elsewhere that the 

economy was slowing down rapidly ð implying potential output and job losses. Consequently, 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 reason that ð ñthe risks in the outlook for 

disinflation and growth are balancedò.  

 

Contrary to a forecast of a decline in the rate of inflation during the second quarter of the year, 

inflation went up, even if only marginally, from 20.5 percent in March to 20.7 percent in June 2009 

ð significantly above the 14.6 percent inflation target for the end of the year. At the same time 

core inflation (which strips out price changes of energy and utility items from the consumer basket) 

increased by 2 percentage points during the second quarter to 21.3 percent.  

 

Several factors contributed to the 2009 half-year inflationary experience. Key among these include: 

an increase in the price of petroleum products by 30 percent which pushed up transportation costs 

ð which in turn impacted on the price of most goods and services, especially food staples in the 

economy; and the pass-through to domestic prices of previous exchange rate depreciations, a 

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

 

There are leads and lags in the monetary dynamics with changes in the growth rate of money 

supply impacting on inflation ð some three to five months later, in the Ghanaian context. This 

suggests that the monetary surge in the second half of 2008, particularly in the fourth quarter, was 

expected to impact in the first half-year of 2009 and, therefore, sustain the surge in inflation which 

started in fourth quarter of 2007. 
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As indicated earlier, a tightening of macroeconomic policy was signalled with the approval of the 

2009 Budget in March. Subsequently, in June 2009 agreements were reached on a new 3-year 

PRGF Arrangement with the BWIs which effectively converted the Governmentôs development 

strategy articulated in the Budget Statement and Economic Policy approved by Parliament to a 

comprehensive stabilization programme. 

 

CEPA understood the need and importance of the re-establishment of macroeconomic discipline 

after three continuous years of fiscal excesses. Nonetheless, CEPA sought to draw attention to three 

important issues vis-à-vis the stabilization programme: 

 that there was the need to avoid an inflexible adjustment path that could exact higher than 

warranted socio-political costs; 

 that the disinflation path needed to be more gradualist than implied in the programme; and 

 that there was a need to emphasize the critical importance of a growth with stability strategy 

rather than one 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 meeting of the MPC indicated that inflation could begin to decline 

from a peak of around 20 percent early in the second quarter of the year and towards the target 

range of 12.6ï16.6 percent at the end of the year and then to a range of 6.7-12.7 percent by the end 

of June 2010. 

 

According to the MPC the set of initial conditions which influenced the forecasts at its May 

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

 

CEPA has also estimated the stabilization effect of the PRGF arrangement and has factored into its 

forecast of inflation for 2009. The result is that the year-on-year rate of inflation is projected by 

CEPA to fall further from the 18.37 percent attained in September and it now looks likely that the 

target rate of 14.5 percent could be achieved ð confirming the optimism of the MPC. 

 

On balance ð given the downward trend in of the inflation path and the projected steep declines in 

real economic activity ð a strong case could be made for a policy consideration to revise interest 

rates downwards. Consistent with the growth with macroeconomic stability strategy, a quarter of 

1.0 percent adjustment in the policy rate may be recommended. 
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The stabilization effect of the new PRGF Arrangement with BWIs, which has been quite significant 

since September 2009, has worked through the following channels: 

Á sharp reduction in aggregate demand as real GDP growth slowed down from 7.3 percent in 

2008 to about 3.8 percent for 2009 

Á deceleration in the rate of depreciation of the nominal effective exchange rate; 

Á rising real interest rates as the inflation rate decelerated  while nominal lending rate rose; and 

Á Non-price measures have also been applied by the commercial banks to further tighten credit. 

 

International Trade and Payments  

Foreign Exchange Markets  

On the domestic foreign exchange markets, the microstructure characteristics of the market in 

Ghana have remained unchanged over the last two years, with the US dollar accounting for over 80 

percent of the transactions in the market. At the same time, transparency and the ability of market 

participants to observe information about the trading process remained low. Four authorized dealer 

participating banks continued to account for the bulk of foreign exchange transactions. The market 

also continued to be segmented. 

 

However, the ability of the central bank ð the Bank of Ghana ð to intervene in the market was 

eroded as a result of dwindling external reserves consequent on the world economic crisis and the 

decline in private transfers. A huge increase in public sector expenditures as a result of the 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 

resulted in heightened expectations and speculative behaviour. 

 

As a result of this combination of factors, the foreign exchange market became volatile in 2008 

compared with the stability observed in previous years. Increasing volatility was also characterized 

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 appreciation of the 

cedi was, therefore, due to the relatively higher rates of inflation in Ghana compared with her 

trading partners. This is interpreted as loss in competitiveness as shown in declining market share 

of Ghanaôs exports in world markets and particularly her traditional trading markets, the euro zone 

and the sterling area. There have been no major changes in the destination of Ghanaôs trade. 
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Since the major source of the real appreciation or loss of price competitiveness is relative inflation, 

the situation may not be helped by inducing nominal appreciation as an anchor against inflation. 

Perhaps, changes in productivity, fiscal and monetary policies may be more appropriate. 

 

Balance of Payments 

Ghana continued to face protracted trade and current account deficits on her balance of payments. 

These twin deficits widened in 2008 in spite of the country benefiting from continuing terms of 

trade gains. The empirical evidence is that, for the first time in the last five years, the overall 

balance of payments situation deteriorated sharply, plunging into a huge deficit of US$940.8 

million ð the equivalent of 5.8 percent of GDP in 2008. 

 

The worsening of the external payments position in 2008 may be attributed mainly to policy 

adjustment failures to contain domestic demand pressures on the external accounts. A highly 

expansionary fiscal policy as a result of election-year spending led to an increased demand for 

imports, and high inflation and inflationary expectations. At the same time, the inability to pass-on 

the effects of changes in world market prices of crude oil and petroleum products and the 

depreciation of the cedi compounded the situation. 

 

Imports amounted to US$10,261 million at the end of 2008 compared to US$8,069.2 million in 

2007, with almost 33 percent increase in the non-oil imports component. The huge increase in 

imports was driven by strong domestic demand on account of increasing public expenditure and 

continuing appreciation of the real effective exchange rate of the cedi vis-à-vis currencies of major 

trading-partner countries. 

 

On the supply side, Ghanaôs major export commodities ð gold, cocoa beans and products ð 

seemed to have benefited in 2008 from a more favourable external environment even in the midst 

of the global financial crisis and recession. Ghanaôs terms of trade ð the relative price of imported 

goods (mainly crude oil) to that of major exports (cocoa beans and gold) on world markets ð 

generally strengthened in 2008, supporting incomes and growth, while the domestic financial 

system proved to be relatively insulated from the global financial storm. 

 

This situation appeared to have been reversed since the first quarter of 2009, with the core terms of 

trade sharply deteriorating against Ghana as the average price of crude oil on world markets 

continue to rise.  
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CEPA estimates that by the close of the year, the average price of crude oil will be within a range 

of US$78 and US$80 per barrel. Being a net crude oil-importing country, and dependent largely on 

imports of petroleum products, any further rise in the average price of crude oil beyond the upper 

limit of US$80 per barrel will adversely affect Ghanaôs import bill with ominous consequences for 

the economy. 

 

Fortunately, the hydro/thermal mix with respect to the energy generation requirements of the 

economy has been in Ghanaôs favour for the most part of this year. This favourable development 

calls for a combination of more practical methods for harnessing the immense water resources with 

proactive strategies for their effective management. This is deemed very critical not only for 

purposes of avoiding higher costs associated with thermal generation of power in the future, but 

also for advancing the socio-economic development of the country as a whole. 

 

There are also indications that for the first time in the last five years, non-oil imports into Ghana  

decreased by nearly 7 percent per annum in value terms ð from US$3,674.4 million in the first 

half of 2008 to US$3,429.1 million in the same period of 2009. This magnitude of decline in the 

non-oil imports bill compares with annual increases of 12.3 percent and 40 percent per annum 

registered in the first six months of 2007 and 2008 respectively. 

 

Part of the decrease in the non-oil import bill may be attributed to a moderation in the real 

appreciation of the exchange rate vis-à-vis those of Ghanaôs major trading partners. The trade-

weighted real effective exchange rate appreciated on a cumulative basis by 11.6 percent in the first 

six months of 2009 compared with a real appreciation of 18.9 percent over the same period in 2008.  

 

Barring any structural changes in the current hydro/thermal mix for power generation for the rest of 

the year, CEPA estimates are that by year-end, the overall import bill will amount to no more than 

US$8,082 million with the oil import bill being US$1,214 million while the non-oil component 

amounts to US$6,868 million. The CEPA estimates are about US$523 million less than 

programmed in the Budget Statement of 2009 and some US$1,217 million less than the IMF 

projection for 2009. 
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2 THE FISCAL STANCE  

2.1 Introduction and Background 

The Mills-led NDC government assumed office in early January 2009 and was faced with an 

environment of macroeconomic instability which manifested itself in, inter alia, a huge budget 

deficit estimated at 14.5 percent of GDP at the end of 2008 ð including nearly 1.0 percent of GDP 

in respect of commitments and payments arrears from previous years.  

 

Although the macroeconomic difficulties of 2008 were primarily due to election year spending 

excesses they, nonetheless, exacerbated an underlining persistent deterioration of fiscal discipline 

which the Centre for Policy and Analysis (CEPA) had noticed and drawn attention to since 2006 ð 

a phenomenon which the Centre has described in various presentations as ñstubbornly high and 

widening fiscal deficitsò. 

 

Against this background many high spending-related promises were made by all political parties 

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

policy packages geared more towards economic stabilization. 

 

The new Government also had to grapple with the adverse developments on the international scene 

ð the global financial turmoil and the consequent world economic melt down. As a result it found 

itself in the rather unenviable position of being in a home-grown financial crisis in the midst of a 

global financial crisis and recession.  

 

The Government was, therefore, confronted with a policy dilemma referred to as ñA Tale of Two 

Citiesò by CEPA: on the one hand the own-inflicted 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 package of fiscal stimulus to re-

ignite the ailing economy ð a counter-cyclical path chosen by most other countries with relatively 

better managed  and more sound domestic economies. 

 

A Strategy of Growth with Macroeconomic Stability 

Not surprisingly, the government made the attainment of 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 percent of GDP at end-December 2009 from the end-December 2008 

outcome of 14.5 percent of GDP. This notwithstanding, and consistent with the social democratic 
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agenda of the Mills -led Government, the 2009 Budget also acknowledged the critical importance of 

broad-based economic growth in the fight against poverty and in improving the living conditions 

and welfare of all Ghanaians. Indeed, in its ñAssessment and Critique of the 2009 Budget 

Statement end Economic Policyò, CEPA had contended that the economic programme for 2009 

with its social democratic principles (and with the explicit provision of GH¢42 million in support) 

ð presented and approved by Parliament ð was consistent with a strategy of ñGrowth with 

Macroeconomic Stabilityò in which the growth objective is accorded more prominence. 

 

The Move to a Pro-cyclical Stabilization Programme 

In a letter dated January 7, 2009, the World Bank Ghana Office alerted the incoming 

Administration of the severity of the domestic financial crisis and rushed it to ñrequest additional 

and extraordinary assistance from both the World Bank and the IMFò. In fact in its Economic 

Governance and Poverty Reduction Credit (EGPRC) programme for Ghana, the World Bank 

blamed the Kufuor Administration for the spending excess that created the home-grown crisis and 

then failing to provide adequate and timely information for a more objective and transparent 

assessment of the fiscal stance. Quoting from that document the World Bank stated that: 

 

 ñLack of transparency and accountability has provided an enabling environment 

for the deterioration of fiscal management. The overshooting of the budget deficit 

went largely unnoticed till late 2008. Indeed, poor access to information in a timely 

manner prevented large deviations from planned expenditures being brought to the 

public eye, and even to the notice of political parties, International Financial 

Institutions (IFIs), and Developed Partners (DPs). Transparency and accountability 

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 outcomes. Without 

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

define citizenry and promote social accountability.ò  

 

In CEPAôs view the World Bank cannot totally and easily dissociate itself from these ñnegativeò 

developments with the above comments which fall short of a betrayal of the bond of partnership 

between the World Bank and Ghana (through the Government). As permanent co-chair of the 

MDBS Arrangement and also for the CG Meetings, the Bank staff should have detected any signals 

of fiscal deterioration much earlier ð 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 subsequent to the submission of the letter, the World Bank succeeded in 

mobilizing the IMF, the DPs, and the new Mills Administration to move from the strategy of 

ñGrowth with Macroeconomic Stabilityò that informed the 2009 Budget Statement into 
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following a strategy of a ñcomprehensive programme of macroeconomic stabilization and 

reformò ð a programme consistent with a strategy of ñMacroeconomic Stability with Growthò, 

i.e. one that is heavily slanted towards stabilization rather than pro-poor growth ð which is 

contained in a new PRGF Arrangement with the IMF for the 3-year period July 2009-June-2012.  

 

The Revised Budget and the new PRGF Arrangement 

In its mid-year review of the 2009 Budget Statement and Economic Policy to Parliament on August 

25, 2009, the Government also presented a revised Budget for the consideration of and approval by 

Parliament.  In a technical sense the revised Budget sought to receive the blessing of Parliament to 

implement the new PRGF Arrangement with the IMF. Additionally, the revised Budget took into 

account events and developments which, according to the Minister of Finance and Economic 

Planning, were not available to Government at the time of presentation of the original Budget in 

March. To quote the Minister: 

 

ñé.at the time His Excellency , President John Evans Atta Mills presented his 

Sessional address and this august House approved the 2009 Budget, my Ministry 

has not been apprised of certain significant developments in the country. These 

developments relate mainly to interest costs associated with domestic borrowings as 

well as additional resources required for payment of some arrears and other 

outstanding commitmentsò. (paragraph 4). 

 

ñIt has therefore become necessary for Government to re-adjust to ensure that these 

adverse developments do not undermine our macroeconomic consolidation 

agenda.ò (paragraph 5). 

 

Following is a brief commentary on the revised 2009 Budget. It draws extensively from the  

statement delivered at the launch of the ñCEPA Assessment and Critique of the 2009 Budget 

Statement and Economic Policy of the Government of Ghanaò ð ñThe Dilemma of 

Macroeconomic Policy Making: A Tale of Twin Citiesò.  

 

2.2 Fiscal Highlights of the Revised 2009 Budget 

Broad Fiscal Target 

The revised 2009 Budget maintained the target for the overall fiscal deficit at the 9.4 percent of GDP set 

in the original Budget. The target includes a planned settlement of outstanding commitments and 

payments arrears equivalent to 3.1 percent of GDP. This deficit target is also preserved in the PRGF 

Arrangement with the IMF where it is made a programme 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 inflows of loans and equity (including proceeds from divestiture);  

(b) Net domestic borrowing (excluding borrowing from non-residents) from the domestic bond 

market; and  

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

 

(a) External Private inflows of loans and equity 

Resources from the first category ð external private inflows of loans and equity ð funded about 56.6 

percent of the deficit in 2008. On account of the prevailing domestic and international financial crises, 

no resources were expected from these external sources of finance, and indeed both the Budget and 

PRGF Arrangement made no provision for resources from any of these sources for financing 

governmentôs fiscal operations in 2009. 

 

In the circumstances, the government has had to rely exclusively on the other two sources of 

financing the deficit ð namely borrowing from the domestic bond market (excluding from non-

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 the money needed to buy back its own debt 

obligations. This course of action, however, is a cure that might well be worse than the disease. Indeed 

ñrolling the printing pressò has been described as the worst symptom of inflation. Consequently, in the 

stabilization program, of 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 level of such financing has been reduced from the 6.7 percent of GDP projected in 

the original 2009 Budget Statement to a more stringent ceiling of 4.8 percent of GDP. 

 

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

Project loan disbursements are estimated at GH¢792.5 million compared to the 2008 provisional 

outturn of GH¢514.9 million ð an increase of 53.9 percent. Similarly, programme loan 

disbursements are projected at GH¢611.7 million compared to GH¢236.7 million in the original 

Budget and GH¢153.3 million received in 2008 ð an annual increase of 54.4 percent. In total, the 
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revised position for new external borrowing from Development Partners in 2009 amount to the 

equivalent of 6.5 percent of GDP compared to the 3.9 percent of GDP attained in 2008. On the 

other hand, amortization of the external debt is expected to decline as a share of GDP from the 2.8 

percent recorded in 2008 to 2.5 percent of GDP in 2009.  

 

Thus, the projection for net loan financing from Development Partners in 2009 was revised upward 

from 2.3 percent of GDP to 4.0 percent of GDP, compared to 1.0 percent of GDP in 2008.  In 

addition, debt relief from bilateral donors under the Enhanced HIPC Initiative, shown in the Budget 

Statement as Exceptional Finance, is also expected in an amount of GH¢134.7 million. This is 73.7 

percent higher than the provisional outturn recorded for 2008. Thus, in 2009 the third of the three 

listed categories of financing the budget ð loans (project and programme) and debt relief from 

Development Partners ð is projected to amount to the equivalent of 4.6 percent of GDP which is 

over 107.5 percent above the 1.6 percent of GDP reached in 2008 and 58.2 percent greater than the 

projection in the original Budget. 

 

Resources from these sources financed 9.2 percent of the deficit in 2008. In the original 

presentation of the 2009 Budget they accounted for 31.0 percent of the projected financing 

requirements. The projected contribution of these resources to the total financing needs of 

government, both in the PRGF programme and the revised Budget is 49.2 percent. There is, 

therefore, the disturbing reality of increased donor-dependence in 2009 and the consequent 

vulnerability to donor conditionality and inflexibility as well as the proverbial unreliability of aid 

disbursements. A careful and masterful management of government-donor relations is, therefore, 

critical to ensure the successful implementation of the 2009 Budget and the achievement of its 

targets and objectives. 

 

Payment Arrears 

The phenomenon of payment arrears and other commitments carried over from previous years 

continue to undermine the credibility of budget formulation and implementation in Ghana. The 

accumulation of payment arrears constitutes proxy borrowing by Government which locks up 

working capital of suppliers of goods and services to Ministries, Departments and Agencies 

(MDAs) of government. On account of the perennial issue of government payment arrears to 

private sector contractors and other suppliers of goods and services to state institutions, the 

interpretation of credit to the private sector by the commercial banks is made extremely difficult, 

since the large increases in such credit stock could be more a sign of business distress than of 

buoyancy. Moreover, indigenous firms have complained that arrears of payment work against them 
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ð the record shows that large multinational firms that typically borrow at lower rates of interest 

from the banks are also able to negotiate and receive interest on delayed payments due to them. 

 

A total of GH¢491.5 million of non-road arrears is planned to be cleared in 2009. Beyond the 

statutory funds of DACF and GETFund (respectively, GH¢35 million and GH¢23.3 million), key 

areas include: GH¢53.2 million in respect of the National Health Insurance Fund (NHIF); GH¢128 

million in respect of TOR under-recovery of costs associated with the procurement, processing, and 

sale of petroleum products; GH¢58 million in respect of BOST under-recovery; and GH¢75 million 

under an MOU for VRA crude oil lifting. An amount of GH¢93 million is also planned for 

clearance in respect of other outstanding commitments including those in respect of court 

judgments against the state. In addition, payment arrears in the roads sector amounting to GH¢135 

million is scheduled to be cleared. This brings the total provision for arrears to GH¢626.5 million, 

equivalent to 2.9 percent of GDP compared to a reported clearance in 2008 of GH¢142.3 million, 

equivalent to 0.8 percent of GDP. 

 

2.3 Programme Adjustors for Key Fiscal Targets under the PRGF Arrangement 

The Government has agreed with the IMF to take corrective measures in order to remain within the 

programme budget deficit ceiling of 9.4 percent of GDP, and for the government to not crowd-out the 

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

 

Adjustments to Expenditures and Domestic Revenue 

Under the PRGF Arrangement any expenditure over-runs or domestic revenue shortfalls that would lead 

to an increase in the deficit must be adjusted for by ñappropriate measuresò agreed with the IMF to 

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 deficit of the government; and (b) the other in respect of net domestic financing of the 

governmentôs fiscal operations. 

 

(a) Overall fiscal deficit of the government 

The adjustment required in respect of the overall fiscal deficit is conditional on the level of 

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

 

Specifically, the 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 when project loan disbursements fall short of the programmed amount. This is to allow higher 

than anticipated disbursements of project loans to be spent and vice versa.  

 

If disbursements of programme loans (grants) are less than the budgeted amount, the deficit ceiling 

will be adjusted downward (upward) by 50 percent of the shortfall, up to a maximum amount of 

GH¢75 million. The ceiling will, however, be adjusted downward fully for higher than 

programmed program grants. 

 

(b) Net domestic financing (NDF) of the governmentôs Fiscal Operations 

In the case of net domestic financing of government fiscal operations, the ceiling will be adjusted 

upward by 50 percent for any shortfall in programmed program loans and grants, up to a maximum 

adjustment of GH¢75 million. When disbursements of programme loans and grants exceed the 

programmed amounts, the ceiling will be adjusted downward by the full  amount. 

  

2.4  Assessment of the 2009 Mid-Year Fiscal Stance
1
 

2.4.1 The Overall Fiscal Stance 

Overall Broad Balance (OBB) 

Fiscal performance in the first-half of 2009 was characterized by a revenue and grants outturn that 

fell short of the budgetary target by 7.8 percent.  

 

Total receipts including grants at end-June 2009 amounted to 13.9 percent of GDP. The outturn 

missed the budget estimate of 15.0 percent of GDP for the period and was below the 14.6 percent 

of GDP for the corresponding period in 2008. The shortfall was both in respect of the domestic 

revenue ð a mid-year outcome of 11.1 percent of GDP compared to a budgeted 11.9 percent of 

GDP; and grants (including debt relief) ð which registered an outturn of 2.7 percent of GDP 

compared to the programme target of 3.1 percent of GDP. 

 

In response to the resource shortfall, payments (including principal repayment of external debt, 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 by 4.9 percent. The period recorded a 

budgetary shortfall of 7.9 percent in foreign-financed capital arising primarily from smaller inflows 

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

                                                
1 The traditional presentation of the fiscal accounts can be found in the Appendix Tables. 
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encumbered by outstanding commitments from previous years, with such payments exceeding the 

budget provision for the half-year by 5.5 percent. 

 

Table 2.1a: Aggregate Fiscal Performance Indicators (GH¢ million) 2007-2009 Half-year 

Performance 

  2007 2008 2009 2009 

   Half year  Half year  Half year  Half year 

  Outturn Outturn Outturn 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 capital markets) 1842.9 2477.7 2383.4 2528.7 

Domestic Revenue (tax and non-tax) 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 223.5 134.4 127.5 111.7 

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 non-tax) 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 2612.1 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 basis) -415.5 -996.2 -921.7 -790.4 

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

less Outstanding commitments of 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 (below the 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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates   

 

 

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 medium-term and the adequacy of the fiscal space required to fund pro-poor 

programmes.  External interest payments were, however, below the Budget provision by 22.3 

percent. 

 



CEPA: Ghana Economic Review and Outlook, 2009 

   30 

 

 

 

Table 2.1b: Aggregate Fiscal Performance Indicators (percent of GDP) 2007-2009 Half-year 

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 capital markets) 13.2 14.1 11.0 11.7 

Domestic Revenue (tax and non-tax) 12.1 11.5 11.1 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 capital markets) 13.2 14.1 11.0 11.7 

Domestic Primary Revenue (DPR) 13.8 12.0 11.5 12.4 

Domestic Revenue (tax and non-tax) 12.1 11.5 11.1 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 17.2 17.7 14.6 15.5 

Domestic Primary Expenditure (DPE) 14.8 14.8 11.6 12.2 

Foreign-Financed 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 

less Outstanding commitments of 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 (below the 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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates   

 

 

 

As a result of these developments, the broad fiscal balance on commitments basis (OBB-CB) at the 

end of June 2009 recorded a deficit of GH¢615.7 million, equivalent to 2.8 percent of GDP. 

Comparatively, this outturn is a marked improvement over the deficit of 4.7 percent of GDP for the 

corresponding period in 2008. It, however, exceeded the end-June 2009 target of 2.3 percent of 

GDP. (See Tables 2.1a & 2.1b, and Figure 2.1). 
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Figure 2.1: Fiscal Balances (2007-2009) Half-Year Performance (% of GDP) 

Figure 2.1: Fiscal Balances (2007-2009 Half-Year Performance)

Percent of GDP
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On modified commitments basis ð which accounts for outstanding commitments (including 

arrears clearance and tax refunds) ð the OBB registered a deficit of 4.3 percent for GDP, 

compared to 5.7 percent of GDP and 3.7 percent of GDP for end-June 2008 and the programme 

ceiling for end-June 2009, respectively. 

 

The measure of the fiscal stance used by the IMF and the international community to monitor 

Ghanaôs performance ð the OBB-below-the-line ð indicates that at mid-year the budget 

registered a deficit of GH¢970.1 million, equivalent to 4.5 percent of GDP. Although this was an 

improvement over the end-June 2008 performance it, nonetheless, exceeded the end-June 2009 

ceiling of GH¢788 million agreed with the IMF under the 3-year PRGF Arrangement. Applying the 

PRGF programme adjustors for shortfalls in disbursements of project loans, program loans, and 

program grants leads to a modified PRGF ceiling of  GH¢821 million which was also breached. 

 

Domestic Primary Balance (DPB) 

On the basis of official data presented, the domestic primary balance stood at the equivalent of a 

deficit of 0.5 percent of GDP as of end-June 2009, marginally worse than the programmed 0.3 

percent of GDP for the half-year period. The outcome was, however, a substantial improvement 

over the corresponding 2008 deficit of 3.3 percent of GDP. 
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Using the CEPA-recommended measure, the DPB for the period was deficit of 0.1 percent of GDP 

compared to a programmed surplus of 0.2 percent of GDP and a 2008 half-year outcome of a 

deficit of 2.9 percent of GDP.
2
 

 

 

Table 2.2a: Fiscal Operations of Government Financing Sources (GH¢ million) 2007-2009 

 Half -year Performance 

  2007 2008 2009 2009 

   Half year  Half year  Half year  Half year 

  Outturn Outturn Outturn Budget 

          

Total Financing Requirements 528.7 1030.8 970.8 1405.8 

          

Divestiture Proceeds (net) 0.0 15.4 5.5 5.5 

          

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 non-residents) 0.0 0.0 0.0 0.0 

          

Domestic Financing (net) 321.7 666.3 634.1 590.6 

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

 

 

 

2.4.2  Financing the Deficit 

As expected the end-June 2009 overall broad deficit of 4.5 percent of 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 percent of the financing needs, with the remaining 0.6 

percent coming by way of divestiture. Support from DPs in the amount of GH¢331.2 million 

accounted for 34.1 percent of the financing requirements, whilst domestic borrowing of GH¢634.2 

million represented 65.3 percent, which exceeded the PRGF ceiling of GH¢591 million by 7.3 

percent. (see Tables 2.2a & 2.2b). 

 

                                                
2 See Section 2.6.6 of this Report for the CEPA recommendation. 
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Table 2.2b: Fiscal Operations of Government Financing Sources (percent of GDP) 2007-2009 

Half -year Performance 
  2007 2008 2009 2009 

   Half year  Half year  Half year  Half year 

  Outturn Outturn Outturn 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) 1.5 0.8 1.5 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 2.4 

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 non-residents) 0.0 0.0 0.0 0.0 

          

Domestic Financing (net) 2.3 3.8 2.9 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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates 

 

 

The programmed financing schedule for the period expected more of the financing to come by way 

of external support ð 57.6 percent of the total ð with domestic borrowing accounting for 42.6 

percent. The heavy reliance on domestic borrowing was in response to a shortfall in expected 

support from DPs of 59.1 percent.  And according to the September 23, 2009 Press Release by the 

MPC of the Bank of Ghana: ñDonor disbursement for the period was also about 50 percent of the 

projection, leading to a shortfall in projected budget resource envelop.ò 

 

As indicated above, on the face of it, the end-June outturn for domestic borrowing breached the 

IMF-PRGF ceiling of GH¢591 million by 7.3 percent. However, applying the program adjustors for 

shortfalls in program grants and program loans (shortfalls of 22.7 percent and 92.2 percent, 

respectively) makes room for additional domestic financing of GH¢111 million, implying a 

modified program ceiling of  GH¢702 million. Thus, after adjusting for shortfalls in DPs support as 

agreed under the IMF-PRGF program, it would appear that the end-June 2009 outturn in respect of 

domestic borrowing was within the limit allowed.  
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2.4.3 Domestic Revenue & Grants 

Domestic Revenue 

A number of MDAs finance parts of their operations with internally generated funds (IGFs). 

Though not exclusively so, IGFs have been retentions of non-tax receipts by the MDAs charged 

with levying and collection of these revenues.  

 

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

revenue inclusive of the IGFs, treating the IGFs on the expenditure side as transfers ð similar 

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 

transfer payments on the expenditure side of the fiscal ledger.  

 

The rationale, in both cases, is to account for the totality of government resources and to ensure 

transparency in the use of resources, specifically in respect of government transfer payments. The 

effects of these policy innovations are to raise both the domestic revenue and expenditure shares of 

GDP. They, however, have no impact on any of the measuresðeither the magnitude or the signð

of the fiscal stance.  These are notable moves that promote fiscal transparency and good public 

financial management. At the minimum they provide a better gauge of the size of government in 

the Ghanaian economy. 

 

Domestic revenue consists of taxes and non-tax revenue. As shown in Tables 2.3a & 2.3b show, at 

mid-year taxes accounted for 91.6 percent of the total, with the non-tax component accounting for 

the remaining 8.4 percent. The outturn for both categories was below expectation: taxes amounted 

to 10.2 percent of GDP compared to the Budget target of 10.8 percent, while non-tax revenues ð 

grossed up to include both lodgments and retentions by MDAs) ð represented 0.9 percent of GDP 

compared to the programmed 1.1 percent. 

 

Tax Revenue 

Tax revenue is mobilized by the three revenue collecting agencies: the Customs, Excise and 

Preventive Service (CEPS); the Value-Added Tax Service (VATS); and the Internal Revenue 

Service (IRS). 
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Customs, Excise and Preventive Service (CEPS) 

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

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

duties and petroleum taxes and levies, it also collects the VAT on imports. Statutorily, the last of 

these is the responsibility of the VAT Service (VATS). CEPS is also one of three institutions ð the 

other two being VATS and SNNIT ð assigned to collect the National Health Insurance Levy 

(NHIL). 

 

Official data released by Ministry of Finance and Economic Planning show that CEPS collected 

and lodged into government accounts a total of GH¢994.0 million (equivalent to 4.6 percent of 

GDP),  a budgetary shortfall of 7.1 percent for the first half of 2009. However, compared to the 

performance for the corresponding period of last year, this represented a growth of nearly 22 

percent. The under-performance is attributed to shortfalls in petroleum tax revenue and import 

duties, as collections both in respect of the import VAT and NHIL-CEPS exceeded the target for 

the period.  

 

The Bank of Ghanaôs MPC Press Release of July 2009 indicated that ñéthe removal of import 

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 

Underperformance of petroleum taxes is underpinned by a marked decline in the petroleum product 

volume delivery for the first half of 2009 compared to delivery for the corresponding period in 

2008ò
3
 as well a ñreduction in petroleum taxesò

4
 to moderate increases in the ex-pump price of 

petroleum products.  

 

NHIL collections by CEPS showed an impressive 49.4 percent growth over the corresponding 

result for 2008, and also outperformed the 2009 half-year target by 5.7 percent. 

 

Import exemptions as percentage of GDP declined from 1.0 percent at end-June 2008 to 0.8 percent 

at end-June 2009, and was also below the target of 1.0 percent of GDP set in the 2009 Budget for 

the half-year. As a ratio to the total import revenue collected ð import duties and import VAT ð 

exemptions declined from 32.1 percent at end end-June 2008 to an end-June 2009 ratio of 24.0 

percent which is also below the Budget target of 27.2 percent.  It thus appears Governmentôs 

decision to ñlimit the number of direct and indirect exemption and incentives to those that serve 

                                                
3 Bank of Ghana, MPC Press Release of July 2009, page 3. 
4 Ministry of Finance and Economic Planning, Mid-Year Review of the 2009 Budget Statement and Economic Policy, 

page 11, paragraph 36. 
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targeted and, if necessary, time-bound economic and social objectivesò has started to yield some 

positive results. 

 

Table 2.3a: Domestic Revenue and Grants (GH¢ millions) 2007-2009 Half-year 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 

Lodgments into Govt Accounts 694.1 815.3 994.0 1069.5 

Import duties (collection) 256.6 285.5 362.8 395.7 

Petroleum 214.5 204.9 159.3 221.1 

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 

Domestic VAT 174.6 186.7 179.6 246.1 

Excise 45.5 34.3 25.1 30.2 

NHIL  32.4 38.5 38.7 

IRS 416.1 547.0 708.5 673.3 

Personal (PAYE) 170.9 239.0 319.8 298.1 

Self-employed 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 56.2 

       

NHIL - SSNIT 84.6 38.4 30.2 22.0 

Export Duty  0.0 0.0 6.8 6.8 

Other Measures 0.0 1.5 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 48.7 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 Service (VATS) 

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

duties. The latter is statutorily the responsibility of the CEPS. As indicated above, the VATS also 

have some responsibility for the collection of the national health insurance levy (NHIL). 
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Total collection by the VATS of domestic VAT, excise duty, and NHIL amounted to GH¢243.1 

million and equivalent to 1.0 of GDP, missing the target for end-June 2009 by an estimated 22.8 

percent ð on account of shortfalls in domestic VAT and excise duty by, respectively, 27 percent 

and 17.percent. The outcome is also below the performance over the corresponding period of 2008 

by 4.0 percent.  

 

According to information from the MPC Press Release, in the case of the domestic VAT, ñmajor 

revenue contributors filed for credit in the second quarter of 2009 in addition to inability of some 

Large Taxpayer Unit (LTU) companies to meet their payment obligation for the period under 

reviewò. The MPC Press Release also attributed the underperformance in excise duty collections to 

ña general decline in the consumption of excisable productsò.   

 

Collections of NHIL by the VATS for the half year was almost on target ð representing 99.5 

percent of the Budget projection ð 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 

collection of taxes on income and property. Collections through the end of June 2009 amounted to 

GH¢708.5 million, showing a remarkable growth of 29.5 percent over the 2008 outturn, and also 

exceeding the target for the end-June 2009 by 5.2 percent. In terms of share of national income the 

end-June 2009 collections represented 3.3 percent compared to the end-June 2008 outcome of 3.1 

percent which is also the Budget target for mid-year 2009.  

 

The positive performance of the IRS is reflected in the all the sub-components: Personal income tax 

(PAYE), Self-employed, companies, and other direct taxes.   

 Personal income (PAYE) taxes registered a growth of 33.8 percent over the 2008 outturn 

and exceeded the half-year target for 2009 by 7.3 percent; 

 Self-employed taxes recorded a year-on-year growth of 11.5 percent and outperformed the 

Budget target by 1.3 percent; 

 Company taxes grew by 26.4 percent over the 2008 outcome and exceeded the Budget 

target by 1.0 percent; and 

 Other direct taxes (which include mineral royalties and airport tax) registered a yearly 

growth of 34.9 percent and outperformed the Budget target for the half-year by 18.7 

percent. 
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Table 2.3b: Domestic Revenue and Grants (percent of GDP) 2007-2009 Half-year 

Performance 

  2007 2008 2009 2009 

   Half year  Half year  Half year  Half year 

  Outturn Outturn Outturn 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 

Lodgments into Govt Accounts 5.0 4.6 4.6 4.9 

Import duties (collection) 1.8 1.6 1.7 1.8 

Petroleum 1.5 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 3.3 3.1 

Personal (PAYE) 1.2 1.4 1.5 1.4 

Self-employed 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 1.1 

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 results, the MPC of the Bank of Ghana noted that:  

 ñThe strong performance of PAYE was driven mainly by windfalls from 

Accountant Generalôs Department (CAGD); spill over of last yearôs taxes, and 

salary increases paid in the first half of 2009. The impressive performance of the 

corporate tax was driven largely by the substantial collection from Mining and 

Quarrying and Financial intermediation sectors. Finally, improvement in 
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collection of mineral royalties is a reflection of stable and strong price of gold on 

the world market [and the larger than expected depreciation of the cedi vis-à-vis 

the major currencies]ò (emphasis added).  

 

The MPC Release also attributed the ñcomparatively weakerò growth for self-employed taxes to 

ñineffective monitoring of the informal sectorò. 

 

Other Taxes 

National Health Insurance Levy (NHIL): 

Total collections in respect of the NHIL from all the three institutions (CEPS, VATS, and SSNIT) 

amounted GH¢153.3 million, equivalent to 0.71 percent of GDP ð compared to the target 0.65 

percent and 0.72 percent for end-June 2008. In absolute terms the end-June 2009 outcome was 20.2 

higher than the corresponding result for 2008, and was also 8.8 better than the Budget target.  

 

Contributions of the three institutions towards the NHIL are as follows:  

 Collections by CEPS amounted GH¢84.7 million, representing 55.2 percent of the total; 

 VATS collections totaled GH¢38.5 million, equivalent to 25.1 percent of the total; and 

 Contributions from SSNIT of GH¢30.2 million accounted for 19.7 percent of the total. 

 

Export Duty and other Revenue Measures: 

Export duty collections were right on the target of GH¢6.8 million, while other revenue measures 

yielded an amount of GH¢45.2 million, exceeding mid-year target of GH¢39.0 million by 15.8 

percent. 

 

Non-Tax Revenue 

Non-tax revenue (grossed up to include the portion retained by MDAs) amounted to GH¢203.2 

million compared to Budget figure of GH¢246.6 million, representation a shortfall of 17.6 percent. 

The effort is also equivalent to 0.9 percent of GDP compared to the 2.5 percent of GDP for the 

corresponding period in 2008 and target of 1.1 percent of GDP. 

 

Lodgments into the Consolidated Fund exceeded the Budget by 21.3 percent and registered a year-

on-year growth of 38.1 percent. They also accounted for 40.6 percent of the total, up from 29.0 

percent for 2008, and higher than the programmed 27.6 percent for end-June 2009. The portion 

retained by MDAs, however, declined by 11.0 percent over the 2008 outcome, and was also some 

32 percent lower than the Budget projection for the mid-year. This is a strong indication of 

Governmentôs resolve to move as many funds as possible into the Consolidated Fund for more 

centralized supervision.  
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Donor Grants 

Grants comprise four elements, namely: project grants, program grants, HIPC-related debt relief, 

and MDRI-related debt relief. Total grants received for the first half of 2009 amounted to 

GH¢587.6 million equivalent to 2.7 percent of GDP. This was higher than the GH¢536.4 million 

equivalent to 3.0 percent of GDP received over the corresponding period of 2008. On the other 

hand, the 2009 disbursement is equivalent to 45.1 percent of the annual budget estimate while the 

receipts in the corresponding period of 2008 represented 62.9 percent of the budget estimate. 

Moreover, the end-June 2009 outturn is only 87.6 percent of the half-year commitments.  There 

thus appears to be a reversal of the improved predictability and early disbursement of donor aid in 

recent years associated with the multi-donor budget system (MDBS) arrangement. Significantly, 

disbursements of program grants, HIPC Assistance, and MDRI Assistance all fell short of the 

respective half-year targets. The MPC Release is, however, hopeful that the expected 

disbursements would materialize in the second half of the year. 

 

Disbursement of program grants at the end of the second quarter amounted to GH¢244.4 million, 

equivalent to 1.1 percent of GDP. This is 5.8 percent more than was received in the corresponding 

period in 2008. The outcome, however, fell short of the half-year target by 22.8 percent and 

represented 61.8 percent of the commitments for the full year.   

 

The provisional half-year outturn also points to marked shortfalls in disbursements of both HIPC 

Assistance and MDRI Assistance. HIPC disbursements were only 59.1 percent of the half-year 

commitments and 27.1 percent of the annual estimate. Disbursements in respect MDRI represented 

79.9 percent of the half-year commitments and 36.3 percent of the annual estimate. 

 

Historically, for whatever reason, neither the CAGD nor the Bank of Ghana provides statistics on 

disbursements of project grants. Data on project grants is only available at MofEP, albeit with some 

lag. The disbursement rate in respect of project 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 mid-year mark is an improved 40.1 percent and 

exceeded the mid-year target by 8.7 percent. 

 

2.4.4  Expenditure Review and Assessment 

As shown in Table 2.4a and Table 2.4b, cumulative total expenditures to end-June 2009 ð 

including those incurred in respect of external loan repayments and outstanding commitments and 
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payment arrears of previous years ð amounted to GH¢4046.0 million, representing an increase of 

5.6 percent over the mid-2008 officially-reported payments of GH¢3832.8 million. The outcome 

was a saving of 5.4 percent when compared with the budget provision for the period. In terms of 

shares of GDP, the end-June 2009 outcome was equivalent to 18.7 percent compared to the 

corresponding 2008 outturn of 21.8 percent and the Budget provision of 19.8 percent.  

 

There are two categories of government expenditures: (i) those tied to specific resources 

(comprising HIPC and MDRI assistance, ODA project grants and project loans, and international 

private capital markets borrowing); and (ii)  those financed using the untied resources from the 

Consolidated Fund. Funding using borrowed resources from capital markets was first introduced in 

2007 as part of the revised Budget during the course of the year, and was also resorted to in 2008. 

But as explained earlier, these resources do not form part of the resource envelope for 2009. 

 

2.4.4.1  Expenditures tied to Specific Resources 

Expenditures tied to specific resources ð those financed from HIPC and MDRI assistance, and 

those financed from ODA project grants and loans (popularly referred to as foreign-financed capital 

in the fiscal accounts ð amounted to GH¢781.7 million for end-June 2009 and reflected a 

favourable variance of 4.9 percent vis-à-vis the Budget provision.. These expenditures were also 

the equivalent of 3.6 percent of GDP and accounted for 19.3 percent of the total.  

 

Despite a 40.9 percent shortfall in HIPC Assistance, HIPC-funded expenditures recorded mid-year 

fiscal slippage of 37.1, prompting concerns about expenditure planning and management of HIPC 

projects and the efficiency in the utilization of debt relief.  On the other hand, the mid-year 

expenditure outturns for both MDRI-funded projects and programmes and foreign-financed capital 

fell short of the Budget provisions in response to shortfalls in the corresponding funding sources: 

MDRI-funded expenditures were less by 20.5 percent to reflect the 20.1 percent shortfall in MDRI 

resources; foreign-financed capital expenditures were 7.9 percent lower than the Budget occasioned 

by a 17.0 percent shortfall in disbursement of project loans. 

 

2.4.4.2 Expenditures financed from All-purpose (fungible) Funds 

Government resources that are, in a way, not tied to any specific projects and programmes and, 

therefore, available for general use consist of domestic revenue (tax and non-tax) and program 

grants from development partners.  Payments charged against these ñuntied resourcesò ð made up 

of statutory and quasi-statutory, and pure discretionary payments ð amounted to GH¢3264.3 

million, equivalent to 15.1 percent of GDP and represented 80.7 percent of the total for end-June 
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2009. The outcome was some 5.5 percent short of the Budget provision of 16.0 percent of GDP for 

the period, and was also below the 17.0 percent of GDP for end-June 2008. In terms of resources, 

the mid-2009 payments outturn exceeded the sum total of domestic revenue and program grants by 

some 23.0 percent. With disbursements of program loans falling short of the mid-year target by 

92.2 percent, government had to resort primarily to domestic borrowing to address the funding 

shortfall. As a result the mid-year ceiling for net domestic financing was exceeded by 7.4 percent, 

with most of the credit coming form the banking sectorð64.5 percent compared to the programme 

target of 31.3. 

 

Statutory & Quasi-Statutory Payments 

Statutory & quasi-statutory payments ð 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 various statutory funds ð amounted to 

GH¢2261.2 million, the equivalent of 10.5 percent of GDP, and accounted for 55.9 percent of the 

total for end-June 2009. The outcome also represented a nominal growth of 20.6 percent over the 

end-June 2008 but was below the half-year budgetary provision by 4.7 percent. Moreover it 

represented 85.2 percent of domestic revenues and programme grants, up from the mid-2008 share 

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

priority areas. 

 

External debt serving for the half-year was equivalent to 1.1 percent of GDP,  a saving of 37.5 

percent over  the budget provision of 1.7 percent of GDP and a decline of 35.4 percent from the 

end-June 2008 outcome of 2.0 percent of GDP. Contrasting outcomes were registered for the two 

components. Principal repayment recorded favourable variances of 0.5 GDP percentage points and 

0.9 GDP percentage points against the Budget target and the 2008 outcomes, respectively.  Despite 

recording a favourable variance of 22.3 percent vis-à-vis the mid-year target, external interest 

payments, nonetheless recorded a year-on-year increase of 21.0, and were equivalent to 0.5 percent 

of GDP. 

 

Interest expenditure on the domestic debt was equivalent to 1.6 percent of GDP, an increase of 78.1 

percent over the end-June 2008 outcome of 1.1 percent of GDP, and a fiscal slippage of 29.4 

percent over the budgetary provision of 1.2 percent of GDP, prompting concerns that the domestic 

debt reduction programme and the efficacy of the fiscal anchor ð the domestic debt-to-GDP ratio 

ð in the maintenance of macroeconomic stability. 
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Table 2.4a: Central Government Expenditures (GH¢ million)   2007-2009  

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 Quasi-Statutory 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 69.0 115.2 135.1 145.9 

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 

Petroleum-related 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 35.4 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 246.9 250.1 218.5 179.7 

Domestically-financed capital 190.4 147.0 103.2 76.1 

Transfers & subsidies 298.6 550.7 375.2 536.5 

Net Lending 0.0 0.0 0.0 0.0 

Outstanding Commitments and Arrears 58.2 166.9 306.2 290.3 

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

  

 

 

Transfers to households of 0.9 percent of GDP were 19.9 percent less than both the budget 

provision of 1.1 percent of GDP and the mid-2008 outturn of 1.0 percent of GDP. Indications form 

the official statistics point to substantial lapses in governmentôs obligations in respect of all three 

components, with the Social Security contribution on behalf government employees being affected 

the most. These developments have serious implications for the pension benefits of future public 

sector retirees. 
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Table 2.4b: Central Government Expenditures (percent of GDP) 2007-2009 

 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 Quasi-Statutory 10.2 10.6 10.5 11.0 

External Debt Service 1.4 2.0 1.1 1.7 

Principal   1.0 1.5 0.6 1.1 

Interest 0.4 0.5 0.5 0.6 

Domestic Interest 0.9 1.1 1.6 1.2 

Transfers to Households 1.0 1.0 0.9 1.1 

Pensions 0.3 0.4 0.4 0.4 

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 

Petroleum-related Fund 0.0 0.0 0.0 0.0 

Wages and Salaries 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 1.4 1.0 0.8 

Domestically-financed capital 1.4 0.8 0.5 0.4 

Transfers & subsidies 2.1 3.1 1.7 2.5 

Net Lending 0.0 0.0 0.0 0.0 

Outstanding Commitments and Arrears 0.4 0.9 1.4 1.3 

       

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

 

 

Transfers into the statutory funds collectively amounted to 1.8 percent of GDP and were 7.1 

percent lower than the mid-year target. Of the components, transfers into the NHIF, the Road Fund 

and the Petroleum-related 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 two funds ð DACF and 

GETFund ð fell short of the provisions. The official reasons given in the July 2009 MPC Press 

Release for the low provisions were as follows: the lower DACF outcome was ñon account of 

lower outturn for tax revenueò; whilst for the GETFund it was ñdue to low performance of 

domestic VATò. As in the past, however, the outcomes could also signal the possibility of payment 
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arrears and/or delayed releasesð both of which are potentially damaging to the decentralisation 

programme and the development and maintenance of infrastructural facilities in the education 

sector.  

 

 

Wages and Salaries (the public sector wage bill):  

For six consecutive years the wage bill share of GDP has trended upwards, moving from 8.3 

percent in 2003 to 11.3 percent in 2008. The 2009 revised Budget targeted a reversal of this 

worrisome development to 10.0 percent of GDP for end-December, with a mid-year target set at 5.0 

percent of GDP. The cumulative wage public sector wage for end-June 2009 amounted to 

GH¢1099.7 million, equivalent to 5.1 percent of GDP, and representing fiscal slippage of 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 an average of 43 

percent of 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 margin of 27.4 percent. This 

worrying trend is repeated in 2009. Whilst the revised Budget indicates a tax revenue share of 45.9 

percent for the mid-year, the actual outcome was a share of 49.8 percent, representing a fiscal 

slippage of nearly 4.0 percentage points. 

 

2.4.4.3   Pure Discretionary Payments 

The third group of government expenditures can be described as ñpurely discretionaryò in the 

sense that they are both non-statutory and are not linked to any specific funding sources. 

Expenditure items this group consist of the following: administration and service-related expenses; 

domestic development capital financed from the Consolidated Fund; net lending; non-statutory 

transfers and subsidies (including retentions of IGFs by MDA and import exemptions); and 

payments in respect of outstanding commitments including for the clearance of arrears of previous 

years.  

 

In addition to payments into a Strategic Reserve Fund, and to ensure transparency and credibility in 

the fiscal accounts, non-statutory transfers have been classified to include retentions of internally-

generated funds (IGFs) by MDAs, and tax expenditures associated with exemptions from import-

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

grossed-up to include these items. 
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These expenditures collectively amounted to GH¢1003.0 million, equivalent to 4.6 percent of GDP, 

and accounted for 24.8 percent of the total for the period. The outturn was below the Budget 

provision of 5.0 percent of GDP and less than the 6.3 percent of GDP recorded for end-June 2008. 

 

In terms of the components, the end-June 2009 budget provisions for administration, own-financed 

domestic capital, and outstanding commitments and arrears clearance were, respectively, exceeded 

by 38.7 percent, 35.7 percent, and 5.5 percent. Non-statutory transfers and subsidies, however, 

recorded a favourable budget variance amounting to a saving of some 30.0 percent. 

 

2.5  Projected Outturn of the Fiscal Stance for end-2009 

This projected outlook of the fiscal stance for 2009 is based on information from two main sources: 

official data obtained from the Ministry of Finance and Economic Planning (MofEP, August-year-

to-date, 2009), which was posted on the Ministryôs website at the end of the third week of October 

2009; and the September 23, 2009 Press Release by the Monetary Policy Committee (MPC) of the 

Bank of Ghana. 

 

2.5.1  Broad Fiscal Aggregates 

Broad Fiscal Balance  

Officially, the fiscal stance, measured by OBB-below-the-line, at the end of August 2009 recorded 

a deficit of GH¢1,367.0 million, equivalent to 5.9 percent of GDP. Although this was 20.0 percent 

below the program target for the eight months to August, it was, nevertheless, 32.2 higher than the 

outturn at the end of June, and represented 63.1 percent of the annual target. (See Figure 2.2, 

Tables 2.5a &2.5b) 

 

Using this information together with established trends in revenue receipts and expenditure outlays, 

a broad fiscal deficit of GH¢2274.2 million, equivalent to 10.5 percent of GDP is projected for end-

year 2009. This is 11.8 percent higher than the official estimate of GH¢2033.4 million or 9.4 

percent of GDP contained in the revised 2009 Budget and the IMF-PRGF Arrangement. 

Outstanding commitments account for 29.4 percent of the total, while current operations account 

for the remaining 70.6 percent.  
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Figure 2.2: Fiscal Balance Trends (2000-2009) ð Percent of GDP 

Figure 2.2: Fiscal Balance Trends (2000-2009)

Percent of GDP
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Domestic Primary Balance (DPB) 

On the basis of the official data, the DPB stood at the equivalent of a deficit of 1.2 percent of GDP 

at the end of August, exceeding the end-June deficit of 0.5 percent of GDP by almost 160 percent. 

The projection for the full  year is a DPB deficit of GH¢498.9 million or about 2.3 percent of GDP 

ð almost twice the size of the programme target of 1.2 percent of GDP. 

 

2.5.2 Financing the Deficit 

As presented in Tables 2.6a and 2.6b, The projected outturn for the broad deficit ð excluding net 

divestiture receipts GH¢5.5 million ð amounts to GH¢2268.7 million, the equivalent of 10.5 

percent of GDP. The bulk of the amount GH¢1267.7 million, representing 55.9 percent is expected 

to be financed from domestic 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 (2007-2009) (GH¢ million) 
  2007 2008 2009 2009 2009 2009 

  Actual Prov. Original Revised Jan-Aug 

CEPA 

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 non-tax) 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 non-tax) 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 

Foreign-Financed Capital 726.4 916.4 1475.6 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 basis) -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 basis) -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 

less Outstanding commitments of 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 (below the line) -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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates    

 

 

To be this in perspective, domestic borrowing as at end-August amounted GH¢753.4 million, 

representing 73.0 percent of the annual ceiling. The projected outturn for net domestic financing is 

conditional on a 100 percent fulfillment of the donor commitments. Anything short of the promised 

disbursements would cause the government ð especially one committed to implementing its social 

democratic agenda ð to resort to more domestic borrowing than this projected outturn, with 
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obvious consequences for upward movements in interest rates in the short to medium-term and 

implications for the size of the domestic debt stock 

 

Table 2.5b: Aggregate Fiscal Performance Indicators (2007-2009) (percent of GDP) 
 2007 2008 2009 2009 2009 2009 

 Actual Prov. Original Revised Jan-Aug 

CEPA 

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) 32.4 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 non-tax) 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) 32.4 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 non-tax) 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) 32.4 36.4 29.8 29.7 16.6 28.8 

Foreign-Financed 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 32.5 

       

(4). OVERALL BROAD BALANCES (OBB)        

(4.1) OBB (commitment basis) -8.5 -13.6 -6.7 -6.3 -4.8 -7.4 

Primary Balance -5.4 -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 

less Outstanding commitments of 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 (below the 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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates   
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Table 2.6a: Fiscal Operations of Government Financing Sources (2007-2009) (GH¢ million)  

  2007 2008 2009 2009 2009 2009 

  Actual Prov. Orig. Revised Jan-Aug Projected 

   Outturn Budget Budget Outturn Outturn 

              

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 5.5 5.5 

              

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 & Equit y (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 non-residents) 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 1267.7 

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

 

 

 

2.5.3  Domestic Revenue and Grants 

Domestic Revenue 

The August year-to-date receipts in respect of domestic revenue amounted to GH¢3319.3 million 

(15.3 percent of GDP), compared with GH¢2918.7 million (13.5 percent of GDP) recorded for the 

same period in 2008. The outturn also represents only 53.8 percent of the annual budget estimate. 

(See Tables 2.7a &  2.7b). 

 

Against this backdrop the CEPA 2009 projected outturn for domestic revenue is GH¢5732.6 

million, equivalent to 26.5 percent of GDP. It comprises of GH¢5047.0 million (23.3 percent of 

GDP) of tax revenue and GH¢685.6 million (3.2 percent of GDP) of non-tax revenue ð of which 

GH¢332.0 million is expected to be lodged into government accounts by the collecting MDAs, and 

GH¢353.7 million retained for their use. The forecast shows domestic revenue ending the year 7.1 

percent below its budgetary target of GH¢6172.1 million or 28.5 percent of GDP. 
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Table 2.6b: Fiscal Operations of Government Financing Sources (2007-2009) (percent of GDP) 
  2007 2008 2009 2009 2009 2009 

  Actual Prov. Orig. Revised Jan-Aug Projected 

   Outturn Budget Budget Outturn Outturn 

Total Financing Requirements 8.9 15.3 9.4 9.4 5.9 10.5 

              

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 10.5 

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 2.5 3.7 

Program 0.7 0.9 1.1 2.8 1.2 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 Borrowing (by non-residents) 0.0 0.0 0.0 0.0 0.0 0.0 

              

Domestic Financing (net) 5.1 6.5 6.5 4.8 3.5 5.9 

Banking Sector (net) 1.5 3.8 6.5 2.6 2.9 3.5 

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

 

 

Tax Revenue 

Customs, Excise and Preventive Service (CEPS) 

CEPS collected and lodged into government accounts a total of GH¢1295.3 million, about 12.7 

percent below the target for the first eight months of 2009. Compared to the performance for the 

corresponding period of last year, this represented a growth of 10.7 percent. The under-

performance was caused by shortfalls in all the revenue categories except for NHIL collections. 

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

 

Total CEPS taxes (including import exemptions) for end-year 2009 is projected to be GH¢2549.9 

million or 11.8 percent of GDP, representing 10.3 percent short fall compared with the budget 

estimate. The projection covers the following tax categories: 

 Import duty collections of  GH¢876.9 million (4.1 percent of GDP); 

 Petroleum taxes of  GH¢302.2 million (1.4 percent of GDP); 

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

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

 Import exemptions of GH¢373.0 million (1.2 percent of 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 Secretariat (VATS) 

Total collection by the VATS of domestic VAT, excise duty, and NHIL amounted to GH¢349.6 

million (1.6 percent of GDP), falling short of the target for end-August 2009 by an estimated 22.4 

percent, on account of significant shortfalls in all three tax categories ð Domestic VAT collections 

by 23.6 percent; excise duties by 20.1 percent; and NHIL collections by 17.0 percent. 

 

The end-2009 projected outturn for collections by the VATS is GH¢571.1 million, equivalent to 2.6 

percent of GDP. This is 24.4 percent less than the Budget estimate of GH¢755.3 million or 3.5 

percent of GDP.  

 

The projected outturns for the component parts, all of which are lower than the corresponding 

Budget projections, are as follows:  

 Domestic VAT of GH¢440.9 million (2.0 percent of GDP); 

 Excise duty collections of GH¢50.0 million (0.2 percent of GDP); and 

 NHIL of GH¢80.2 million (0.4 percent of GDP). 

 

Internal Revenue Service (IRS) 

Collections of taxes under the jurisdiction of the IRS up to end-August 2009 totalled GH¢1013.4 

million, equivalent to 4.7 percent of GDP. The outturn exceeded the budgetary target by 10.2 

percent. The positive performance of the IRS is reflected in the all sub-components: 

 PAYE taxes exceeded the target by 13.2 percent; 

 Self-employed taxes bettered the target by 1.1 percent; 

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

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

 

The strong IRS performance is expected to continue for the rest of the year. Consequently, the end-

year 2009 outturn for IRS tax collections is projected GH¢1719.7 million, equivalent to 8.0 percent 

of GDP. This is 9.9 percent higher than the Budget estimate of GH¢1565.3 million, equivalent to 

7.2 percent of GDP. The projection covers the following tax categories: 

 PAYE taxes of  GH¢750.2 million (3.5 percent of GDP); 

 Self-employed taxes of  GH¢83.4 million (0.4 percent of GDP); 

 Company taxes of  GH¢695.4 million (3.2percent of GDP); and  

 Other direct taxes of GH¢190.7 million (0.9 percent of GDP). 
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Table 2.7a: Domestic Revenue and Grants (2007-2009) (GH¢ millions) 
  2007 2008 2009 2009 2009 2009 

  Actual Prov. Original Revised Jan-Aug 

CEPA 

Projected 

   Outturn Budget Budget Outturn Outturn 

              

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 

Logdements into 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 

Personal (PAYE) 401.5 526.5 662.7 662.7 465.9 750.2 

Self-employed 51.9 68.4 82.5 82.5 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  33.5 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: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates 

 

 

Other Tax Revenue 

Receipts in respect of other revenue measures announced in the Budget and approved by 

Parliament amounted to GH¢60.0 million at the end of August 2009, exceeding the target of 
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GH¢57.0 million for the period by 3.8 percent. The end-year projected outturn is for GH¢103.8 

million, equivalent to 0.5 percent of GDP, and marginally higher than the Budget estimate of 

GH¢100.0. 

 

Table 2.7b: Domestic Revenue and Grants (2007-2009)  (percent of GDP) 
  2007 2008 2009 2009 2009 2009 

  Actual. Prov. Orig. Revised Jan-Aug 

CEPA 

Projected 

   Outturn Budget Budget Outturn Outturn 

              

Domestic Revenue & Grants 32.3 31.9 33.8 34.6 18.8 32.5 

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 

Lodgments into Govt Accounts 10.3 10.7 10.7 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 1.1 1.7 

              

VAT Service 4.8 3.1 3.5 3.5 1.6 2.6 

Domestic VAT 2.4 2.4 2.8 2.7 1.2 2.0 

Excise 0.5 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 3.5 

Self-employed 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 1.5 3.2 

Lodgments 0.8 0.7 1.0 1.7 0.5 1.5 

Retention 1.6 1.7 1.8 1.8 1.0 1.6 

              

Grants 6.1 4.7 6.1 6.0 3.5 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 0.4 0.4 0.2 0.4 

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

 

 

The portion of the NHIL collected by SSNIT at the end of August amounted to GH¢36.9 million, 

which was below the target of GH¢56.2 million by 34.2 percent. These receipts from SSNIT have 



CEPA: Ghana Economic Review and Outlook, 2009 

   55 

been very irregular and erratic with lodgments having been made in only three months: April, June, 

and July. The end-year projection is for an amount of GH¢55.4 million compared to the Budget 

estimate of GH¢117.4 million. 

 

Non-tax Revenue (NTR) 

 

Based on actual returns released by MofEP for end-August 2009, the projected end-year outturn for 

NTR is GH¢685.6 million, representing 3.2 percent of GDP and 7.8 percent below the annual 

budget target of GH¢743.8 million. The projected outturn include the GH¢153 million expected 

from cocoa revenue which was announced in Ministerôs mid-year review and revision of the 

Budget.  

 

Turning to the components, lodgments 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 fall short of 

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 ensure effective supervision and 

accountability in their usage. 

 

Donor Grants 

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

related debt relief, and project grants. Disbursements up to end-August 2009 amounted to 

GH¢755.0 million equivalent to 3.5 percent of GDP. The outturn is lower than the period target of 

GH¢866.5 million, equivalent to 4.0 percent of GDP, although it exceeded the GH¢634.9 million or 

equivalent to 4.0 percent of GDP received over the corresponding period of 2008.  

 

The 2009 mid-year disbursement is equivalent to 58.0 percent of the annual the budget estimate, 

while the receipts in the corresponding period of 2008 represented 74.4 percent of the budget 

estimate.  

 

All the four grant categories recorded shortfalls vis-à-vis the end-August 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 percent of the yearly commitments, respectively. HIPC and MDRI assistance 

were equally behind schedule and accounted for 56.9 percent and 50.6 percent of the annual 
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estimate, respectively. The low disbursement rate in respect of program grants is rather worrying 

given the record of improved predictability and early disbursement of donor aid in recent years 

associated with the multi-donor budget system (MDBS) arrangement.  

 

Under the rather optimistic assumption of an accelerated pace in the disbursement rates for the rest 

of the year, the end-year projected outturns for all four categories have maintained the estimates in 

the revised Budget.  

 

2.5.4 Expenditure and Payments Outlook 

An outturn for expenditures (including repayment of external debt, outstanding commitments and 

clearance of arrears)  of GH¢9846.8 million is projected for the 2009 fiscal year, equivalent to 45.5 

percent of GDP, compared to the budget estimate of 46.4 percent of GDP and the 2008 provisional 

outcome of 49.3 percent of GDP (see Tables 2.8a &  2.8b).  

 

2.5.4.1 Statutory and Quasi-statutory Payments 

The projected 2009 outturn for statutory and quasi-statutory payments ð comprising external debt 

service (principal and interest), domestic interest cost, transfers to households (pensions, gratuity, 

and social security contributions), transfers into the various statutory funds, and wages and salaries 

ð amounts to GH¢5346.8 million (24.7 percent of GDP) represent 54.3 percent of the total. This 

represents a downward marginal revision of 0.4 percent of GDP from the budget estimate. 

 

External Debt Service 

Expenditure in respect of external debt service (interest and principal) is projected to amount to 

GH¢797.0million, equivalent to 3.7 percent of GDP. The estimate for repayment of principal is 

GH¢537.9 million, the same as the budget provision, and equivalent to 2.5 percent of GDP.  

 

External interest payment was posted favourable variances both for end-June and at the end of 

August. Based on these established trends in actual payment patterns, external interest payment are 

projected to be lower than the budget estimate by 18.3 percentðGH¢259.1 million compared to 

GH¢317.2 million. 

 

Domestic Interest 

Notwithstanding the upward mid-year revision 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 Parliament, the Budget is still unlikely to realize any domestic debt service cost 

savings in 2009. The pace and magnitude of interest payments have been quite high due mainly to 
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relatively higher levels of domestic interest rates coupled with increased government borrowing at 

relatively high yields. Actual payments at the end of August exceeded the Budget provision by 28.2 

percent. In the circumstances an end-year projected outturn of GH¢672.9 million, equivalent to 3.1 

percent of GDP is anticipated. This is 8.0 percent more than the Budget estimate for the year. 

 

Table 2.8a: Central Government Expenditures (2007-2009) (GH¢ million) 

  2007 2008 2009 2009 2009 2009 

  Actual  Prov. Orig. Revised Jan-Aug 

CEPA 

Projected 

   Outturn Budget Budget Outturn Outturn 

Total Expenditure 6122.7 8678.2 9793.1 10045.9 5691.0 9846.7 

              

Statutory and Quasi-Statutory 3151.7 4344.1 5546.9 5327.4 3193.5 5346.8 

External Debt Service 439.0 694.7 855.1 855.1 486.2 797.0 

Principal   321.2 497.4 537.9 537.9 328.9 537.9 

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 109.6 149.0 211.9 211.9 116.9 222.9 

Gratuities 45.5 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 143.0 252.1 345.7 352.7 153.5 330.1 

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 102.6 102.9 123.3 123.3 78.5 156.5 

Petroleum-related Fund 2.7 2.8 3.5 3.5 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 387.0 278.9 225.1 225.1 197.0 223.3 

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 

Domestically-financed 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 Lending 0.9 0.0 -2.0 -2.0 0.0 0.0 

Outstanding Commitments and Arrears 100.0 168.4 576.6 669.6 247.1 669.7 

Source: Ministry of Finance & Economic Planning, Bank of Ghana, and CEPA Staff estimates 
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Transfer Payments to Households 

The projected outturn for transfer payments to households amounts to GH¢545.0 million, 

equivalent to 2.5 percent of GDP, and representing an increase of 3.4 percent over the budget 

provision. The estimate is driven by the projection for the wage bill which is discussed below. 

 

Transfers to Statutory Funds 

Transfers to the statutory funds are linked to specified items on the revenue side of the fiscal 

accounts: NHIL for the National Health Fund (NHF); VAT collections for the GETFund; 

Petroleum taxes for both the Road Fund and the Petroleum-related Fund; and general tax revenue in 

the case of the DACF. The determination of 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 amount to GH¢1047.7 

million, equivalent to 4.8 percent of GDP, compared to the budget provision of 5.3 percent of GDP. 

The breakdown is as follows: 

 District Assembliesô Common Fund ð GH¢330.1 million (1.5 percent of GDP); 

 National Health Fund ð GH¢301.7 million (1.4 percent of GDP);  

 Ghana Education Trust Fund ð GH¢254.5 million (1.2 percent of GDP);  

 Road Fund ð GH¢156.5 million (0.7 percent of GDP); and 

 Petroleum-related Fund ð GH¢4.8 million (0.02 percent of GDP). 

 

Except for the Road Fund and Petroleum-related 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 established these funds were very specific in their language, 

particularly in respect of 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 the case of the 

GETFund and the DACF. In the case of 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 transfers. The projections 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 (2007-2009) (percent of GDP) 

  2007 2008 2009 2009 2009 2009 

  Actual  Prov. Orig. Revised Jan-Aug 

CEPA. 

Projected 

   Outturn Budget Budget Outturn Outturn 

              

Total Expenditure 43.8 49.3 45.8 46.4 26.3 45.5 

              

Statutory and Quasi-Statutory 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 2.5 2.5 1.5 2.5 

Interest 0.8 1.1 1.5 1.5 0.7 1.2 

Domestic Interest 2.3 2.7 2.4 2.9 2.1 3.1 

Transfers to Households 2.1 2.1 2.5 2.4 1.1 2.5 

Pensions 0.8 0.8 1.0 1.0 0.5 1.0 

Gratuities 0.3 0.3 0.4 0.4 0.2 0.5 

Social Security 1.0 0.9 1.0 1.0 0.3 1.0 

Transfers to Statutory Funds 4.9 4.6 5.2 5.3 2.4 4.8 

District Assemblies Common Fund 1.0 1.4 1.6 1.6 0.7 1.5 

National Health Insurance Fund  2.1 1.5 1.8 1.8 0.8 1.4 

Education Trust Fund 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 

Petroleum-related 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 5.2 7.9 

Debt Relief 2.8 1.6 1.1 1.0 0.9 1.0 

HIPC 1.5 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 1.7 3.2 

Domestically-financed capital 2.5 2.4 1.4 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 Arrears 0.7 1.0 2.7 3.1 1.1 3.1 

         

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

 

 

Wages and Salaries 

An amount of GH¢1496.4 million have already been spent on this item as at the end of August, 

representing 68.9 percent of the budget allocation for the year. The number of public sector 

workers on the payroll of the Controller and Accountant Generalôs Department increased by 2.74 

percent from an average of 385,583 for January-March to 396,160 for April-August. Nearly 81 
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percent of the staff strength is accounted for by workers from the two key social sectors: Ministry 

of Health, and Ministry of Education, Science & Sports. 

 

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

adjustments, the wage bill seems to have stabilized at an average monthly amount of GH¢197.0 

million from June-August.  Putting all these into perspective, the forecast for this expenditure item 

is for a projected outturn of GH¢2284.2 million, equivalent to 10.6 percent of GDP and exceeding 

the Budget estimate of 10.0 percent of GDP by 5.2 percent. 

 

2.5.4.2 Expenditures linked to Specific Resources 

This group consists of debt relief-related expenditures (HIPC and MDRI), foreign-financed capital 

and, in the case of 2007 and 2008, expenditures financed by drawings from the proceeds from 

sovereign bond issue on international private capital markets. The official fiscal accounts (from 

MofEP) do not account for capital expenditures financed with drawings from the Millennium 

Challenge Account (MCA) of the USA, although these are reported in MPC Press Releases.  

 

The projected outturn for this sub-group is identical to the Budget estimate and amounts to 

GH¢1698.9 million, equivalent to 7.9 percent of GDP. This represents 17.3 percent of the annual 

total. The outturn, both for the total and the individual components, is identical to the Budget 

estimate, reflecting the underlying assumption of full realization of the resources used to finance 

these expenditures. 

 

2.5.4.3 Pure Discretionally Expenditures (not- linked to Specific Resources) 

Expenditures in this group include: administration and service-related expenses; domestic 

development capital financed from the Consolidated Fund; net lending; non-statutory transfers and 

subsidies (including retentions of IGFs by MDA and import exemptions); and outstanding 

commitments and clearance of arrears. 

 

The projection is for a total amount of GH¢2801.1 million, equivalent to 13.0 percent of GDP and 

accounts for the remaining 28.4 percent of the projected outturn for the year. The Budget provided 

for the equivalent of 14.0 percent of GDP. The projection is thus smaller than the Budget provision 

by 7.2 percent on account of projected outturns for administration and non-statutory transfers and 

subsidies 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 (own-financed) capital and for outstanding 

commitments and arrears of clearance. 

 

The projected outturns for the individual components are summarized as follows: 

 Administration ð GH¢466.4 million (2.2 percent of GDP);  

 Service ð GH¢226.9 million (1.0 percent of GDP); 

 Non-statutory transfers and subsidies ð GH¢1176.2 million (5.4 percent of GDP); 

 Domestic (own-financed) capital ð GH¢261.9 million (1.2 percent of GDP); and 

 Outstanding commitments & arrears ð GH¢669.7 million (3.1 percent of GDP). 

 

2.6  Measures of Aggregate Fiscal Performance: A Primer 

Four measures are currently used to assess the fiscal performance of the Ghana Government. These 

are: the overall broad balance (OBB); the domestic primary balance (DPB); the overall narrow 

balance (ONB); and the primary balance. 

 

It has the tradition at CEPA to use these different measures of the fiscal stance in order to separate 

out the effects of different components of fiscal pressure. Because the measures focus on different 

aspects of the issue they do not, in general point in the same direction. Consequently, information 

from all such measures requires careful scrutiny and analysis before forming judgements about the 

state of the governmentôs fiscal operations. What holds true, however, is that when all the measures 

point in the same direction they do reinforce each other and serve to clarify the state of affairs. 

 

2.6.1 Overall Broad Balance (OBB) 

The overall broad fiscal balance is the most aggregative measure of the governmentôs fiscal 

performance. It takes account of all resources (domestic and foreign) and all expenditures 

undertaken by government, including those financed from donor resources. 

 

Three different but interrelated measures of the overall broad balance (OBB) are currently used in 

official presentations in Ghana to assess aggregate fiscal performance. These are: OBB-

commitments basis (OBB-CB); OBB-modified payments basis (OBB-MPB); and OBB-below-the-

line (OBB-BTL). 

 

OBB-commitments- basis (OBBCB)  

The OBB-commitments-basis is the difference between total available resources ð domestic 

revenue (taxes and non-tax revenue) and total grants ð on one hand, and payments (for expenditure 
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commitments) on the other, based on the fiscal operations of government related to the particular 

fiscal year under review. 

 

OBBCB = (Domestic Revenue +Total Grants) ï (Payments for all in-year commitments) 

 

OBB-modified-payments-basis (OBBMPB) 

The OBB-modified-payments-basis (OBBMPB) is the OBB-commitments-basis adjusted for: (a) 

payment orders for the clearance of arrears and other outstanding commitments in respect of 

previous years; and (b) tax refunds issued in the year under review. This is the measure of the 

budget balance that is typically used in public discussions of the budget deficit. 

 

OBBMPB = OBBCB ï (arrears + outstanding commitments + tax refunds) 

 

OBB-below the line (OBBBTL) 

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

through the accounts of government in the banking system in the course of the year under review, 

regardless of the dates of issue of these entries. This is the measure of the budget balance preferred 

by the International Monetary Fund (IMF) in particular (and the international community in 

general), for monitoring fiscal performance in Ghana. 

 

Clearly these different measures of the overall broad balance need not be the same in magnitude. 

The difference between the first two (OBBCB and OBBMPB) is apparent ð namely, additional 

payment orders for the clearance of 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 as discrepancy. Thus  

 

OBBBTL = OBBMPB + Discrepancy 

 

Not all transfers of government revenue from the revenue collecting agencies (IRS, VAT and 

CEPS) in a given year necessarily make it into the accounts of government in the banking system 

that year. Similarly, not all disbursements of grants from Development Partners necessarily pass 

through these accounts on time. Perhaps, and most importantly, not all authorized payments issued 

in a particular year pass through the government accounts. Consequently, the measure of the deficit 

based on entries passed into the government accounts in the year under review ð the OBB-below-

the-line ð could include carryovers from the past but also exclude some delayed entries in respect 

of the current yearôs fiscal operations. 
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As explained above, the difference between the OBB-BTL and the OBB-MPB is referred to as 

discrepancy. Typically, delays and carryovers are not factored 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 years ð in other words the projected discrepancy 

for 2009 and beyond is zero. 

 

2.6.2  Domestic Primary Balance (DPB) 

An important and informative measure of the fiscal stance is the Domestic Primary Balance (DPB). 

In recognition of the inability to control the size of the interest bill on the national debt, the 

inconsistent nature of divestiture grants, and the uncertainties surrounding disbursements of foreign 

grants, the DPB has become a key measure of fiscal performance in IMF-supported programs with 

Ghana. 

 

DPB is defined as domestic revenue minus the sum of non-interest recurrent expenditures (NIRE), 

poverty-related expenditures (PRE) ð financed from debt relief arising from the HIPC and MDRI 

initiatives ð and domestically-financed capital (DFC).  

 

DPB = Domestic Revenue ï (NIRE + PRE + DFC) 

 

In excluding debt service charges and volatile flows of external aid, the DPB serves as a good 

gauge of the fundamentals of the fiscal situation and the debt management policy stance. In 

addition, the DPB provides a measure of the current fiscal effort since the excluded debt service 

payments are largely predetermined by the size of previous deficits. 

 

If the DBP is in deficit, it signals a potentially unsustainable process of indebtedness. This is 

because, barring donor grants, maturing loans and interest payments have to be paid by further 

borrowing ð domestic or foreign or both. In the process additional interest accrues and the debt 

problem threatens to get out of hand. This would cause the public debt to rise in absolute terms, 

even if not as ratio to GDP. If the ratio of debt to national income is to decline and stabilize at a 

sustainable level, then the DPB, must at the minimum, show sustainable surpluses.
5
 

 

In assess the fiscal stance, the DBP is often considered in relation to debt service obligations due in 

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

                                                
5 When nominal interest rates on government debt do not exceed nominal GDP growth, then a DPB surplus will imply 

a falling government debt-to-GDP ratio. 



CEPA: Ghana Economic Review and Outlook, 2009 

   64 

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 in rising interest rates, a 

crowding-out of the private from the credit markets, inflationary financing, or some combination of 

these. As the countryôs economic experience shows, persistent DPB deficits could degenerate into a 

rapid build-up of the stock of 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 ï FFC) 

or 

PB = (Domestic Revenue + Total Grants) ï (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 foreign-financed capital expenditures ð 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 + Program Grants) ï (NIRE + PRE + DFC) 

 

As in the case of the overall broad balance, the ONB can also be measured on commitments basis, 

modified payments basis, and below-the-line basis. 

 

2.6.5  Challenges with Data on Donor Foreign Exchange Flows 

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

performance in Ghana. For example, data published by the Controller and Accountant Generalôs 

Department (CAGD) is particularly weak on both inflows of and outflows of foreign exchange 

flows. The Bank of Ghana (BoG) provides data on cash flows and, therefore, leaves out 

information on disbursements of project grants and project loans, presumably on account of the fact 

that these are usually not disbursement on cash basis through the bank accounts of the Government 

of Ghana. 
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In view of this the BoG monitors, assesses and publishes fiscal performance on the overall narrow 

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

overall broad balance measure. As noted earlier, the difference is that the narrow measure omits 

the so-called foreign-financed capital expendituresðfinanced using donor project grants and 

project loans ð on the expenditure side and project loans on the revenue side. The budget uses the 

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

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

disbursements of project loans. In line with the budget presentation format, CEPA uses the broad 

measure. To circumvent the data problem, however, CEPA uses the working assumption that 

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

 

2.6.6  Some Concerns with the Current Measurement of the DPB 

Before the advent of debt relief from the HIPC Initiative, and also later MDRI, the DPB, as defined 

then performed its signaling role as a gauge of the debt management stance. In a technical sense 

resources from debt relief should be treated as retained revenue rather than grants in the traditional 

sense. As such they should be part of the revenues used in determining the DPB since the 

expenditures they finance are considered part of domestic primary (non-interest) 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 items ð poverty-related expenditures ð they could be treated like 

project grants, which are accorded double-entry status in the fiscal accounts: on the revenue side 

they enter as project grants and on the expenditure side they enter as a portion of foreign-financed 

expenditures, with the other part being financed from project loans. CEPA recommends a 

correction of this anomaly to make the DPB a more meaningful and relevant measure of the fiscal 

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

formulation as follows: 

 

DPB = (Domestic Revenue +HIPC Relief +MDRI Relief) ï (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 belonging to the 

category of discretionary expenditures. This is in spite of the 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. Technically the only discretionary aspect of 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 the short-run where 

the public sector 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 as quasi-statutory and not a pure discretionary item of expenditure 

in this edition of its flagship report. This is similar to what pertains in the Bank of Ghanaôs MPC 

Press Releases. 

 

The public sector wage bill remains downwardly rigid in spite of various reforms put in place to 

contain it. For most of the eight-year 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 percent of the budget provision for the year 2007 had already been encumbered 

by end-September of that year. Moreover the 2008 Budget Statement had under-estimated the 

outturn for 2007 resulting in a lower than warranted budget provision for 2008. Additionally, 

although the 2008 Budget had assumed an effective increase of 12 percent over 2007 wages and 

salaries, the actual negotiated position was an average of 15 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 exceeded by 27.4 percent in nominal terms. The outcome was equivalent to 11.5 percent 

of GDP ð compared the budgeted 9.6 percent of GDP. This constituted the largest share of 

national income devoted to wages and salaries since year 2000. The budgeted provision for 2009 

was even higher, equivalent to 11.9 percent of GDP 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 crucial programmes. Wages and salaries constituted an average of 43 

percent of 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 margin of 27.4 percent. This 

worrying trend is repeated in 2009. Whilst the revised Budget indicates a tax revenue share of 45.9 

percent for the mid-year, the actual outcome was a share of 49.8 percent, representing a fiscal 

slippage of nearly 4.0 percentage points.  

 

The social sectors of health and education have been the primary drivers of wage expenditure 

overruns during the 2001-2008 period, and have consistently accounted for nearly 99.0 percent of 

the total wage bill of the Social Services functional group since 2003. 
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And yet all is not well at the labour front, and particularly so in case of workers in health and 

education sectors. This is because the public sector wage has both a macro dimension and a micro 

dimension, and any talk about reform must necessarily address both dimensions. At the macro level 

the wage bill consumes a large chunk of national income and government resources whereas, at the 

micro level, various unions and professional classes are not satisfied with the remunerations 

received by their members.  

 

As CEPA had noted in an earlier publication
6
, a lot needs to done about remuneration in the key 

sectors of the health and education both to attract and retain the professionals at home and 

minimize the brain drain phenomenon. Their skills are needed for the development of the healthy 

and skilled human resources necessary for the preferred development path of accelerated growth 

with macroeconomic stability. Moreover, their absence or insufficient presence could mean an 

intensification of socio-political instability which could 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 absorption of trainees in the health and education sectors) as a way of keeping the 2008 

wage bill within the provisions of the 2008 Budget. They also suggested that the freeze should last 

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

 

The recommendation of the IMF Staff to freeze public sector hiring ahead of buoyant and booming 

private sector able to create the much-needed jobs on considerations of the requirements of short-

run macroeconomic stability is, in CEPAôs opinion, not a viable option and is flatly unacceptable; 

the same sentiments hold true for any attempt to freeze that wage rates. It needs to stressed that 

socio-political stability is a necessary condition ð indeed a very important one as such ð for 

sustainable macroeconomic stability in the broadest sense. 

 

In a recent address the World Bank President, Robert Zoellick noted as followsðthe key message 

being that it is easier and cheaper to rebuild from the ashes (reconstruction) than renovate (reform): 

ñPresident Kagame of Rwanda highlighted that a core problem with the (DR) 

Congolese troops ð a mix of army and militias ð is (that) they often 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 

                                                
6 CEPA, The Current State of the Macro Economy of Ghana: 2000-2009, page 21 
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lawless rampages in DR Congo, they do not need foreign interventions ð they need 

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

reintegration of othersò. 

 

A similar approach could be adopted in this thorny area of public sector reform in Ghana. 

The donor community should be encouraged to come to our aid in this area by assisting 

with resources to:  

 right-size the public sector through an accelerated and orderly retrenchment 

programme, including a component for reintegration into the non-government 

sectors; and 

 improve the salary and working conditions of those who remain ð which must be 

based on merit and objectivity, and not partisanship, sycophancy, political affiliation 

and nepotism. 

 

The first will address the macro-dimension, whilst the second will take care of 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 that of adjusting the money supply directly or indirectly through the 

use of interest rates to achieve a desired target flow rate of national income ð a desired 

combination of inflation and output growth objectives. In assessing the effectiveness of any policy, 

however, the context matters. In the specific case of monetary policy, the effects ð in terms of the 

resultant combination of inflation and output growth ð depend on the state of other instruments of 

policy and initial conditions in the economy. Thus, the overall macroeconomic policy framework,  

the governmentôs overall economic strategy, the state of government finances and of the financial 

system, the regulatory regime and, not the least, the efficiency of markets all have a bearing on the 

transmission of monetary policy actions. 

 

The monetary policymaker, therefore, must balance price and output objectives. In the United 

States, the Federal Reserve Board ð or the Fed, as the central bank is called ð has an explicit dual 

mandate from the US Congress (Parliament) in which the employment goal is formally recognized 

and placed on an equal footing with the inflation goal. And even central banks, like the European 

central bank (ECB) that only target inflation would generally vouch that they also ñpay attention to 

promoting output growth and keeping the economy near full employment.ò  

 

The Bank of Ghana (BoG) is charged with the responsibility to formulate and implement monetary 

policy in Ghana. The record shows that for most of its existence the BoG has had to operate within 

an environment of highly expansionary fiscal regimes with consequent inflationary pressures and 

rapidly depreciating exchange rates. As a result, Ghanaôs post-Independence historical experience 

has been one of fiscal dominance (see Box 3.1) ð with monetary policy playing a subordinate role 

to fiscal policy ð and where persistent fiscal deficits have been financed by monetary 

accommodation, strong 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 currency deposits (FCD) held in the banking system.  

 

To some extent the BoG, in the midst of this era of fiscal dominance, was thought as being 

responsible for a situation in which inflation and exchange losses had not only eroded the capital of 

many enterprises, but also inhibited their ability to take advantage of business opportunities. Also 

constrained was the economyôs ability to attract and retain domestic and foreign capital and 

investment on the scale needed to sustain rapid productivity and income growth. ñIn short, inflation 
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was seen as the root cause of the economic difficulties, and a justification for an independent 

central bank.ò
7
  

 

To equip and strengthen the Bank to effectively carry out its responsibility and move from the 

shackles of fiscal dominance, Parliament passed into law a Bank of Ghana Act at the end of 2001 

which received Presidential Accent in 2002 ð Bank of Ghana Act (2002). The Act gives 

operational independence to the Bank of Ghana. This historic Act specifies, among other provisions 

that: The primary objective of the BoG is to maintain price stability ñindependent of instructions 

from Government or any other authorityò. 

 

This has refocused the Bank on the major task of inflation control and away from the 

developmental activities which characterized the Bank of Ghanaôs operations in the past.
8
 This 

renewed quest for price stability has also altered the monetary policy framework of the Bank from 

targeting directly monetary aggregates such as reserve money and the money supply to inflation 

targeting ð a framework for monetary policy decisions in which the BoG makes an explicit 

commitment to conduct policy to meet a publicly pre-announced numerical inflation target 

within a particular time frame.   

 

Under an inflation targeting (IT) regime, financial 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 implementation of the IT framework entails the following 

key components: 

 Public announcement of medium-term numerical targets for inflation; 

 An institutional commitment to price stability as the ultimate goal of monetary policy; 

 Increased transparency of 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 assessments of the economy by central banks (under whatever monetary policy 

framework) encourages greater credibility and anchors lower inflationary expectations. 

 

                                                
7 Acquah, Paul (2005): ñThe Monetary Policy Setting in Ghana ð Issues and Prospectsò, ISSER/Merchant Bank 

Annual Lecture, June 14, 2005, paragraph 17. 
 
8 Ibid, paragraph 15. 
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The BoG has viewed this statutory mandate enshrined in the Bank of Ghana Act (2002) ñas firmly 

rooted in a resurgence of public interest in economic policy and a heightened aversion for inflation 

and awareness of how much price stability contributes to raising the standard of living of its 

peopleò.
9
 And following from this policy stance, the Bank has sought to use its new legal mandate 

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 Bank of Ghana has done through its conduct of monetary policy. 

 

3.1 The Monetary Policy Framework 

The renewed quest for price stability has altered the monetary policy framework of the BoG from 

directly targeting monetary aggregates such as reserve money and the money supply to inflation 

targeting (IT). 

 

The BoG formally adopted the IT framework in May 2007 after almost three years of informal IT 

management. It had reportedly been building the main institutional, analytical and communications 

elements of this framework since 2002. Indeed, with the enactment of the Bank of Ghana Act 

(2002), the BoG had in place some of the key institutional components of modern central banking 

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

management, and a statutory mission of price stability.
10

  

 

The Bank of Ghana Act (2002) had also moved to preclude fiscal dominance by legally restricting 

the central bankôs financing of the deficit.
11

 In addition, a large measure of ñgoal transparencyò ð 

aiming for disinflation over three years to achieve stability around an inflation rate of 5.0 percent 

ð was established with the formal launch of the IT. In support of this, the Bank of Ghana has, 

reportedly, developed an inflation forecasting model and a detailed communication strategy 

involving the issuance of press releases and the holding of press conferences by the oversight 

committee ð the Monetary Policy Committee (MPC) ð after each of its meetings to explain its 

decisions on the policy rate, the prime rate.  

 

With the adoption of IT framework, the interest rate became the instrument of choice of monetary 

policy by the Bank of Ghana. The instability of the demand for money function has been the reason 

given for the change ð as for example, evidenced in the instability of the currency-with-the-non-

                                                
9 Ibid, paragraph 16. 
10 Its US counterpart, the Federal Reserve Board, is required to give equal weights to price stability and employment. 
11 Sub-section 2, Section 30 of the Bank of Ghana Act 2002 (Act 612) limits the total of loans, advances, purchase of 
treasury bills and securities together with money borrowed by Government from the banking system and the non-bank 

public to 10% of total domestic revenue of the fiscal year in which the advances are madeò. 
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bank-public to bank-deposit ratio. However, the use of the interest rate may have a number of 

limitations. One stems from the belief that too great a degree of fluctuation in interest rates, 

implying fluctuating government debt prices, would jeopardize the ability of the authorities to sell 

future debt. High interest rates may also be politically undesirable because of their impact on 

business costs and profitability. There are also issues of the effectiveness and the mechanism 

through which interest rates work in a country where credit is primarily for investment and working 

capital and not consumption. Moreover, for a small open economy such as Ghanaôs, external 

factors may impinge on the effectiveness and usefulness of such a framework. 

 

In addition to the prime rate, the Bank of Ghana also relies on a variety of instruments in the 

conduct of monetary policy, including: 

Á Reserve requirements (currently only mandatory cash requirements of 9 percent of eligible 

deposits); 

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

Á Repurchase and reverse-repurchase agreements (conducted daily on week days); and 

Á Auctions of government debt instruments of various maturities (also conducted at weekly 

auctions). 

 

These, together with the prime rate, are what have been described as the traditional market-based 

non-intrusive ways to absorb liquidity from the system, as well as inject it into the system. The 

Bank of Ghana uses these instruments to influence: the cost of 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. 

 

3.2 Objectives of Monetary Policy 

In conformity with the macroeconomic targets set for the 2009 fiscal year, monetary policy is 

focused on reducing the end-period year-on-year rate of inflation to 12.5 percent by end-2009 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 expectations in line with the medium-term forecast.   

 

Underlying the medium-term forecast of inflation is a fiscal consolidation path which will 

stabilize the domestic debt and help anchor inflationary expectations. This will be buoyed up by a 

tighter control of liquidity ð as evidenced by a programmed annual growth of broad money 

(including foreign currency deposits) of 21.7 percent at end-December 2009 compared to an 

outturn of 40.2 percent at end-December 2008.  
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Budget 2009 hints at focusing on key growth points of the economy and for special interventions to 

ensure that growth is not compromised. In his presentation of the Budget Statement to Parliament 

in March 2009, the Minister of Finance and Economic Planning underscored this when he observed 

as follows: 

 ñWe 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 for a better 

Ghanaò.
12

  

 

In pursuit of the national goal of accelerated economic growth with macroeconomic stability, 

fiscal policy appears to be assigned the role of instrument for growth while, in a complementary 

way, monetary policy focuses on 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 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:  

 encourage further development of the market for bonds and other long-term securities; 

 mobilize savings for investment, and restructure the financial system to enhance the flow of 

credit to the private sector; and 

 sustain the current flexible exchange regime and BoG interventions will be confined to   

smoothing out volatility in the foreign exchange market. 

 

The key challenges to meeting the medium-term inflation forecasts which have been flagged by the 

GoG and the Breton Woods Institutions include:  

 the fiscal stance, and in particular wage policy in 2009; and  

 a possible resurgence in prices of crude oil currently forecasted to rebound in 2010.  

 

 

                                                
12 Government of Ghana, ñAbridged Version of the 2009 Budget Statement and Economic Policy of the Government of 
Ghanaò, paragraph 85, page 20. 
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3.3 Trends in Monetary Targets and Aggregates 

Over the past three years, annual growth of key monetary aggregates ð Total liquidity (M2+), 

Reserve Money (RM), and deposit money banksô (DMBs) credit allocations to the private sector ð 

have tended to exceed the targets set by the Monetary Authorities. The estimated annual growth 

rates in Total Liquidity (M2+) and Reserve Money remained increasingly strong in both 2007 and 

2008, exceeding the set targets by considerable margins. These were in spite of an increase in the 

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

 

The income velocity of money in circulation, defined by the ratio of gross domestic product to 

average broad money supply (M2) ð i.e., total liquidity less foreign currency deposits (FCD) ð is  

estimated to have initially risen from 3.0 in December 2007 to about 3.2 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 estimate of 3.2 ð signaling continuing demand 

pressures in the economy as a whole (see Table 3.1). 

 

 

 

 

Box 3.1: Fiscal Dominance 

In the developed market economies, the hard Keynesian position dismissing monetary conditions has long been 

discarded. The relevance of monetary conditions has become generally recognized. Substantial differences 
concerning orders of magnitude and persistence of real effects, however, remain. 

 

A subtle but interesting shift occurred within the Keynesian paradigm which modified the meaning of ñfiscal 

dominanceò. Well into the 1950s, there was an argument assigning a steep slope to the IS curve and a flat 

slope to the LM curve. This assignment was justified in terms of a borrowing-cost interpretation for the 

interest elasticity of aggregate demand. There clearly emerged a revision of the position during the 1960s. 

The relative slopes shifted sufficiently to offer monetary conditions a significant leverage. The inherited sense 

of ñfiscal dominanceò disappeared. The appearance of the assignment problem and the policy mix analysis 

reveals this change. 

 

The modified Keynesian analysis produced a new sense of ñfiscal dominanceò. Both monetary and fiscal 
policies were recognized to influence real magnitudes. In principle, both were seen as applicable to 

stabilization purposes. Monetary policy was, however, judged to concentrate the social cost of stabilization 

policies on a small segment of the economy ïreal estate and housing. Fiscal policy, in contrast, was judged to 

spread these costs more ñequitably.ò It was also judged to operate ñdirectly,ò and with shorter lags in contrast 

to the ñindirectò effects of monetary policy. 

 

These considerations underlie the view that fiscal policy be dominant in any stabilization program with 

monetary policy assigned an essentially accommodating role defined in terms of an interest-rate strategy. This 

paradigm with its view about the nature of the ñtransmission mechanismò remains on centre stage in the 

dispute between ñKeynesiansò and ñmonetaristsò.] 

 

Adopted from ñThe Monetary versus Fiscal Policy Debateò ïR. W. Hafer (ed) page 50 
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Table 3.1: Annual Growth Rates of Selected Monetary Aggregates and Targets, 2007-2009  

      Program Targets         Estimates of Actual Outcomes   

  Dec-07 Dec-08 

Dec-

09 Dec-07 Jun-08 Sep-08 

Dec-

08 

Jun-

09 

 Total Liquidity (M2+)       21.1  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 non-bank 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 Currency 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 Bank of Ghana data from MPC Reports; Monthly Statistical Bulletin and IMF Country reports (various)  

 

Meanwhile, growth in credit to the private sector (excluding public sector enterprises and 

organizations), while still strong, is nonetheless, reported to have slowed down, as it increased by 

42.2 percent per annum in the 12-month period to June 2009, following a 56.2 percent annual 

increase over the same period a year before in 2008. According to the Bank of Ghana, the healthy 

growth in credit reflected, in part,  financial deepening in the wake of financial sector reforms, a 

reduction in reserve requirements, and moderation in the buoyant demand conditions a year earlier 

that seemed to be adding on to the cyclical money demand pressures in the banking system. 

However, ñthe general slowdown in credit allocations over the 12-month period up to June 2009 

was both in nominal and real termsò. 

 

Total Liquidity Growth 

Total Liquidity (M2+) ð defined as broad money supply (M2) plus foreign currency deposits 

(FCD) ð grew by 39.1 percent in the first half of 2009 compared with 37 percent growth in the 

same period of 2008. This higher growth rate of M2+ over the twelve-month period up to June 

2009 was reportedly driven by strong growth in the Net Domestic Assets (NDA) of the banking 

system. The latter was underpinned mainly by a significant increase in domestic credit on account 

of net claims on government. 
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According to Bank of Ghana data, Net Claims on Government over the 12-month period to June 

2009 remained strong, growing at 66.6 percent compared with an annual growth rate of 13.5 

percent per annum registered over the 12-month period to June 2008 (see Table 3.2). 

 

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

  Dec-07 Jun-08 

Dec-

08 Jun-09 Dec-07 Jun-08 Dec-08 

Jun-

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 

       Currency of 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 

Sources of 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 (incl. PEs) 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 terms of 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 that of all the 

four constituent categories of total liquidity (M2+) ð namely, currency holdings of the non-bank 

public; demand deposits; time and savings deposits; and foreign currency deposits (FCD) ð the 

FCD has grown the fastest in the past three years. As shown in Panel (a) of 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 paths of all the other constituent components of M2+ ð especially, currency holdings 

of the non-bank public and demand deposits ð have been generally downward. Consequently, the 

currency-to-deposit ratio has been on a generally declining path, falling from 0.29 in December 

2007 to 0.19 in June 2009 (see Table 3.2). 

 

Reserve Money Growth 

The growth pattern of Reserve Money (RM) ð defined here to exclude foreign currency deposits 

(FCD) ð has been more volatile in nature compared to those of either total liquidity (M2+) or 

broad money supply (M2) over the last three years. Reserve Money growth per annum eased 
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downward to 19.4 percent at the end of June 2009 compared with annual growth rates of 40.3 

percent in June 2008 and 27 percent in December 2008 (see Table 3.3 and Panel (b) of Figure 3.1). 

 

Table 3.3: Sources of Growth of Reserve Money (GH¢ million; unless stated otherwise)  

  Dec-07 Mar -08 Jun-08 Sep-08 Dec-08 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 Items               

  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 84.9 -141.6 -193.4 -587.0 

     o/w Claims on Government (net) -47.4 -3.5 112.5 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 Bank of Ghana data from MPC Report, Vol. 2, No. 3, July 2009 

 

As shown, Reserve Money growth decelerated in September of 2008 to 18.4 percent before picking 

up in December 2008 and March 2009 to GH¢2,011 million; thereafter, the growth rate declined to 

19.4 percent, on a year-on-year basis, to amount to GH¢2,066 million in June 2009. 

 

In its MPC Report of July 2009, the Bank of Ghana attributes the slowdown in the annual rate of 

Reserve Money growth in June 2009 to a decline in the net foreign assets (NFA) of the central bank 

ð which itself was ñmoderated by strong expansion of net domestic assets of the Bank on account 

of net claims on governmentò (MPC Report, Vol. 2, No. 3, 2009, p.5). 

 

As indicated in Table 3.3, the NFA of the Bank of Ghana actually fell by 20.9 percent per annum in 

June 2009 compared to an annual increase of 4.5 percent per annum in June 2008. The Net 

Domestic Assets (NDA) of the Bank of Ghana turned from negative GH¢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 June 2009 compared with 

112.5 percent annual increase in June 2008. 

 

 




