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I. Introduction 

In a letter dated September 18, 1987, the Government of Ghana 
requested a three-year extended arrangement in an amount equivalent to 
SDR 245.4 million, representing 120 percent of Ghana's quota of 
SDR 204.5 million, or 40 percent of quota on an annual basis 
(EBS/87/207). In the same letter, the Government requested a three-year 
structural adjustment arrangement, and the first annual arrangement 
thereunder, under the structural adjustment facility (SAF). l/ The 
total amount that will be available to Ghana under the SAF is currently 
estimated at SDR 129.9 million, and the first loan thereunder is for 
SDR 40.9 million. The extended arrangement and the arrangements under 
the SAF are to support the Government's adjustment program for the 
period July 1987-June 1990. It should be noted, however, that for 
planning purposes the program has been formulated on a calendar-year 
basis, and it thus effectively covers the period 1987-90. In developing 

l/ The discussions that formed the basis of these requests were 
inTtiated in Accra during the period June 18-July 1, 1987 and were 
concluded in Washington during the period August 19-26, 1987. The 
Ghanaian representatives included Dr. Botchwey, Secretary for Finance 
and Economic Planning, Dr. Agama, Chairman of the Bank of Ghana, 
Dr. Abbey, Ghana's High Commissioner to the United Kingdom, and other 
senior officials concerned with economic and financial matters. The 
staff representatives were Mr. Calamitsis (head-AFR), Mr. Chand (FAD), 
Mr. van TiL (AFR), Mr. Thomsen (ETR), Mr. Ames (EP-AFR), and Miss Cheng 
(secretary-AFR). Mr. Sharer, the Fund's resident representative in 
Accra, took part in the discussions; and his successor, Mr. Johnson, 
attended the meetings at headquarters. Mr. Choi (the World Bank's 
resident representative in Accra) and Ms. Jones (the Bank's desk officer 
for Ghana) participated in the joint discussions with the Ghanaian 
authorities on the policy framework paper. 
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their medium-term strategy, the Ghanaian authorities have prepared, in 
close collaboration with the staffs of the Fund and the World Bank, a 
policy framework paper (PFP) setting forth the Government’s basic econo- 
mic objectives for 1987-90 and the macroeconomic and structural adjust- 
ment policies designed to achieve these objectives (EBD/87/247). This 
paper, which was transmitted to the Managing Director of the Fund and to 
the President of the World Bank on September 17, 1987, was considered by 
the Bank’s Executive Directors at a meeting of the Committee of the 
Whole on October 13, 1987. 

In support of its program of adjustment, the Government of Ghana 
has already obtained from the World Bank a Development Credit of 
SDR 26.9 million and an African Facility Credit of SDR 64.0 million on 
standard IDA terms, as well as a Development Credit of SDR 8.6 million 
for a Structural Adjustment Institutional Support Project; of this total 
assistance of SDR 99.5 million, about 45 percent had been disbursed as 
of August 31, 1987. The Government has also requested and received 
assurances of continued financial support from its other major multilat- 
eral and bilateral creditors. 

Ghana made all the purchases, totaling the equivalent of 
SDR 81.8 million, envisaged under the one-year stand-by arrangement 
which expired on October 14, 1987. As of September 30, 1987 the Fund’s 
holdings of Ghana’s currency, the cedi, subject to repurchase were 
equivalent to 279.0 percent of quota ; excluding holdings resulting from 
purchases under the compensatory financing facility, they amounted to 
221.1 percent of quota. If the full amount of the requested extended 
arrangement is drawn according to the proposed schedule of purchases 
(Table l>, and after taking into account scheduled repurchases, by 
September 30, 1990 the Fund’s holdings of Ghana’s currency subject to 
repurchase would amount to the equivalent of 190.6 percent of quota, all 
of which would be in respect of purchases under tranche policies 
(Table 2). A waiver of the Limitation in Article V, Section 3(b)(iii) 
of the Articles of Agreement will be required, and is proposed. 

As the negotiations on the adjustment program were initiated in 
June 1987 and concluded in August , consideration by the Executive Board 
of Ghana’s requests for use of Fund resources could not be scheduled 
before end-September 1987. Consequently, the proposed date of the first 
performance test, end-September 1987, would be earlier than the date on 
which the extended arrangement becomes effective. This is not the 
normal case envisaged by the operational guidelines on performance 
criteria set forth in Executive Board Decision No. 7925-(85138). How- 
ever, the proposed performance criteria constitute a continuation of 
those established under the previous program supported by use of Fund 
resources. In fact, they do not differ significantly from the indicat- 
ive targets contained in the authorities’ Letter of intent regarding the 
review under the last stand-by arrangement. Moreover, the authorities 
have committed themselves to adhere to the performance criteria well 
ahead of the first test date, as indicated in their letter of intent of 
September 18, 1987. 
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Table 1. Ghana: Schedule of Purchases During Period of Extended Arrangement 

Amount Availability date Conditions necessary for purchase L/ 

SDR 5.00 million November 13, 1987 

SDR 17.55 million After December 14, 1987 

SDR 25.00 mfllion After February 14, 1988 

SDR 25.00 million After May 14, 1988 

SDR 25.00 million After August 14, 1988 

SDR 25.00 million 

SDR 17.55 million 

SDR 17.55 million 

SDR 17.55 million 

SDR 17.55 million 

SDR 17.55 million 

SDR 17.55 miLlion 

SDR 17.55 million 

After November 14, 1988 

After February 14, 1989 

After May 14, 1989 

After August 14, 1989 

After November 14, 1989 

After February 14, 1990 

After May 14, 1990 

After August 14, 1990 

Executive Board approval of the 
extended arrangement. 

Compliance with quantitative 
performance criteria as of 
September 30, 1987. 

Compltance with quantitatfve 
performance criteria as of 
December 31, 1987 and completion 
of the first review under the 
extended arrangement. 

Compliance wtth quantltatlve 
performance crtteria as of 
March 31, 1988. 

Compliance with quantitative 
performance crlterla as of 
June 30, 1988. 

Compliance wtth quantitative 
performance crtterla as of 
September 30, 1988. 

Compliance with quantttative 
performance criteria as of 
December 31, 1988 and completfon 
of the second review under the 
extended arrangment. 

Cnmplfance with quantltattve 
performance criteria as of 
March 31, 1989. 

Compliance with quantitative 
performance criteria as of 
June 30, 1989. 

Compliance with quantitative 
performance crlterta as of 
September 30, 1989. 

Compliance with quantitative 
performance criteria as of 
December 31, 1989 and completion 
of the thfrd review under the 
extended arrangement. 

Compliance wfth quantitative 
performance crlceria as of 
March 31, 1990. 

Compliance with quantitative 
performance criteria as of 
June 30, 1990. 

Source : IMF. 

l! Dther than generally nppllcahle condtttons lrnder the extended arrangement and non- 
quTntltntlve perEormance criteria, lncludlng the performance clause on the exchange and 
trade system. 
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G;tvli& 1 L, L!!; C. i&r. ,;;arldard i2-month cycle for Article IV consulta- 
tions. The staff report for the 1986 Article IV consultation with 
Ghana, which was combined with the review under the Last stand-by 
arrangement, was considered by the Executive Board on May 4, 1987. 
Ghana continues to avail itself of the transitional arrangements of 
Article XIV, Section 2. 

For the purposes of this report, the following appendices are 
attached: the proposed extended arrangement (Appendix I); the proposed 
arrangements under the SAF (Appendix II) ; a summary of Ghana's relations 
with the Fund (Appendix III>; a summary of Ghana's relations with the 
World Bank Group (Appendix IV); the public investment program for 
1986-88 (Appendix V); a summary of the adjustment program for 1987-88 
(Appendix VI); and selected social and demographic indicators (Appen- 
dix VII>. 

II. Background 

Ghana is well-endowed with human and natural resources. The 
population, which has been growing at an annual rate of about 3 percent, 
was estimated at 12.6 million in 1985, while per capita gross domestic 
product (GDP) amounted to some US$550. The country has an abundant 
supply of fertile Land, considerable forestry and fishing resources, 
substantial minerals such as gold, diamonds, bauxite, and manganese, and 
Large hydroelectric power potential. Agriculture is by far the most 
important economic activity; together with the forestry and fishing 
sectors, it accounts for more than 50 percent of GDP. Although food and 
industrial crops constitute the major source of value added and employ- 
ment in agriculture, cocoa production and exports account for over 
60 percent of Ghana's export earnings, about one fourth of government 
tax revenue, and a sizable share of total employment. The services 
sector, consisting mainly of trade and related activities, represent 
approximately 35 percent of GDP. The manufacturing sector, with a 
contribution of about 9 percent of GDP, is well developed and diverse 
relative to that in most sub-Saharan African countries. However, as 
this sector developed in an environment of high import protection, many 
industrial enterprises are now uncompetitive under a liberalized 
exchange and trade system. 

Despite its substantial resources and growth potential, Ghana 
experienced a period of protracted economic decline from around 1970 
through 1982. Real per capita income fell by some 30 percent over this 
period, while domestic savings and investment decreased from 12 percent 
and 14 percent of GDP, respectively, in 1970 to less than 4 percent of 
GDP each in 1982. Inflation, as measured by the consumer price index, 
averaged 44 percent per annum. At the same time, the balance of 
payments registered large overall deficits, which not only depleted 
gross official foreign reserves but also involved an accumulation of 
external payments arrears amounting to the equivalent of LJS$577 million 
at end-December 1982, or more than 90 percent of export earnings in that 
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year. These adverse developments were attributable partly to exogenous 
factors, notably a worsening in Ghana's terms of trade and two periods 
of severe drought (1974-77 and 1982-83). To a large extent, however, 
the deterioration was due to the inappropriate economic and financial 
policies pursued by the authorities , policies which Led to an erosion of 
confidence in the currency and a weakening of incentives to produce, 
export, save, and invest. 

Faced with this extremely serious situation, the Government of 
Ghana undertook in April 1983 an Economic Recovery Program (ERP) involv- 
ing a fundamental reorientation of economic and financial policies, 
designed to lay a firm basis for the achievement over the medium term of 
a viable external payments position consonant with sustainable economic 
growth. The major objectives of the ERP, which was developed in close 
collaboration with the staffs of the Fund and the World Bank, were the 
following: (a> to revive domestic production and exports; (b) to 
rehabilitate the country's economic and social infrastructure; (c) to 
restore fiscal and monetary discipline with a view to reducing infla- 
tion; and (d) to encourage domestic savings and investment. This 
program was supported not only by substantial use of Fund resources 
under successive stand-by arrangements but also by considerable finan- 
cial assistance from the World Bank and other donors. 

A key element of the authorities' program was a progressive 
movement toward a realistic and flexible exchange rate system, coupled 
with the Liberalization of the extensive system of price and distribu- 
tion controls. Accordingly, the official exchange rate was adjusted, in 
stages, from t 2.75 per U.S. dollar in April 1983 to t 90 per U.S. 
dollar in January 1986, entailing a sharp real effective depreciation of 
the currency (Chart 1). The depreciation of the official exchange rate 
made it possible to increase the producer price for cocoa from @ 12,000 
per ton in the 1982183 crop year to $ 56,600 per ton in the 1985/86 crop 
year, thereby boosting production and exports. Moreover, with the 
concurrent Liberalization of price controls, higher import costs were 
fully passed through to most domestic prices, including those of 
petroleum products. 

These improvements in relative prices were accompanied by a 
tightening of fiscal and credit policies. As a result, the deficit on 
central government operations, excluding capital expenditure financed 
through external project aid, was reduced from the equivalent of 
4.6 percent of GDP in 1982 to 2.0 percent of GDP in 1985. The reduction 
in the fiscal deficit and the corresponding decline in domestic bank 
financing of the government budget enabled the channeling of additional 
financial resources to the private sector. A flexible interest rate 
policy, which resulted in positive real rates by the end of 1985, also 
contributed substantially to the mobilization of domestic financial 
resources. 
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Initially, the recovery effort was set back by the adverse impact 
of the severe drought in 1982-83 and by unexpected delays in disburse- 
ments of external financial assistance. Subsequently, however, there 
was a marked improvement in Ghana’s overall economic situation. With 
the substantial expansion in agricultural, mining, and manufacturing 
output ( real GDP rose by 8.7 percent in 1984 and 5.1 percent in 1985, 
following a decline of 4.7 percent in 1983 (Table 3). The domestic 
suppLy situation thus improved considerably, and imports also rose 
appreciably. In conjunction with the tightened demand-management 
policies, the overall increase in supply resulted in a rapid deceler- 
ation of inflation, from 123 percent in 1983 to just over LO percent in 
1985. At the same time, a much improved export performance was instru- 
mental in reducing the overall balance of payments deficit from the 
equivalent of US$243 million in 1983 to US$LL5 million in 1985, with 
external payments arrears being brought down sharply to US$L75 million 
by end-December 1985. 

Although the initial objectives of the ERP were Largely realized, 
there were some slippages in policy implementation toward the end of 
1985 and in early 1986 which threatened to undermine the economic 
recovery. The rate of monetary expansion in 1985 was much higher than 
programmed. In addition, pressures for higher government wages and 
salaries (which are Low relative to those of most developing countries) 
contributed to a significant weakening of the stance of fiscal policy in 
early 1986. The Loosening of fiscal and monetary policies had a rapid 
impact on Ghana’s overall economic performance. In the first half of 
1986, inflation accelerated to an annual rate of 36 percent. Concur- 
rentLy, the external position deteriorated markedly, with the net 
foreign assets of the Bank oE Ghana declining by US$191 million, while 
additional external payments arrears of US$139 million were incurred. 

To reverse these slippages in economic policy and consolidate the 
gains achieved during the first three years of the ERP, the authorities 
took corrective measures in the second half of 1986. In particular, the 
stance of fiscal policy was tightened considerably, partly through an 
appreciable rollback of wage increases granted to government employees 
and also through new revenue measures. The fiscal program aimed at 
reducing the deficit on central government operations, excluding capital 
expenditure financed through external project aid, to the equivalent of 
0.2 percent of GDP for 1986 as a whole, or substantially below the 
deficit recorded in 1985. In the event, a fiscal surplus equivalent to 
0.1 percent of GDP was realized in 1986. Meanwhile, the exchange system 
was further liberalized through the introduction on September 19, 1986, 
and for only a temporary period, of a dual exchange rate system consist- 
ing of a first-window exchange rate fixed at 1 90 per U.S. dollar and a 
second-window exchange rate determined in the context of a weekly auc- 
tion. Moreover, with effect from October 4, 1986 the import Licensing 
system was liberalized, as the authorities began issuing “A” Licenses 
that allow importers to bid for foreign exchange in the auction; these 
licenses initially covered virtually all nonconsumer goods. Monetary 
policy was also tightened, although the program allowed for a further 
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Table 3. Ghana: Selected Economic and Flnanclal Indicators, 1903-90 

1983 1984 1985 1986 1981 1988 19R9 1990 
EBS/81/68 prol(. PIOJeCtlnnR 

(Annual percentage change; unless otherv’ise sprclfied) 

National Income and prices 
Real CDP 
Re61 GI)P per Capita 

GDP def later 
Consumer price Index (annual 

nW?r*ge) 

Consumer price index (end of 
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Exports. f .o.b. 
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Export vnlume 
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Government budget 
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11.2 9.7 10.3 
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-2.9 -2.7 -2.3 
. . . . . . . . . 
. . . . . . . . . 

95.0 121.1 78.0 82.6 b9.4 65.4 30.6 18.4 13.6 
64.6 81.1 74.2 53.1 48.5 44.1 28.9 15.6 13.Z 
69.0 72.9 64.9 58.2 34.3 30.1 19.3 11.5 9.9 
35.3 158.0 126.7 32.5 117.8 13.3 66.2 31.5 20.9 

44.4 P4.3 77.1 49.8 12.9 13.0 
17.3 15.2 O.s 4.4 -18.6 -7.1 

8.4 63.1 63.1 35.7 ZR.4 18.3 
38.1 72.0 59.5 53.6 32.9 39.5 

9.0 7.7 6.6 5.9 5.5 5.R 

10.4 
-4 .6 

14.1 
25.9 

5.6 

8.0 0.8 
-3.6 -3.6 

11.0 II.8 
19.g 17.7 

5.4 5.2 

11.0 14.5 16.5 

19.0 22.5 23.0 

18.5 21.5 21.5 

. . . 

. . . . . . . . 

23.0 26.0 . . . . . . . . . 

(In percent 0f cnp) 

3.8 7.2 7.6 
0.9 4.4 5.1 

11.9 I7.L 13.0 
10.2 10.1 9.1 

0.1 0.2 0.z 
-?.4 . . . -?.8 
14.4 17.4 15.4 
14.3 17.? 15.? 

-1.6 -3.9 -3.9 
bg. 1 73.3 71.1 

1.5 11.4 11.1 

16.0 17.2 17.9 
12.9 14.6 15.4 

-2.7 -1.8 -2.0 
. . . . . . -2.8 
5.6 8,L 10.8 
8.2 10.2 12.8 

0.4 0.1 0.7 
-l.z -2.9 -2.6 
16.5 16.9 16.9 
16.0 16.2 16.2 

-0.3 -1 .o -?.3 
26.7 37.a 32.5 

0.4 2.9 5.3 

-3. I -2.h -!.5 
65.4 61.5 55.6 
II.2 11.5 9.h 

(In percent of exports of gooda and eervlcesl 

46.6 
42.5 

36.2 54.1 47.1 53.8 53.8 ho.6 
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(In oilllons of U.S. dollars) 

5z.2 
3?.0 

44.2 
31.9 

-157.6 
-243.0 

440.0 

. . . 
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-- 
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SOUrCeS! Data provided by the Ghanalan authorltles; and staff eatlmates and prnjectlons. 

l/ Includes net lending and frnm 1987 onward, the special efflclency program. 
T/ Before 1984. based on a narrow covcr~gc nf the hanklng sgstra. 
21 In perrent qf broad msnry at the heplnnlnq of the pcrlod. 
41 Includes flnanclng nf Cncoa Bo.ard operations. hut excludes other lteme (wtl. 

51 Excludes capital erpendlture flnnnced through external F’OjeCt ald. 
51 Includes caplral expenditure flnanred thrwgh erternnl project ald. 
7-1 The time series are affected by the sobstantlal changes In the exchnng P rate ,” rPCP”L yP?rq. 

g/ Includes offlclnl grants. - 
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expansion in credit to the rest of the economy and for the seasonal 
financing needs of the Cocoa Board. However, a combination of higher- 
than-expected bank financing of the operations of the Cocoa Board and an 
unforeseen sharp rise in other items (net) of the banking system during 
the last quarter of the year led to an increase in net domestic assets 
of the banking system well in excess of the program target. Along with 
a relative improvement in the external position, this resulted in an 
expansion in broad money of 53 percent in 1986, compared with the 
program target of 19 percent. 

Overall, however, the macroeconomic objectives of the program for 
1986 were largely realized: the growth of real GDP amounted to 5.3 per- 
cent; the rate of inflation, while substantially higher than in 1985, 
was contained to under 25 percent; and the overall balance of payments 
deficit was brought down by more than one half to US$57 million, with 
external payments arrears being reduced somewhat below the end-December 
1985 level, despite the sizable increase that had occurred in the first 
half of 1986. 

III. Policies and Performance in the 
First Half of 1987 

In the first half of 1987, the Ghanaian authorities pursued their 
adjustment efforts with a view to achieving the following objectives for 
the year as a whole: (a) a growth in real GDP of 5 percent, which would 
increase real per capita income by about 2 percent; (b) a reduction in 
the average annual rate of inflation to 18 percent; and (c> the genera- 
tion of an overall balance of payments surplus equivalent to US$108 mil- 
lion. Accordingly, additional structural and financial measures were 
taken to promote the process of adjustment with economic growth. 11 - 

To improve the overall framework of incentives in the economy, the 
exchange and trade system was further Liberalized. Effective Febru- 
ary 21, 1987, the official exchange rates were unified at t 150 per U.S. 
dollar. Since then, all external transactions through the official 
banking system are being settled at the exchange rate determined in the 
weekly auction. Furthermore, as part of the authorities’ continuing 
efforts to widen access to the auction, with effect from March 13, 1987, 
bids for foreign exchange to cover service and transfer payments 
approved by the exchange control authorities became eligible for partic- 
ipation in the auction. Subsequently, as of March 20, 1987, goods 
representing about 40 percent of the value of all items previously 
excluded from the “A” licensing scheme and imported under Special Import 
Licenses (SILs) were moved onto the “A” list of goods eligible for 

l/ For a detailed description of these measures, see EBS/87/68, 
Supplement 1. 
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funding through the auction. A/ These policies were intended to ensure 
that manufacturing production would receive more uniform effective 
protection and that domestic prices would move closer to parity with 
international prices. As a means of further increasing agricultural 
incentives, the producer price for cocoa was raised from Cc 85,500 
(including a bonus of e 500) per ton for the 1986/87 crop year to 
6 150,000 (including a possible bonus of 6 10,000) per ton for the 
1987188 crop year. At the same time, steps were taken to improve the 
operations and financial performance of the Cocoa Board, as well as of 
other major state enterprises. 

These measures were coupled with the implementation of prudent 
fiscal and monetary policies. In the area of fiscal policy, the Govern- 
ment introduced a number of tax measures, including the conversion of 
the windfall profit on petroleum products resulting from the lower 
import prices into an excise duty on the main items (other than kero- 
sene). Structural reform of the tax system was also pursued, together 
with a strengthening of tax administration. As regards government 
outlays, wages, salaries, and allowances were raised, but the total 
number of government employees was concurrently reduced. The 1987 
budget thus provides for a surplus on central government operations, 
excluding capital expenditure financed through external project aid, of 
t 1.1 billion (0.2 percent of GDP). Including capital outlays that are 
financed entirely through external project aid, an overall deficit 
equivalent to 2.8 percent of GDP is envisaged. Nevertheless, as the 
financing flows are expected to permit a reduction in government debt to 
the banking system of $ 5.5 billion (0.9 percent of GDP), the fiscal 
program will help to slow substantialLy the growth of net domestic 
assets of the banking system. To promote financial savings, in March 
1987 the Bank of Ghana raised minimum desposit rates by 3 percentage 
points to 21.5-23.0 percent. At the same time, maximum Lending rates 
were raised by 3 percentage points to 23.5-26.0 percent, with the excep- 
tion of those applicable to the agricultural sector which continued to 
receive preferential treatment. 

With the implementation of these policies and measures, Ghana's 
program of adjustment remained broadly on track during the first half of 
1987. Moreover, all the performance criteria for end-March 1987 and 
end-June 1987 were observed, except for the end-June ceiling on net 
domestic assets of the banking system which was exceeded only slightly 
and for which a waiver was granted by the Fund (EBS/87/191). In 
January-June 1987, the balance of payments registered an overall surplus 
equivalent to US$lO million, even larger than the programmed US$50 
million. However, real GDP growth was lower and inflation was higher 
than envisaged in the program. Late and inadequate rainfall in the 
coastal belt seriously affected the maize crop, and, to a lesser extent, 

l/ However, SILs, which require the importer to use his own foreign - 
exchange resources, continued to be issued for all goods, except for 
those on the short negative list of imports. 
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the rice and yam crops. In the circumstances, real GDP growth has been 
revised downward to 4 percent for 1987, compared with the original 
target of 5 percent. Meanwhile, during the first half of the year, 
inflation accelerated to an annualized average rate of 40 percent, well 
above the initial target of 18 percent. This was due to a combination 
of three factors: the effect of the adverse weather conditions on food 
prices (which have a weight of 50 percent in the consumer price index); 
the higher-than-expected impact on prices of the large exchange rate 
adjustments in September 1986 and February 1987; and the rapid monetary 
expansion that occurred in late 1986. In view of the shortfall in food 
production, substantial grain imports were effected under the SIL 
scheme; these contributed to a temporary widening of the differential 
between the auction market and parallel market exchange rates. However, 
as the supply situation improved, food prices eased appreciably in 
June-July. Thus, in view of the continuing tight stance of fiscal and 
monetary policies, and the seasonal decline in prices during the second 
half of the year, a substantially lower year-end rate of inflation is 
now envisaged. 

IV. Medium-Term Objectives and Policy Framework for 1987-90 

Despite the substantial progress made during the past four years, 
Ghana still faces major structural and financial problems. First, while 
economic recovery has begun to take hold, the growth of real GDP is 
constrained by inadequate savings, insufficient incentives, and infra- 
structure bottlenecks, notably in the transport sector. Second, infla- 
tion is high, severely eroding the already low Levels of real wages and 
salaries. Third, the external payments position is vulnerable to 
adverse developments in the international environment, particularly to 
fluctuations in world cocoa prices. Fourth, the external debt service 
burden is heavy, especially in 1988, although it is expected to decline 
significantly over the medium term. There are also a number of other 
factors which continue to slow the pace of adjustment in Ghana. For 
example, the present weaknesses of the financial system Limit effective 
support of the productive sectors and constrain the rise in financial 
savings required to fund higher levels of investment. Furthermore, 
weaknesses in management and implementation capacity have emerged as 
serious obstacles to the full success of the authorities’ economic and 
financial policies. 

In view of the nature and magnitude of these problems, the Govern- 
ment has decided to pursue its adjustment efforts in the context of a 
medium-term policy framework, aimed at establishing a firm foundation 
for a buoyant economy and placing the balance of payments on a sound 
footing. As indicated in the policy framework paper (EBD/87/247), the 
basic objectives of the authorities’ program for 1987-90 are the follow- 
ing: (a) to achieve an average annual rate of growth of real GDP of the 
order of 5 percent, which would improve real per capita income by about 
2 percent per annum; (b) t o reduce the average annual rate of inflation 
(as measured by the consumer price index) from 25 percent in 1986 to 
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8 percent in 1990, following a temporary acceleration in the rate in 
1987; and (c> to generate significant overall balance of payments 
surpluses, averaging about US$I10 million per annum, which would be 
consistent with the elimination of the remaining external payments 
arrears. Thus, barring unforeseen adverse developments, it is expected 
that by the end of 1990 Ghana would attain a viable external payments 
position consonant with sustainable economic growth. 

To attain these basic objectives, the Ghanaian authorities will 
continue to implement a combination of appropriate structural and 
financial policies. In particular, while pursuing prudent fiscal and 
credit policies, they have undertaken to carry out the following actions 
under the program: (a) further improve incentives for efficient produc- 
tion, export, and import substitution through a continuation of a flex- 
ible exchange rate policy, exchange and trade liberalization, and higher 
agricultural producer prices; (b) increase investment for the rehabili- 
tation and restructuring of productive capacity, infrastructure, and 
social services; Cc> t s rengthen government revenue mobilization and 
expenditure control; (d) reform the state enterprise sector; (e) imple- 
ment financial sector reforms that will encourage financial savings 
through market-determined interest rates and a broadening of the range 
of financial instruments; and (f) improve public sector management, with 
a view to strengthening program implementation and monitoring. A 
summary and time frame of the authorities' macroeconomic and structural 
adjustment policies for the entire program period are provided in 
Table 2 attached to the PFP. 

1. The economic growth strategy 

The economic growth strategy underlying the program is based on a 
substantial increase in both public and private investment. Total 
investment is programmed to rise from the equivalent of 12 percent of 
GDP in 1986 to 18 percent of GDP in 1990. To this end, the authorities 
will continue to implement the public investment program for 1986-88, 
which is described below, along the lines agreed with the World Bank. 
An appropriate "rolling" public investment program will also be carried 
out during the period 1988-90; the draft is expected to be prepared by 
the end of 1987, and the program is to be adopted by the end of March 
1988. At the same time, a coherent policy of encouraging private 
investment in directly productive activities will be pursued and 
strengthened. 

The financing of the projected investments will require an increase 
in domestic savings from the equivalent of 10 percent of GDP in 1986 to 
15 percent of GDP in 1990, with public savings rising from 7 percent of 
GDP to 10 percent of GDP, respectively. For this reason, the Govern- 
ment's fiscal program aims at mobilizing additional revenues to finance 
productive investments, and state enterprise reform is also geared 
toward this purpose. Moreover, the expected growth in private dispos- 
able income, coupled with the financial sector reforms and a flexible 
interest rate policy, should help promote private savings. The 
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remaining Financing needs of the program are expected to be met through 
external assistance from both multilateral and bilateral sources. In 
this regard, the indications provided by donors at the meeting of the 
Consultative Group for Ghana in May 1987 were encouraging. 

On the basis of this strategy, the expansion of the economy is 
expected to be broadly based. This assumes an effective implementation 
of the adjustment policies in agriculture, industry, mining, transport, 
energy, and the social sectors, as described in the PFP. However, the 
GDP growth target of the order of 5 percent per annum will require a 
particularly strong performance from both agriculture and industry. In 
the agricultural sector, cocoa production is expected to continue its 
recovery under the influence of favorable production incentives. It is 
assumed that production, relative to capacity, will gradually reach its 
potential during the program period. Moreover, the prospects for food 
and industrial crops are Likely to improve as a result of increased 
price incentives and better extension services. Timber production is 
also expected to expand rapidly, as new forestry equipment is in place 
and transport bottlenecks are easing. In the industrial sector, 
manufacturing is projected to respond strongly to improved incentives 
and to the greater availability of spare parts and inputs. The 
rehabilitation and modernization of Ghana’s mines will permit a steady 
expansion of output. Finally, the services sector is projected to grow 
in line with the rest of the economy. Transportation will benefit from 
the recent rehabilitation of the economic infrastructure; wholesale and 
retail trade will expand with higher domestic production; and financial 
services will grow as confidence in the banking system is restored. It 
should be noted, however, that the overall growth of the economy will 
depend crucially upon developments in world commodity prices, particu- 
larly for cocoa, and the availabiLity of externaL concessional 
assistance to Ghana at the projected Levels. 

2. Pricing policies 

The Government has already reduced substantially the number of 
goods and services subject to statutory price controls, and most 
subsidies have been eliminated. Although a few items still subject to 
controls are considered sensitive, the Government intends to re-examine 
the rationale for the remaining price controls with a view to eliminat- 
ing most of them as soon as possible and, in any event, by the end of 
June 1990. 

In general, the incentive framework has tended to favor industry 
relative to agriculture. The authorities have therefore resolved to 
provide adequate incentives to agriculture by applying efficiency 
considerations more systematically in setting producer prices. As 
indicated earlier, to encourage cocoa production and exports, the price 
paid to cocoa farmers was raised from t 85,500 (including a bonus of 
ti 500) per ton for the 1986/87 crop year to e 150,000 (including a 
possible bonus of t 10,000) per ton for the 1987/88 crop year. As a 
result of this major price adjustment, the cocoa producer price as a 
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proportion of the world market price is now projected to rise from 
25 percent in the 1986187 crop year to some 40 percent in the 1987f88 
crop year. To help establish future producer prices of cocoa, a study 
is being carried out by the Cocoa Board with World Bank assistance. 
Subject to the results of this study, which is to be completed by the 
e,nd of April 1988, the authorities intend to increase the cocoa producer 
price progressively to an indicative target of 55 percent of the Long- 
run world market price for the 1989/90 crop year, thereby providing 
adequate incentives for replanting and new planting, while virtually 
eliminating the incentive to smuggle cocoa to neighboring countries. 

The increase in the cocoa producer price will require a substantial 
reduction in the operating costs of the Cocoa Board, from the equivalent 
of about 30 percent of the f.o.b. price in the 1985/86 crop year to an 
indicative target of 15 percent of the currently projected f.o.b. price 
in the 1988189 crop year. The Cocoa Board has thus been taking appro- 
priate cost-reducing measures, involving mainly cutbacks in activities 
that are unrelated to its basic purchasing, marketing, and extension 
service functions. As part of the action program for the Cocoa Board’s 
fiscal year ended September 30, 1987, the Board reduced its staff 
further by 21 percent to about 49,000 and divested itself of 52 plant- 
at ions; at the same time, the Government took over from the Board 
responsibility for the construction and maintenance of cocoa feeder 
roads. Furthermore, a corporate plan will be implemented during the 
three-year period 1987/88-1989/90, comprising additional restructuring 
and cost-reducing measures. Finally, alternative ways of taxing cocoa 
production will be studied, with a view to eventually replacing the 
current export tax by an agricultural income tax. 

3. Fiscal policy and the public investment program 

A major element of the program is to complete the restructuring of 
public finances, which in the past has been a principal source of the 
imbalances in the economy. Accordingly, the authorities intend to 
implement a phased program of revenue measures, drawing on the recommen- 
dations of recent Fund technical assistance in the tax area; this is 
expected to boost the share of revenue and grants (excluding external 
project grants) from 14 percent of GDP in 1986 to 17 percent of GDP in 
1990. They also intend to exercise appropriate restraint on the growth 
in total government expenditure and net Lending. Thus, the surplus on 
central government operations, excluding capital expenditure financed 
through external project aid, is programmed to increase from 0.1 percent 
of GDP in 1986 to 0.7 percent of GDP in 1990 (Table 4). Taking account 
of capital outlays that are financed entirely through external project 
aid, the overalL deficit would average 2.9 percent of GDP during 
1987-90. However, the prospective financing flows wouLd permit net 
repayments of government debt to the banking system of !Z? 5.5-t 6.5 
billion per annum. 
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Table 4. Ghana: Central Government Operntions and Financtng, 1984-90 

1984 1985 1986 1987 1988 L989 1990 

Prov. EBS/87/68 erog. Projectlo”s 

(In milllons of cedls) 

Total revenue and grants 22,641 40,312 73,625 109.986 107,020 139,812 i65,4aa 187,973 

ReVl?“lle 

Tnxes on income and property 

Taxes o” lnternatlonal 

KranSRCt ions 

T.?xes on goods and services 

Nontax revenue 

Foreign grants 

21,727 

(4,061 

38,692 69,757 1@2,103 99,137 130,647 153,393 175,583 

(7,462) (14,121) (17,230) (20,242) (25,947 ) (31,557) (38,654) 

(8,242 

(5,628 

(3,797 

914 

(15,a24) (28,465) (49,251) (42,647) (53,334 

(9,233) (19,620) (26,502) (24,600) (37,167 

(6,173) (7,550) (9,120) (11,648) (14,199 

1,620 3,068 7,883 7,883 9,165 

(5a.047) (56,749) 

(b7,389) (61,582) 

(16,400) (18,597) 

12,095 12,390 

Total expenditure and “et lending 27,485 47,892 73,326 

60,833 

(26,194) 

(11,341) 

(23,298) 

12,493 

(9,826) 

(2,667) 
-- 

108,905 105,676 136,210 159,076 Ian,075 

current expenditure 

Wages and salaries 

Interest 

Other 

Capital expenditure and 

net lending 11 

Capttnl expenditure 

Net lending 

Special ef f tctency 2/ 

23,326 38,462 

(5,292) (14,524) 

(3,425) (4,786) 
(14,619) (18,852) 

81.691 84,022 100,224 111,752 122,84& 

(34,625) (34,625) (43,281) (49,990) (56,688) 
(17,265) (17,265) (18,596) (18,523) (18,348) 

(29,aol) (32,132) (38,347) (43,239) (47.808) 

4,159 

(3,368) 

(791) 

9,430 

(7.303) 

(2,127) 
-- 

23,014 18,169 

(la,214) (15,608) 

(4300) (2,561) 
4,200 3,485 

29,742 37,091 

(23,237) (29,557) 

(6,505) (7,534) 
6,244 10,233 

44 795 

(36:?95) 

(8,500) 
12,436 

Surplus or deficit (-) -4,844 

4,8L4 

-7,580 299 - 

-299 

-5,614 

(13,412) 

(-19,026) 

5,315 

(3,000) 
(3,182) 

(-338) 

1,081 !,344 3,601 

-1,344 -3,601 

6,411 7,897 

Financing !,580 -1,081 -6,411 

Foreign (“et) 

BorroWl”g 

Repayments 

Domentlc (net) 

Ranktng system 

Social security 

Other 

1,816 3,522 

(5,073) (9,562) 
(-3,257) (-6,040) 

3,028 4,058 

(3,106) (3,011) 

(437) (510) 
(-515) (537) 

2,419 

(26,128) 

(-23,709) 

-3,500 

(-5,500) 

(3,500) 
(-1,500) 

963 156 -2,498 

(?4,67?) (35,412) (39,657) 

-7,897 

-2,620 

(47,316) 

(-23,709) (-35,256) (-42,155) (-45,936) 

-2,307 -3,759 -3.914 -5,277 

(-5,500) (-5,500) (-5,500) (-6,500) 

(3,193) (1,500) (1,000) (509) 

(--I (242) (586) (723) 

Total revenue and grants a.4 10.8 14.4 

Total expendtture and “et lending 10.2 12.8 14.3 

Surplus or deficit (-) -1.8 -2.0 0.1 

Hemorandum i terns: 

Total revenue and grants (1”cludLng 

external project grants) 

Total expenditure and net lending 

(lncludlng capital expenditure 

f tnanced through external 

project nld) 

. . 11.4 

Overall deficit (-) 

(broad coverage) 

, . 

. . 

14.1 

-2.8 

17.8 

-2.4 

(In percent of GDP) 

17.4 15.b 16.5 16.9 16.9 

17.2 15.2 lb.1 16.2 16.2 

0.2 n.2 0.4 0.7 0.7 

lb.4 

21.7 

-3.3 

19.7 17.6 19.1 1a.9 

22.9 20.4 

-3.2 -2.8 

21.9 21.5 

-2.9 -2.6 

Sources: Data provided by the Ghanaian authorttles; and staff estimates and projections. 

I/ The budget coverage excludes capttal expendtture financed through external project aid, and the corresponding 

grants and loans. 

y Provlslo” for redeployment, retraLnl”g, and relocation, comprising both current and capital expenditure. 



- 16 - 

In addition to raising revenue, the tax reforms planned by the 
authorities will be directed at removing the distortions that hamper 
economic efficiency and at improving equity. To promote work incentives 
and tax compliance, the reform of the personal income tax system will 
involve further reductions in marginal and average effective tax rates 
from their present high levels. At the same time, to protect revenue, 
the taxable base will be expanded both through the integration of 
different sources of income and the more effective taxation of cash and 
in-kind allowances. The authorities also plan to reduce the company 
income tax rate and to adjust depreciation and other allowances for past 
inflation so as to promote investment. The Investment Code will be 
modified to limit incentives to a relatively few but critical invest- 
ments in order to contain losses in revenue. A major objective of the 
incentive-oriented tax reforms will be to raise the relative share in 
revenue of taxes on goods and services. The authorities therefore 
intend to rely more on the domestic sales tax and to raise excise duties 
progressively on alcoholic beverages, tobacco, and petroleum products, 
with the exception of kerosene which features heavily in the consumption 
pattern of low-income groups. Much of the projected revenue increase 
will be generated through a reform of the sales tax, which currently 
operates at a level far below its potential. The sales tax, which is 
presently levied only at the manufacturer’s level, will be expanded to 
include wholesale trade, while current exemptions will be reduced. To 
further improve production incentives, the dependence of the revenue 
system on taxes on international transactions, particularly on the 
volatile cocoa export tax, will be reduced. As already mentioned, apart 
from progressively reducing the cocoa export tax burden by raising 
producer prices, the authorities intend to examine the feasibility of 
eventually replacing the cocoa export tax by an agricultural income tax. 

Efforts initiated in 1985 and 1986 to improve tax administration 
have already borne fruit in a marked increase in income tax collec- 
tions. While continuing these efforts in the area of income taxes, the 
authorities intend to emphasize the overhaul of the weak sales tax 
administration. Elements of the tax administration reform program 
include more comprehensive and efficient taxpayer registration, collec- 
tion, and assessment procedures, as well as improvements in staffing, 
training, and work facilities. 

The present pattern of government expenditure does not accord well 
with the objectives and priorities of the authorities, while budgeting 
and associated systems reveal a number of weaknesses. Reforms in this 
area will thus emphasize not only the reallocation of expenditure in 
favor of the requirements of structural adjustment but also the 
strengthening of expenditure controL and monitoring. Drawing on the 
recommendations of recent Fund technical assistance in the area of 
budgeting, beginning in 1988 the budgetary coverage will be expanded to 
include capital expenditure financed through external project aid. The 
planning machinery will also be strengthened, while improvements will be 

effected in the monitoring and implementation capacities of the Ministry 
of Finance and Economic Planning. 
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The authorities plan to develop expenditure norms and apply appro- 
priate guidelines for the allocation of recurrent expenditure in various 
sectors, especially agriculture, health, and education, so as to provide 
necessary services in a more cost-effective manner. At the same time, 
during 1987-89 steps will continue to be taken to reduce the size of the 
civil service, which remains overstaffed at the lower levels, by about 
45,000, or 15 percent. Implementation of this redeployment policy will 
help provide some leeway to increase further average salaries in real 
terms in order to attract and retain well-qualified personnel, especial- 
ly at the higher Levels of the civil service, while keeping the wage 
bill in the range of 5-6 percent of GDP. The implementation of addi- 
tional cost recovery measures is expected to further reduce subsidies 
and net lending to state enterprises and other public entities, thereby 
freeing resources for higher priority items. 

In the past, the planning and implementation of public investments 
were subject to major weaknesses, with allocations made largely on an ad 
hoc basis Leading both to waste and frequent stoppages. The situation 
has now been considerably improved with the formulation of the public 
investment program (PIP) for 1986-88, which was endorsed by donors at 
the meeting of the Consultative Group for Ghana in May 1987. The main 
thrust of the PIP, which covers some 80 percent of the capital outlays 
of the Government and the major parastatals, is to alleviate the basic 
structural weaknesses in the economy, especially in the areas of 
economic and social infrastructure. Thus, major emphasis is being 
placed on the rehabilitation of existing infrastructure, notably in the 
transport sector, which is critically needed to sustain the economic 
recovery. Of the total planned investment of t 178.7 billion, about 
42 percent is allocated to transport infrastructure, 20 percent to the 
power sector, 33 percent to agriculture, mining, and industry, and 
5 percent to the social sectors, mostly health and education (Appen- 
dix V). To protect the public investment strategy against possible 
funding constraints, a core of about 20 projects, accounting for 40 per- 
cent of the Government’s 1987 development budget, has been identified. 
The core investment program focuses on agricultural support services, 
transport rehabilitation, road maintenance, and the completion of health 
stations. Preparations are under way to roll over the PIP for 1986-88 
to cover 1988-90. On the basis of current projections, public invest- 
ment, which rose from the equivalent of 4 percent of GDP in 1984-85 to 
an estimated 6 percent in 1986, is expected to reach 10 percent in 1990. 

4. State enterprise reform 

State enterprises play a major role in virtually all sectors of the 
economy. However, their performance has been characterized, for the 
most part, by low productivity and large financial losses that have 
placed a heavy managerial and financial burden on the Government. In 
view of this, a two-year plan of corrective action has been prepared by 
the authorities, with World Bank and UNDP assistance, involving three 
key elements: an overall policy framework for dealing with the problems 
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of the state enterprise sector; a divestiture program; and a strengthen- 
ing of state enterprise management, as welt as of the Government’s 
monitoring of state enterprise performance. 

In the context of the overall policy framework, guidelines are 
being established clearly defining conditions of state enterprise access 
to government resources with a view to reducing such access. Moreover, 
procedures wilt be introduced shortly to ensure that all investments by 
enterprises which receive budgetary support meet the financial criteria 
for inclusion in the public investment program, and that close surveil- 
lance is maintained on the conditions of borrowings for these invest- 
ments. To restore financial discipline, cross debts and arrears within 
the public sector will be cleared as soon as feasible. To deal with the 
problem of overstaffing, the Government has imposed a freeze on new 
hiring by state enterprises, and a labor redeployment policy for the 
sector as a whole is under preparation. 

As regards the divestiture program, 30 state enterprises have 
already been identified for outright sale, conversion to joint ventures, 
or liquidation. Additional enterprises will be identified as studies 
under way are completed. 

To better monitor and evaluate the performance of state enter- 
prises, the Government has restructured the State Enterprises Commis- 
sion. Three-year corporate plans will be prepared by individual enter- 
prises, and performance agreements will be concluded with the Government 
according to an agreed upon schedule. 

5. Monetary policy and financial sector reforms 

The attainment of the inflation and balance of payments objectives 
of the program requires a tight control on the overall expansion of 
domestic credit. The program thus provides for a substantial slowdown 
in the growth of net domestic assets of the banking system in relation 
to the broad money stock, from a high of 50 percent in 1986 to 9 percent 
in 1990 (Table 5). Nevertheless, in view of the Government’s sizable 
net repayments to the banking system during 1987-90, the program allows 
credit to the rest of the economy (excluding financing of the operations 
of the Cocoa Board and other items (net>) to increase broadly in line 
with the projected growth in nominal GDP. The program also provides for 
additional measures to mobilize domestic savings and to foster financial 
deepening. In this regard, policy and institutional measures aimed at 
restoring full confidence in the banking system, strengthening financial 
institutions, and improving the efficiency oE financial intermediation 
are expected to promote the holding of cedi-denominated financial 
assets. This would permit a continuation of the decline in the velocity 
of broad money observed since 1983, albeit at a much slower pace, 
averaging 3 percent annually during 1987-90. 
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Table 5. Gham: Mawary Survey, 1984-88 

(In billions of cedis; end of period) L/ 

1984 1985 1986 1987 RJ2VlS.d 1987 1988 
Mardi JUIE June 1987 Sept. Dec. MVCh Jrlne 

Pm& Act. Pro& Act. m Prog. 
--- 
Prog. prop. Pro& 

Net foreign assets 2f -31.4 -48.7 

Net damstic assets 

Claim on kvermmt (net) 
coca? financing 
credit to the rest of 

the ecnnmy 
Other item (net) 

39.9 67.1 

24.2 27.2 
3.6 El.6 

Revaluation accamt 

Broad mxley 

13.7 26.0 
-1.6 0.4 

29.9 41.9 

35.3 56.3 

hey 21.4 44 .o 
~i-rmney 7.9 12.3 

Camterpart to SDR allocations 3.1 4.0 

&IllxandLnn item: 

GDP at market prices 
(Percentage change) 

Velocity (GDP rel;rtive to IQ) 
Percentage &ange in net 

dawstlc assets 41 
Percentage change in credit 

to the rest of the 
econw 41 

270.6 373.0 511.4 
(47.0) (37.9) (37.1) 

7.7 6.6 5.9 

. . . 68.2 49.7 

. . . 89.4 

-130.7 

95.1 

29.6 
16.9 

42.7 
5.8 

133.1 

86.4 

65.8 
20.6 

11.1 

29.8 

-l27.1 

96.0 

30.1 
14.7 

44.3 
6.8 

L33.1 

90.9 

. . . 
. . . 

ll.l 

. . . 

(...I 
. . . 

. . . 

. . . 

-U4.2 

95.3 

29.5 
14.7 

44.1 
7.0 

133.1 

93.1 

68.5 
24.6 

ll.l 

. . . 

C...) 
. . . 

. . . 

. . . 

-Lx.9 

92.2 

27.1 
6.2 

52.0 
6.8 

133.1 

92.3 

. . . 

. . . 

11.1 

. . . 

(...I 
. . . 

. . . 

. . . 

-114.8 -l32.9 

92.4 91.9 

27.1 26.5 
6.2 6.2 

51.2 51.8 
0.0 7.4 

133.1 151.8 

99.7 99.7 

70.1 70.1 
29.5 29.5 

11.1 11.1 

. . . 

(...I 
. . . 

. . . 

. . . 

. . . 

(...I 
. . . 

. . . 

. . . 

-124.8 

87.0 

25.5 
- 

54.1 
7.4 

151.8 

M.9 

. . . 

. . . 

11.1 

. . . 

(...) 
. . . 

. . . 

. . . 

-126.8 -123.6 

106.3 107.6 

23.5 23.9 
21.7 20.0 

53.7 55.3 
7.4 8.4 

L51.8 151.R 

l20.5 124.7 

. . . 

. . . 

11.1 

698.8 

(3fj.2) 
5.8 

l3.0 

. . . 

..a 

11.1 

. . . 

12.7 . . . 11.0 

-117.1 

102.3 

21.3 
7.3 

65.4 
8.4 

151.8 

125.9 

. . . 

. . . 

11.1 

849.4 

sauces : Data provided by the Man authorities; at-d staff estimates. 

l-/ Totals my not mtch additions due to ramding. 
21 The revised base reflects adjusmnts oE net foreign assets at the exchsng rate prevailing at the end of June 1987 and minor reclasst- 

fiGti0n.s of itens in the accamts of the mmetary authorities. 
3/ Curing the period tkcmter 1986Jme 1987, -red at the emhange rate premiling at the end of k-z&r 1986; thereafter, masured 

at-the end of June 1987 exchange rate. 
4/ In percent of bread mmey at the beginning of the period. - 
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To encourage financial institutions to attract resources and chan- 
nel them to the most productive sectors, the Government has Liberalized 
virtually all interest rates, as described below. As a further means of 
fostering market-determined interest rates, an auction market for 
treasury bills will be introduced shortly. Moreover, in order to 
develop an active money market, a discount house will be established. A 
securities market to deal in equity and long-term debt instruments will 
also be activated. 

The Bank of Ghana intends to loosen controls on sectoral credit 
allocation and to rely more on instruments of indirect credit control, 
including management of the monetary base, as soon as feasible. The 
Bank of Ghana will also develop instruments to monitor and supervise the 
banking system more effectively. The authorities are particularly 
concerned about the liquidity and capital inadequacy problems of the 
development banks, which stem largely from weaknesses in management, 
difficulties in loan recovery, and the large adjustments in the exchange 
rate. On the basis of a financial sector study undertaken with World 
Bank assistance, recommendations for appropriate corrective actions, 
including their full costing, will be worked out by the end of 1987. In 
view of the tight government budgetary position, the authorities expect 
that financing of the necessary reforms will be obtained mostly from 
external sources on concessional terms. 

6. External sector policies and outlook 

As indicated at the outset, a key element of the ERP was the 
progressive movement toward a realistic and flexible exchange rate, 
coupled with the liberalization of the exchange and trade system. After 
a period of managed adjustment of the official exchange rate, the 
authorities adopted the current system under which the rate is deter- 
mined in the context of the weekly auction, and the experience with the 
auction has so far been satisfactory. At the same time, access to the 
auction has been gradually widened, while efforts have been continued to 
increase the surrender of foreign exchange to the official banking 
system. 

Under the program for 1987-90, the authorities intend to pursue 
this process of exchange and trade Liberalization, with a view to 
achieving complete Liberalization of current account transactions by the 
end of June 1990. The auction market rate has depreciated significantly 
since June 1987 to C!! 175 per U.S. dollar, the latest weekly rate. At 
the same time, the spread between the auction market and parallel market 
exchange rates has narrowed, but it is still of the order of 30 per- 
cent. As the liberalization process continues, a further narrowing of 
the spread is expected. While making efforts to ensure a smooth 
functioning of the auction system, the authorities intend to encourage a 
gradual increase in the role of commercial banks and other authorized 
dealers in the mobilization and sale of foreign exchange. The enhanced 
role of commercial banks and other authorized dealers should help 
promote greater efficiency and speed in foreign exchange transactions. 



- 21 - 

The authorities are committed to taking further measures to promote 
exports, including streamlining the procedures for waiving or reimburs- 
ing taxes on imports used in production for export, improving export 
firms’ access to working capital, and strengthening the Export Promotion 
Council. Further efforts will be made under the program to identify 
additional promotion measures, especially for nontraditional exports. 

Although Ghana’s tariff structure provides a relatively uniform and 
moderate level of protection, with most rates being in the range of 
20-30 percent, some distortions are caused by the incidence of other 
taxes on domestic production and imports. For this reason, a program of 
measures to reform domestic taxes has been initiated, the first stage of 
which was contained in the 1987 budget. In addition, the structure and 
level of the tariff system need to be examined in light of the exchange 
rate changes. Therefore, a comprehensive review of the tariff system is 
being undertaken to examine the levels of effective protection, and, if 
warranted, revisions in the tariff structure will be put in place during 
the program period. 

With the effective implementation of the program, Ghana’s external 
payments position is expected to continue to improve over the medium 
term. The improvement which now seems the most probable is depicted in 
the base-line scenario of the balance of payments underlying the policy 
framework paper and the program to be supported by the proposed extended 
arrangement and the SAF (Table 6). This suggests that Ghana could 
attain a viable external payments position by the end of 1990, while 
sustaining import levels consistent with the targeted growth of real 
GDP. It should be stressed, however, that the balance of payments 
outlook is sensitive to changes in the external environment and in 
domestic adjustment policies. For this reason, alternative scenarios 
for the balance of payments are also discussed below. 

Under the base-line scenario of the balance of payments, export 
prices of cocoa beans are expected to recover only marginally during the 
program period, from US$2,208 per ton in 1987 to US$2,266 per ton in 
1990, which is less than the assumed increase in import prices. As a 
result, following a 7 percent decline in Ghana’s terms of trade that is 
projected for 1987 on account of the already observed drop in cocoa 
prices, a further cumulative deterioration in the terms of trade of 
about 8 percent is projected for 1988-90. In volume terms, cocoa 
exports are expected to increase by 5 percent annually, reaching the 
1982 level of 239,000 tons, which is the recent peak, around 1990-91. 
Exports of most other commodities are projected to grow by about LO per- 
cent annually, although exports of gold and timber art: expected to 
increase more rapidly. The gold and timber sectors have benefited from 
considerable rehabi? itation efforts with substantial external 
assistance, and recent performance lends support to the assumption that 
they can sustain the growth momentum. Consistent with growth targets 
for real GDP, imports are expected to increase by about 5 percent per 
annum in real terms. It is assumed that the ongoing Liberalization of 
the exchange and trade system, supported by an appropriate tariff 
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Table 6. Ghana: Balance of Payments, 1984-911/ 

(In mllllons nf U.S. dollars) 

1984 1995 1986 1987 1988 1989 1990 1991 
EBS/87/68 P,Og. Project Lolls Y/ - 

Exports, f.o.b. 
Cocoa beans and products 
Gold 
Timber 
Other 

Imports, f.o.b. 
Oil 
Non-oil 

566.7 532.5 749.3 
381.7 412.0 503.3 
103.3 90.6 106.4 

21.2 27.8 44.1 

60.5 102.1 95.5 

-616.0 -668.7 -733.5 
-161.0 -205.6 -122.6 
-455.0 -463.1 -610.9 

-49.3 - __ -36.3 15.8 

-229.2 -256.8 -290.6 

(-103.0) (-107.9) (-105.3) 

764.0 787.3 870.6 
469.8 493.5 520.7 
131.6 132.2 162.1 

49.9 62.7 82.3 
112.7 98.9 105.5 

-803.3 -841.3 -935.6 - 
-145.8 -161.9 -178.7 
-657.5 -679.4 -756.9 

Trade balance -39.3 

services (net) 
Of which: 

Interest 

-324.9 

(-110.7) 

Private unrequited transFera (net) 73.5 31.9 72.1 52.1 

-54.0 -65.0 

-284.3 -291.2 

(123.3) (-111.6) 

52.4 56.3 

967.4 1,067.5 1,166.0 
551.1 596.2 h?3.5 
197.8 2?2.7 257.Q 
105.8 137.7 156.6 
112.7 120.9 129.7 

.1,026.4 -1,131.7 -1,238.7 
-196.8 -216.7 -238.7 
-829.6 -915.0 -l,ooo.o 

-59.0 -64.2 -71.9 --- 

-309.6 -327.4 -341.3 

(-115.5) (-117.2) (-114.3) 

60.5 65.0 69.8 

‘Current account balance, 
excluding official transfers -205.0 -261.2 -202.7 --- -312.1 -285.9 -299.9 -308.1 -326.6 -343.4 ----- 

OEEictal unrequited transfers (net) 129.7 104.6 lL8.2 162.3 119 .R 162.8 185.9 196 .fl 210.6 

Current aCCO”“t balance, 
lncludin,J official transfers -75.3 -156.6 -84.5 --- -149.8 -166.1 -137 .o -122.2 -129.8 -132.8 -- - - 

Cspltal BCCO”“L 93.3 62.4 20.0 --- 257.8 274.1 262.1 232.2 229.9 250.8 -- -- 

OfElcial capital (net) 
Long-term loans 

Inflows 
Amortization 

Medium-term loans 
Illf lOUS 
Amortlzatlon 

Trust Fund 

186.7 32.1 123.1 
83.6 109.8 226.5 

(133.4) (134.8) (256.7) 
(-49.8) (-25.0) (-30.2) 

104.3 -70.3 -92.2 
(169.5) (152.5) (128.2) 
(-65.2) (-222.8) (-220.4) 

Private capital (net) 
Dlrecc investment 
Supplters’ credits 
Other 

Short-rem capital 

Errors and omissions 

Overall balance 

-1.2 -7.4 

-8.7 5.8 
2.0 5.6 

-10.7 0.2 
-- -- 

-84.7 24.5 

19.2 -23.3 

37.2 -117.5 -- 

-11.2 

266.3 251.6 219.4 192.3 
219.5 230.0 215.5 219.8 

(260.0) (267.1) (251.1) (257.0) 
(-40.5) (-37.1) (-35.6) (-37.2) 

58.5 33.3 15.6 -17.2 
(171.9) (156.8) (177.8) (193.1) 

(-113.4) (-123.5) ( ‘-162.2) (-210.3) 
-11.7 -11.7 -11.7 -10.3 

7.0 8.3 
4.3 4.7 
2.7 3.6 

-- -- 

8.9 42.7 39.9 
4.7 4.7 4.7 
4.2 38.0 35.3 

-- -- -- 

201.9 242.5 
235.7 254.4 

(277.0) (296.3) 
(-41.3) (-41.9) 

-30.6 -11.5 
(209.8) (??7.9) 

(-240.4) (-239.4) 
-3.2 -0.4 

28.0 9.3 
4.7 4.7 

23.3 3.h 
__ -- 

-110.1 -16.9 13.6 -- -- 

7.7 -- 

-56.7 108.0 108 .O 125.r) 110.0 100.0 118.0 -- 

Financing -37.2 117.5 -- 56.7 -108.0 -108.0 -125.0 -110.0 -100.0 -1lR.O - - 

Net foreign assets 
Assets 
IMF (net) 

Purchases 
Borrovlng under the SAF 
Repurchases 

Payments arrears (reduction -) 
Other llabilltles 

Bilateral payments agreements 

-26.9 109.7 
-- 1.0 

213.7 121.8 
217.9 121.8 

-- -- 

-4.2 -- 
-207.8 -56.7 

-32.8 43.6 
-10.3 7.0 

66.1 -120.0 -120.0 -125.0 
-16.9 -16.9 -25.9 6.9 

16.1 -18.6 -17.1 -44.5 
37.6 90.0 91.5 127.8 

-- 52.3 52.3 78.4 
-21.5 -160.9 -160.9 -250.7 

-3.7 -26.0 -26.0 -48.4 
70.6 -58.5 -51.0 -39.3 
-9.4 12.0 12.0 -- 

-110.0 
-14.9 
-46.7 

89.1 
35.3 

-171.7 
-48.4 

-- 

-1no.o -118.0 
-12.6 -43.3 
-39.0 -74.7 

67.3 _- 
__ -- 

-106.3 -74.7 
-48,b -- 

-_ _- 
-- 

Memorandum items: 

Current account deEicit (-) 
In percent of GDP 

Including official grants 
Excluding offtclal grants 

Debt service ratio 
Including IMF 
Excluding IMF 

Cocoa exports (beans) 
Volume (In thousands of tons) 
price (in US$ per ton) 

-1.0 -2.3 
-2.7 -3.8 

36.2 54.1 
32.1 47.5 

149.6 171.9 
2,351 2,189 

-1.6 -3.9 
-3.8 -8.1 

41.7 53.8 
38.3 27.6 

195.2 210.0 
2,406 2,087 

-3.9 -3.1 -2.6 -2.5 -2.3 
-8.1 -6.8 -6.6 -6.3 -6.0 

54.3 60.6 52.2 44.2 41.5 
2R.2 29. I 32.0 31.9 29.2 

205 .o 215.3 226.0 217 .I 249.2 
2.208 2,214 2,237 2,266 2,296 

sources: Data provtded by the Chanalan authorities; and staff estimates and projections. 

i/ Totals may “ot match additions due to rounding. 
21 Base-line scenario. 
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structure, will ensure the most efficient utilization of available 
foreign exchange resources. Under these assumptions, after increasing 
appreciably to US$286 million in 1987, the current account deficit, 
excluding official grants, is projected to rise only moderately to 
US$327 million in 1990. In relation to GDP, the deficit would drop from 
8.1 percent in 1987 to 6.3 percent in 1990. 

As far as official grants and the capital account are concerned, 
the medium-term outlook hinges on two major assumptions. First, 
external assistance in the form of grants and concessional Loans from 
official multilateral and bilateral development agencies is expected to 
grow by 2 percent in real terms, averaging LJS$436 million annually 
during 1987-90. This is based on the favorable commitments and indica- 
tions about future aid which the authorities received during the meeting 
of the Consultative Group for Ghana in May 1987. In fact, taking into 
account the existing pipeline and anticipated new commitments, official 
grants and concessional loan disbursements could reach US$455 million 
per year. Second, it is expected that commercial Lenders will not 
reduce their exposure in Ghana and will respond favorably to the ongoing 
normalization of the trade and payments regime. As the Bank of Ghana is 
scheduled to eliminate about LJS$L50 million of arrears and other short- 
term liabilities of an exceptional nature owed to foreign commercial 
banks between 1987 and 1990, it is assumed that the banks will channel 
these funds back to the economy by making revolving trade facilities 
available through their domestic affiliates. 

An important element of the Government’s medium-term strategy is a 
graduaL restructuring of the maturity profile of Ghana’s external publ.ic 
debt. During the program period, the authorities will rely Largely on 
official grants and concessional Loans to finance the current account 
deficits and other obligations; recourse to commercial borrowing will be 
strictly limited. Thus, by the end of 1990, it is projected that Long- 
term debt will represent 67 percent of the total external public debt, 
compared with 49 percent at the end of 1986 (Table 7). This restruc- 
turing of the maturity profile of the debt, combined with a sustained 
export recovery, is expected to reduce the debt sevice ratio from a high 
of 60.6 percent in 1988 to 44.2 percent in 1990 and further to 41.4 per- 
cent in 1991. Ghana has discharged its financial obligations to the 
Fund on schedule, and it is expected to continue to do so in the period 
ahead. 

ALthouEh the base-Line scenario of the balance of payments shoT.ls no 
financing gaps over the program period, this does not imply that Ghana 
neither needs nor has the capacity to efficiently absorb more external 
assistance. Indeed, should higher Levels of external assistance become 
available, Ghana’s growth potential could be enhanced further, while 
enabling an increase in gross reserves to a more satisfactory Level. In 
contrast, should the evolution of the key exogenous variables turn out 
to be Less favorable than foreseen in the base-line scenario, signifi- 
cant financing gaps would arise, unl.ess further adjustment measures are 
taken by the authorities to deal with the situation. 
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Table 7. Ghana: External Public Debt and Debt Service, 1986-91 I/ - 

1986 1987 1988 1989 1990 1991 

External public debt (In millions of U.S. dollars; end of period) 

Medium-term debt 
Previously rescheduled 2/ - 
Other 

394.4 
170.8 
223.6 

1,134.g 
391.3 
743.6 

779.1 
747.6 

31.5 

171.4 

2.479.8 

427.7 443.3 426.1 395.5 384.0 
155.3 139.7 123.7 108.2 93.0 
272.4 303.6 302.4 287.3 291.0 

Long-term debt 
Bl lateral loans 
Multilateral loans 

1,364.9 1,580.l 1,800.2 2.035.9 2,290.3 
435.1 471.1 509.3 579.1 654.2 
929.8 1,109-o 1.290.9 1.456.8 1.636.1 

IEIF 
Tranche policies/CFF 
Trust Fund/SAF 

750.3 694.1 637.1 594.9 519.8 
678.2 555.3 473.3 434.3 359.6 

72.1 138.8 163.8 160.6 150.2 

Arrears 145.4 97.0 48.4 -- -- 

Total 2,688.3 2,814.8 2,911.8 3,026.3 3,194.1 

Medium-term debt 
Of which: previously 

rescheduled 

17.1 

Long-term debt 
Of which: multilateral 

loans 

(7.4) 

49.2 

12.0 

(2.9) 

71.7 

EMF 

(32.2) 

33.8 

(51.2) 

16.3 

External public debt service 

(In percent of total; end of period) 3/ - 

16.8 16.3 15.0 13.1 

(6.1) (5.1) (4.3) (3.6) 

53.7 58.2 62.5 57.3 

(36.6) (40.8) (45.1) (48.1) 

29.5 25.5 22.5 19.7 

(In millions of U.S. dollars) 

Principal 283.3 
Long-term 30.2 
Medium-term 220.4 
IMF repurchases 32.7 

356.1 
41.9 

239.4 
74.8 

Interest 
Long-term 
Medium-term 
IMF charges 

Total 

105.3 
28.3 
22.0 
55.0 

388.6 

333.2 460.4 429.5 391.2 
37.1 35.6 37.2 41.3 

123.5 162.2 210.3 240.4 
172.6 262.4 182.0 109.5 

123.3 111.6 115.5 117.2 
30.2 32.4 37.2 43.7 
41.5 34.5 40.5 39.7 
51.6 44.3 37.7 33.8 

456.5 572.0 545 .o 508.4 

114.3 
48.5 
36.5 
29.3 

470.4 

Memorandum i terns : 

Debt service ratios 4/ 
Including IMF - 
Excluding IMF 

47.1 53.8 60.6 52.2 44.2 41.4 
37.8 28.2 29.1 32.0 31.9 29.2 

Sources : Data provided by the Ghanaian authorities; and staff estimates and projections. 

l/ Excluding short-term liabilities of the Bank of Ghana. 

?-/ Originally medium-term debt. 
T/ Excluding external payments arrears. 
Zl In percent of exports of goods and services. 
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In view of the sensitivity of the balance of payments to changes in 
the external environment and in domestic adjustment policies, three 
alternative scenarios have been prepared (Table 8) to illustrate the 
effects of Lower cocoa export prices (Scenario A), higher oil import 
prices (Scenario B), and Lower export volume growth due to a weakening 
of the adjustment effort or a slow down in the pace of rehabilitation in 
certain sectors (Scenario C). In Scenario A, it is assumed that cocoa 
export prices will be lower than in the base-Line scenario by about 
US$300 per ton throughout the projection period. Under these condi- 
tions, there would be a cumulative financing gap of US$226 million 
during 1988-90. In Scenario B, Oil import prices are some US$5 per 
barrel higher than in the base-Line scenario, resulting in a cumulative 
financing gap of US$125 million over the same period. The projected 
debt service ratios in Scenarios A and B are 3-5 percentage points 
higher than in the base-Line scenario, but would be significantly higher 
if the financing gaps were to be covered through additional borrowing on 
commercial terms. It may be recalled that the base-line scenario 
assumes that the strong export growth registered in recent years can be 
maintained, which is predicated on the vigorous implementation of the 
structural reform program. The growth in exports is expected to be led 
by a particularly strong expansion in the gold and timber sectors. To 
illustrate the sensitivity of the projections to lower export growth, 
Scenario C assumes that export volume will increase at an annual rate of 
only 4.7 percent, compared with 8.4 percent in the base-line scenario. 
This would entail a rapidly increasing and unsustainable financing 

gap. However, it should be noted that these scenarios are symmet- 
rical. Therefore, to the extent that cocoa export prices turn out to be 
higher than assumed in the base-Line scenario, or oil import prices 
lower, or export volume growth more pronounced, the balance of payments 
outturn would be more favorable than that depicted in Table 6. 

V. The Adjustment Program for 1987-88 

Consistent with the medium-term framework of the program, the basic 
objectives for the period immediately ahead are: (a> to achieve a real 
rate of economic growth of about 4 percent in 1987 and 6 percent in 
1988; (b) to contain the average annual rate of inflation (as measured 
by the consumer price index) to 35 percent in 1987 and 15 percent in 
1988; and (c> to generate an overall balance of payments surplus of 
US$LO8 million in 1987 and US$125 million in 1988. To these ends, as 
indicated in the Letter of intent (EBS/87/207), the Government will 
continue to place emphasis on removing the structural impediments to 
economic growth, while restraining aggregate demand to a level compat- 
ible with available resources. A summary of the basic assumptions, 
targets, and policy content of the adjustment program for 1987-88 is 
provided in Appendix VI. 
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Table 8. Ghana : Medium-Term Outlook of the Balance 
of Payments, Alternative Scenarios, 1987-91 

1987 1988 1989 1990 1991 

Base-line scenario L/ 

Cocoa export price 11 2,208 2,219 2,237 2,266 2,296 
Export volume growth A/ 8.0 8.5 8.9 7.7 7.7 
Petroleum import price G/ 19.0 20.0 20.9 22.0 23.1 
Import volume growth A/ 9.9 6.0 4.6 5.1 5.1 

Current account to GDP 31 
- Debt service ratio L/ 

Financing gap/ 

-3.9 -3.1 -2.6 -2.5 -2.3 
54.3 60.6 52.2 44.2 41.4 

-- -- -- -- -- 

Cocoa export price 2/ 2,208 1,919 1,935 1,960 1,985 
Export volume growth A/ 8.0 8.5 8.9 7.7 7.7 
Petroleum import price 41 19.0 20.0 20.9 22.0 23.1 
Import volume growth A/ 9.9 6.0 4.6 5.1 5.1 

Current account to GDP A/ -3.9 -4.8 -4.2 -4.0 -3.6 
Debt service ratio 51 54.3 65.5 56.2 47.5 44.4 
Financing gap 6-f - -- 71.0 75.0 80.0 85.0 

Cocoa export price L/ 2,208 2,219 2,237 2,266 2,296 
Export volume growth 21 8.0 8.5 8.9 7.7 7.7 
Petroleum import price 41 25.0 26.2 27.5 28.9 30.3 
Import volume growth 21 9.9 6.0 4.6 5.1 5.1 

Current account to GDP 31 -3.9 -4.1 -3.7 -3.6 -3.2 
Debt service ratio?! 54.3 60.6 54.4 46.4 43.5 
Financing gap A/ -- 23.0 48.3 53.2 58.9 

Scenario A 
(Lower cocoa export price) 

Scenario B 
(Higher petroleum import price) 

Scenario C 
(Lower export volume growth) 

Cocoa export price 21 2,208 2,219 2,237 2,266 2,296 
Export volume growth 3/ 8.0 4.7 4.7 4.7 4.7 
Petroleum import price 4/ 19.0 20.0 20.9 22.0 23.1 
Import volume growth 2/- 9.9 6.0 4.6 5.1 5.1 

Current account to GDP31 -3.9 -3.8 -4.1 -4.6 -4.4 
Debt service ratio Lf 54.3 62.6 55.9 48.7 46.5 
Financing gap / -- 30.7 70.8 106.0 136.2 

Sources: Data provided by the Ghanaian authorities; and staff esti- 
mates and projections. 

l/ Based on the scenario described in the PFP and presented in more 
deTai1 in Table 6. 

21 In U.S. dollars per 
21 In percent. 
&/ In U.S. dollars per 
51 Including the IMF; 
z/ In millions of U.S. 

ton of cocoa beans. 

barrel. 
in percent of exports of goods and serv 

dollars. 
ces. 
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1. Exchange and trade Liberalization 

To improve the incentive framework, the authorities will pursue the 
process of exchange and trade Liberalization that was initiated in 
September-October 1986 with the introduction of the foreign exchange 
auction and the “A” Licensing scheme. In particular, access to the 
auction will continue to be widened progressively. Accordingly, with 
effect from September 14, 1987, about 50 percent in value terms of the 
goods imported under the SIL scheme were moved onto the “A” List. The 
remaining 50 percent will be moved no later than January 31, 1988, when 
only goods on the short negative List of imports will remain excluded 
from “A” Licensing. As goods on the “A” List are eligible for funding 
through the auction, these measures will ensure that Ghana has virtually 
no quantitative restrictions on imports and that foreign exchange to 
cover most imports can be obtained from the official banking system. As 
noted above, the structure and Level of the tariff system are being 
assessed in Light of the changes in the exchange and trade system with a 
view to examining the levels of effective protection. If warranted, 
revisions in the tariff structure will be introduced during the program 
period. 

In addition, the authorities intend to gradually lift restrictions 
on payments and transfers for other current international transac- 
tions. As a first significant step in this direction, all bona fide 
requests for payments related to business travel will be made eligible 
for funding through the official banking system no Later than Janu- 
ary 31, 1988. As a second step, to be implemented at a Later stage, 
foreign exchange to cover transfers of profits and dividends will also 
become available through the official banking system. As specified in 
the letter of intent, understandings on the pace of liberalization of 
current account transactions will be reached with the Fund in the 
context of the annual reviews under the extended arrangement, with a 
view to achieving complete Liberalization by the end of June 1990. 

To increase the resources that are being channeled into the 
official banking system, the foreign exchange regulations have been 
modified so as to reduce the amount of foreign exchange being held in 
retention (and similar) accounts outside this system. Before these 
modifications, about US$137 million or 17 percent of total projected 
export earnings in 1987 were retained by exporters. As of September 14, 
1987, the foreign exchange retention ratio of the timber sector was 
brought down from 20 percent to 5 percent. As of the same date, the 
authorities also initiated steps with a view to reducing the foreign 
exchange retention of the Ashanti Goldfields Corporation from 45 percent 
to 35 percent, and that of the Volta River Authority from 100 percent to 
60 percent. Altogether, these initiatives could increase the foreign 
exchange accruing to the official banking system by US$31 million on an 
annual basis; this compares with earnings retained by exporters under 
various covenants of about US$137 million in 1987, or 17 percent of the 
total. projected export earnings. With a view to further increasing 
foreign exchange inflows to the official banking system, the Government 
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has decided to limit the volume of cocoa exports under bilateral pay- 
ments agreements to about 15,000 tons in 1987 and to some 14,000 tons in 
1988. Although the reduction relative to 1986 is small owing to the 
existence of long-term contracts, it is the authorities’ intention to 
reduce such exports more significantly in the following years. 

While making efforts to ensure a smooth functioning of the auction 
system, the authorities have decided to gradually increase the role of 
commercial banks and other authorized dealers in the mobilization of 
foreign exchange. Commercial banks and other authorized foreign 
exchange dealers are now acting solely as agents of the Bank of Ghana, 
and are required to surrender to the Bank all foreign exchange purchased 
from exporters. Under the new system, they will be allowed to buy from 
the public at a freely determined price foreign exchange arising from 
nontraditional exports and remittances, and to sell foreign exchange to 
importers or other customers who have bona fide requests. Foreign 
exchange receipts from traditional exports will continue to be surren- 
dered directly to the Bank of Ghana, and channeled through the auc- 
tion. As importers would be able to purchase foreign exchange from 
authorized dealers or to bid in the auction, and nontraditional 
exporters would have the choice of surrendering foreign exchange to the 
Bank of Ghana at the auction rate or selling it to the authorized 
dealers, the exchange rates prevailing in both markets should con- 
verge. The modalities of the modifications to the foreign exchange 
market are to be worked out in the coming months in consultation with 
the Fund staff with a view to implementation no later than January 1, 
1988. 

2. Fiscal policy 

AS the first half of the 1987188 program period falls within the 
1987 budget year, fiscal policy for the remainder of this year is deter- 
mined by the 1987 budget. According to the latest available data, the 
1987 budget remains broadly on track, although both total revenue and 
total expenditure and net lending are likely to be lower than originally 
estimated. Thus, the surplus on central government operations, exclud- 
ing capital expenditure financed through external project aid, is 
currently programmed to amount to t 1.3 billion (0.2 percent of GDP) in 
1987, some t 0.2 billion more than initially estimated (Table 4). The 
authorities plan to use this surplus, together with a net inflow of 
nearly t 1 billion of external nonproject aid and some 6 3.2 billion of 
financing from the social security system, to retire d 5.5 billion of 
government debt outstanding to the banking system; t 2.5 billion of such 
debt was repaid during the first half of 1987. As indicated earlier, 
taking account of capital outlays that are financed entirely through 
external project aid, the overall deficit for 1987 is projected at 
2.8 percent of GDP. 

Budgetary revenues for 1987 are projected at t 107.0 billion, 
implying a shortfall of 3 percent from the initial estimate of 
t 110.0 billion. The revenue shortfall has been due to a number of 
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unforeseen developments. Collections of duties on imports have fallen 
well below budgeted levels, owing to a lower-than-projected increase in 
dutiable imports, as well as a shift in their composition to food and 
other low duty items. Moreover, the improvement in sales tax collec- 
tions has been substantially lower than envisaged as a result of admini- 
strative problems encountered following the consolidation of a large 
number of excise duties into the basic structure of the sales tax 
earlier in the year. Cocoa export revenue has also been lower than 
envisaged because of weaker cocoa export prices. However, income tax 
collections, which are benefiting from the overhaul of the income tax 
structure and its administration that was initiated in 1986, are sharply 
above budgeted levels. Nontax revenues are also exhibiting buoyant 
growth, primarily as a consequence of higher royalty payments on gold 
and diamonds, whose export prices have risen. The authorities are 
taking a number of corrective measures to contain the shortfall in 
revenue. The sales tax administrative machinery is being overhauled, 
partly through a reorganization of personnel and the provision of 
increased inputs. Nevertheless, it is expected that more time will be 
needed before the administrative reforms can bear fruit in markedly 
higher sales tax collections. Efforts are also being made to limit the 
shortfall in cocoa export revenue through cuts in the operating costs of 
the Cocoa Board. 

Total expenditure and net lending for 1987 is projected to amount 

le- 

to k 105.7 billion, or 3 percent less than the budgeted outlays of 
6 108.9 billion. This reflects a significant shortfall in capital 
expenditure and net lending, mainly as a result of financing and imp 
mentation difficulties, although the projected outcome will still be 
about 45 percent higher than in the previous year. A shortfall is a 
expected in so-called special efficiency disbursements that involve 
termination benefits, retraining grants, and other payments that are 

Is0 

related to the redeployment of civil servants; this is due largely to 
delays in implementation. In contrast, outlays for maintenance and 
other essential current operations have been increased as a consequence 
of the higher-than-anticipated inflation. Despite pressures to raise 
emoluments, the government wage and salary bill is expected to be kept 
within the budgeted amount of 6 34.6 billion (5.0 percent of GDP), 
representing an increase of 32 percent over 1986. Within this total, 
wages and salaries have been increased more rapidly for employees with 
higher levels of skills. While most details of the compensation package 
for 1987 have been finalized, some resistance has been encountered in 
taxing certain allowances granted to government employees. At the same 
time, the planned redeployment of civil servants has been proceeding on 
schedule; some 6,700 surplus staff have already been removed from the 
payroll this year, and an additional 8,300 will be identified and 
removed from the payroll by the end of October 1987. This would reduce 
the overall size of the civil service by 5 percent for the year as a 
whole to about 315,000 in keeping with program objectives. 
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The authorities are committed to using the budget as a principal 
instrument for mobilizing domestic resources. Given the assumptions for 
the key exogenous variables, it should be possible to increase revenue 
by about 31.0 percent in 1988, which would raise the ratio of revenue to 
GDP from 15.4 percent to 16.5 percent. Despite some planned downward 
adjustments in top marginal income tax rates, increases in personal 
allowances, a reduction in the company income tax rate, and more 
generous depreciation provisions, income tax collections are projected 
to grow appreciably. This assumes a continuation of policies success- 
fully initiated in 1986 to reform income tax administration, as well as 
a positive response of taxpayers to the equity- and efficiency-oriented 
restructuring of the income tax. A substantial revenue gain is also 
expected from the planned aggregation of different sources of income and 
the introduction of taxation on various allowances. The bulk of the 
expansion in revenue in 1988 is projected to accrue from taxes on goods 
and services, as the authorities plan to increase excise duties on 
alcoholic beverages and tobacco and to complete the first stage in the 
overhaul of the sales tax administration. Furthermore, to avoid the 
emergence of an overall subsidy on petroleum products and to generate 
additional revenue, retail prices of these products will be adjusted in 
the light of developments in oil import prices and financing arrange- 
ments. Steps to broaden the sales tax base that include the conversion 
of the sales tax on imports to a duty-inclusive basis are also expected 
to contribute substantially to revenue growth. 

Total expenditure and net lending are currently projected to 
increase by about 29 percent in 1988 to the equivalent of 16.1 percent 
of GDP, compared with 15.2 percent of GDP in 1987. The 1988 compensa- 
tion package, which will need to take into account prospective income 
tax adjustments with respect to allowances and their taxation and the 
erosion of real incomes due to inflation, remains to be fully worked 
out. However, the authorities have indicated that they intend to keep 
the wage and salary bill in 1988 within the range of 5-6 percent of 
GDP. To this end, an additional 15,000 civil servants will be redeploy- 
ed, which will allow for an incentive-oriented improvement in salaries, 
especially for the better qualified civil servants. An increase of 
19 percent is projected for operating and maintenance outlays, which 
takes into account not only the large expansion programmed for 1987 but 
also a number of cost-effective adjustments to promote the Government’s 
rehabiLitation and other priorities, notabLy in the areas of agricuL- 
ture, health, and education. The bulk of the expenditure growth in 1988 
is projected to occur in the area of capital expenditure and net lend- 
ing, which increases by 64 percent to t 29.7 billion. A substantial 
increase is also projected in special efficiency disbursements as the 
redepLoyment exercise gathers momentum. 

State enterprise reform 

In accordance with the two-year plan of action prepared by the 
authorities, major steps will be taken to restructure and rationalize 
the state enterprise sector. Of the 30 state enterprises that have been 
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identified for outright sale, conversion to joint ventures, or liquida- 
tion, by the end of 1987 the authorities plan to offer five of these 
enterprises for sale, 11 while liquidation proceedings will be initiated 
for an additional five-(mostly inactive) enterprises. 2/ In 1988 the 
divestiture program will be accelerated, with the rema:ning 20 enter- 
prises being fully or partially sold or liquidated. 

As regards the enterprises remaining in the Government’s portfolio, 
intensified efforts will be made to improve their operations and finan- 
cial position, with primary attention being given to 14 major enter- 
prises 31 that have a significant impact on the government budget. 
These enterprises are being required to prepare three-year corporate 
plans, on the basis of which performance agreements will be concluded 
with the Government. It is expected that by the end of 1987, 10 of the 
14 enterprises will have completed corporate plans approved by their 
boards of directors and sectoral ministries ; and performance agreements 
will be drafted for 4 of the 10 enterprises. As indicated earlier, to 
restore financial discipline, the Government has decided that cross 
debts and arrears within the public sector should be cleared as soon as 
feasible. Such debts and arrears for the 14 major enterprises have 
already been identified, and it is expected that a plan for their 
orderly liquidation within the existing financial objectives will be in 
place by the end of October 1987. 

As overstaffing is a serious problem affecting most state enter- 
prises, a redeployment policy for the sector as a whole is under prepa- 
ration. Estimates of the costs involved, as well as a financing plan, 
are to be completed shortly. In the meantime, the authorities have 
imposed a freeze on new hiring, and a reduction of 5 percent per year in 
staffing is targeted for 1987-88. 

4. Monetary and credit policies 

Monetary and credit policies for 1987 and 1988 have been designed 
to reduce inflation and achieve the targeted improvement in the balance 
of payments position. Accordingly, the growth of net domestic assets of 
the banking system in relation to the broad money stock at the beginning 
of the period will be reduced from the high of 50 percent in 1986 to 

l/ Those currently envisaged are: Neoplan (Ghana) Ltd., State 
Fishing Corporation, State Hotels, Tema Shipyard and Drydocks, and 
Willowbrook (Ghana) Ltd. 

21 Gava Farms, G.E.A. and Associates, Ghamot Enterprises, Ghamot 
Textiles, and Kwahu Dairy Farms. 

31 Electricity Corporation, Ghaip (refinery), Ghana Airways 
Corporation, Ghana National Petroleum Corporation, Ghana Oil Company, 
Ghana Ports Authority, Ghana Railways Corporation, Ghana Supply 
Commission, Ghana Water and Sewer Corporation, Posts and Telecommunica- 
tions, State Gold Mining Corporation, State Shipping Corporation (Black 
Star Line), State Transport Corporation, and Volta River Authority. 
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13 percent in 1987 and further to 10 percent in 1988. In view of the 
Government's net repayments to the banking system, the program would 
allow credit to the rest of the economy (excluding financing of the 
operations of the Cocoa Board and other items (net)> to increase broadly 
in line with the projected growth in nominal GDP. However, private 
sector credit for the second half of 1987 would be temporarily 
constrained, in view of the need to slow the high rate of inflation that 
prevailed during the first half of the year. Bank financing of the 
operations of the Cocoa Board is programmed to rise by 28 percent in 
1987 and 18 percent in 1988, consistent with the projected increases in 
the crop and in producer prices. The projections also take into account 
the cost-saving measures being implemented by the Cocoa Board. 

The quarterly phasing of the programmed credit expansion is based 
on the expected evolution of government receipts and expenditures, the 
seasonal financing needs of the Cocoa Board, which are at their peak 
level in the last quarter of the year, and the projected movements in 
the net foreign assets of the banking system. Accordingly, as shown in 
Table 9 on the proposed quantitative performance criteria, net domestic 
assets of the banking system, which amounted to ti 91.9 billion at end- 
June 1987 (revised base), will not exceed e 87.0 billion at end- 
September 1987 and ti 106.3 billion at end-December 1987; net claims on 
the Government, which amounted to t 26.5 billion at end-June 1987 
(revised base), will not exceed e 25.5 billion at end-September 1987 and 
t 23.5 billion at end-December 1987; and bank financing of the opera- 
tions of the Cocoa Board, which amounted to i? 6.2 billion at end-June 
1987, will be nil at end-September 1987 and will not exceed ti 21.7 
billion at end-December 1987 (the latter is based on projected domestic 
purchases of 155,000 tons of cocoa beans). Furthermore, for each of 
these items, indicative targets have been established for end-March 1988 
and end-June 1988, as specified in Table 9. 

To promote the mobilization of financial savings and their alloca- 
tion to the most productive sectors, with effect from September 17, 
1987, maximum lending rates and minimum deposit rates were abolished, 
except for the minimum savings rate which has been temporarily 
maintained at 21.5 percent to establish an adequate floor to the overall 
structure of deposit rates. As a further means of achieving market- 
determined interest rates, a weekly auction for treasury bills will be 
introduced shortly. The auction will replace the existing mechanism for 
selling treasury bills to the commercial banks, which is based on 
allocations in relation to the stock held by each bank. The discount 
rate emerging from the auction will provide guidance to the Bank of 
Ghana in determining its rates for lending to the commercial banks. 

In order to develop an active money market, the commercial banks, 
with participation of the Bank of Ghana, will start operation of a 
discount house by November 30, 1987. The discount house will deal in 
treasury bills, bankers' acceptances, cocoa bills, government bonds, and 
other financial instruments in the secondary market. Discount rates 
will be freely determined on the basis of money market conditions. 
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Table 9. Ghana: Quantitatfve Performance Criteria and Indicative Targets, March 1987-June 1988 

1987 1988 
March June June Sept. 2/ Dec. 2/ March 

prog. Act. 
/ June 3/ 

Prog. Act. Rev. 
TizFg 

(In billions of cedis; end of period) 

Net domestic assets of 
the banking system 96.0 95.9 92.2 92.4 91.9 87 .O 106.3 107.6 102.3 

Net claims on the Government 
by the banking system 

Bank financing of the opera- 
tions of the Cocoa Board A/ 

30.1 30.1 27.1 27.1 26.5 25.5 23.5 23.9 22.1 

14.7 14.7 6.2 6.2 6.2 -- 21.7 20.0 13.3 

(In millions of U.S. dollars; end of period) 

Net foreign assets of the 
Bank of Ghana (excluding 
bilateral accounts) I/ 

External payments arrears 

-861.8 -831.4 -820.5 -807.7 -807.7 -738.8 -757.4 -727.4 -697.4 

165.0 164.5 158.5 154.6 154.6 151.6 145.5 135.5 125.5 

New nonconcessional external 
loans contracted or guar- 
anteed by the Government 
(cumulative on a calendar 
year basis) / 
1. 1-12 years’ maturity 
2. l-5 years’ maturity 

85.0 22.5 85.0 22.5 22.5 85.0 85.0 85.0 85.0 
60.0 22.5 60.0 22.5 22.5 60.0 60.0 60.0 60.0 

Sources: Letters OF intent of the Ghanaian authorities of March 25, 1987 and September 18, 1987; and data 
provided by the Ghanaian authorities. 

L/ The revised base reflects adjustments of net Foreign assets at the exchange rate prevailing at the end of 
June 1987 and minor reclassifications of items in the accounts of the monetary authorities. 

L/ Performance criteria. 
21 Indicative targets. 
A/ Defined as gross financing of Cocoa Board operations by the banking system. 
+I Defined on the assets side as holdings of gold, SDRs, foreign currency and securities, disposable balances 

with correspondent banks, and cash collateral under the oil financing facility; funds sold in the auction but not 
transferred to the successful bidder or his bank will be excluded. On the liabilities side, they comprise use of 
Fund resources (including the SAF), external payments arrears, and.all other foretgn liabilities of the Bank of 
Ghana, except those to official export credit agencies. SDRs will be converted into U.S. dollars at the 
accounting rate of USS1.20 per SDR in 1987. 

6J In 1987, includes borrowing by the Bank of Ghana from official export credit agencies; but excludes any 
rescheduling, borrowing under the Standard Chartered oil financing facility, and refinancing of the Standard 
Chartered US$75 million credit and of the Union Bank of Switzerland US$40 millton credit to the Bank of Ghana 
that were outstanding by the beginning of 1987. 
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While credit policy is now largely based on direct controls and a 
detailed sectoral allocation of credits, the Bank of Ghana will develop 
a more active system of indirect credit controls through its lending 
policy to the commercial banks and intervention in the money market. 
For this purpose, a system of timely monitoring of cash and liquidity 
reserve developments is being put in place, which, ultimately, could 
obviate the need for imposing direct credit controls on the banking 
system. With respect to the sectoral credit guidelines, the Bank of 
Ghana intends to gradually reduce the number of subceilings so as to 
improve the efficiency of credit operations. Major steps in this direc- 
tion will be taken in early 1988. 

5. Balance of payments and external debt 

With the implementation of the policies and measures described 
above, the balance of payments is expected to register a major 
turnaround in 1987, enabling a substantial reduction in the net foreign 
liabilities of the Bank of Ghana. In view of the estimated 8 percent 
decline in export prices of cocoa, export earnings from cocoa are 
projected to decrease by almost 2 percent. Nevertheless, as a result of 
the continued growth in gold and timber exports, total export earnings 
are projected to rise by 5 percent. Meanwhile, imports are expected to 
increase by about 15 percent, mainly because of an appreciable expansion 
of externally financed investments. Thus, despite a reduction in net 
service payments, the current account deficit, excluding official 
grants, is projected to widen from US$203 million in 1986 to US$286 
million in 1987, or from the equivalent of 3.8 percent of GDP to 
8.1 percent of GDP, respectively. 

This shift in the current account, however, will be more than 
compensated by an improvement in the capital account of the order of 
US$254 million in 1987. A major factor behind this improvement is the 
decline in amortization payments on official medium-term debt by US$97 
million, owing to an even larger drop in payments under the oil 
financing facility. Since Ghana’s oil imports are financed under a one- 
year revolving credit facility with a foreign commercial bank, the full 
balance of payments impact of the decline in oil import prices in 1985- 
86 is being felt in 1987. Another important factor behind the improve- 
ment is a sharp turnaround in short-term capital movements, reflecting 
essentially a net reduction in the value of revolving suppliers’ credits 
and shifts in a special deposit account of the Government with a foreign 
commercial bank. In 1986 an additional US$30 million from two World 
Bank program credits was deposited in this account to facilitate 
reimbursement of funds that had been sold in the auction to importers 
eligible for such financing. This deposit, which was recorded as a 
capital outflow in 1986, will not recur in 1987. Finally, official 
long-term loan disbursements are projected to rise further in 1987. 

As already mentioned, during the first half of 1987, the balance of 
payments registered an overall surplus of US$70 million. For 1987 as a 
whole, the overall surplus is expected to reach US$108 million, which 
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contrasts markedly with the overall deficit of US$57 million in 1986 and 
US$118 million in 1985. This surplus will permit reductions in certain 
liabilities to commercial banks of US$51 million, in external payments 
arrears of US$26 million, and in Fund credit of US$17 million. After 
accounting for the planned reduction in net claims under bilateral 
payments agreements of US$12 million, an increase in gross reserves Of 

US$26 million is envisaged in 1987. Accordingly, as indicated in 
Table 9, the net foreign assets of the Bank of Ghana, which stood at 
minus USS807.7 million at end-June 1987, will not be less than minus 
USS738.8 million at end-September 1987 and minus US$757.4 million at 
end-December 1987. Furthermore, indicative targets for the Bank's net 
foreign assets for end-March 1988 and end-June 1988 have been estab- 
lished. In this context, external payments arrears will be reduced from 
USS154.6 million at end-June 1987 to USS151.6 million at end-September 
1987 and USS145.5 million at end-December 1987. Indicative targets for 
such arrears for end-March 1988 and end-June 1988 have also been set. 

Consistent with the medium-term objective of restructuring the 
maturity profile of the external public debt, recourse to commercial 
borrowing will be strictly limited in 1987 and beyond. In particular, 
as shown in Table 9, contracting of government and government-guaranteed 
external loans on nonconcessional terms in the l-12 years’ maturity 
range will be Limited to US$SS.O million in 1987, with a subceiling on 
the l-5 years' maturity range of USS60.0 million. On an indicative 
basis, the debt ceilings in 1988 will be the same as in 1987. The 
maturity structure of the debt will also improve as a result of the 
programmed reduction in the net foreign liabilities of the Bank of 
Ghana, which reflects a normalization of Ghana's relationship with its 
foreign creditors. At the same time, there will be a substantial reduc- 
tion in Fund credit under the tranche policies, but this will be offset 
to a significant extent by borrowing under the SAF that will also 
improve the maturity structure of the debt. Finally, as the bulk of 
Ghana's debt is owed to multilateral institutions, and taking into 
account that commercial bank creditors are expected to maintain their 
exposure through voluntary lending and that official bilateral creditors 
are expected to continue to increase their net Lending to Ghana, debt 
reschedulings with creditors under the auspices of the London and Paris 
Clubs are not being envisaged by the authorities. 

6. Performance criteria and benchmarks 

The proposed extended arrangement includes the following perfor- 
mance criteria: (a> limits on net domestic assets of the banking 
system; (b) limits on net claims on the Government by the banking 
system; (c) limits on bank financing of the operations of the Cocoa 
Board; (d) limits on net foreign assets of the Bank of Ghana (excluding 
bilateral accounts); (e) a cumulative reduction of existing external 
payments arrears, and no accumulation of new external payments arrears; 
and (f) limits on new nonconcessional external loans contracted or 
guaranteed by the Government. In addition, the extended arrangement 
includes the standard clauses regarding the exchange and payments 
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system, which will also constitute performance criteria. As shown in 
Table 9, quantitative performance criteria have been established for 
end-September 1987 and end-December 1987, and indicative targets set for 
end-March 1988 and end-June 1988. The performance criteria for the 
remainder of the program period will be established in the context of 
the three reviews with the Fund under the extended arrangement which are 
to be completed by end-March 1988, end-March 1989, and end-March 1990, 
respectively. Completion of each of these reviews shall constitute a 
performance criterion under the extended arrangement. 

For the purpose of monitoring progress in the implementation of the 
first annual arrangement under the SAF, all of the above quantitative 
performance criteria and indicative targets will serve as financial 
benchmarks. Moreover, the following will serve as structural benchmarks 
for the timetable of specific policy actions under the SAF: (a> further 
adjustments in the cocoa producer price, with a view to increasing its 
share of the world market price (target dates, May 1988 and May 1989); 
(b) offering for sale of five state enterprises, and initiation of 
liquidation proceedings for another five state enterprises (December 
1987); and (c) adoption of a public investment program for 1988-90, 
consistent with Ghana’s medium-term macroeconomic objectives (March 
1988). 

VI. Staff Appraisal 

Since the adoption of the Economic Recovery Program in April 1983, 
which has been supported by successive stand-by arrangements, the 
Ghanaian authorities have made far-reaching adjustment efforts with 
considerable success. The progressive liberalization of the exchange 
and trade system, coupled with the elimination of most price and distri- 
bution controls, has led to a reorientation of incentives in favor of 
directly productive activities and a much-needed improvement in export 
performance. This process has been enhanced by the introduction of an 
auction market for foreign exchange which is functioning well. At the 
same time, the restoration of fiscal discipline and the corresponding 
reduction in domestic bank financing of the government budget have made 
it possible to channel increased financial resources to the private 
sector. As a result, in recent years there has been an appreciable 
revival of confidence in the economy, as evidenced by the upturn in 
production, exports, savings, and investment. However, there have also 
been periodic slippages in program implementation and monitoring, 
reflecting mainly weaknesses in public sector management. 

In the first half of 1987, the authorities continued to implement a 
wide range of measures designed to sustain the economic recovery and 
promote financial adjustment. In particular, they unified the official 
exchange rates in the context of the auction market, widened access to 
this market, increased further producer prices of cocoa and other cash 
crops, raised retail prices of petroleum products in the Light of the 
the exchange rate adjustment, and adopted complementary fiscal, credit, 
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and interest rate policies. Consequently, Ghana's adjustment program 
remained broadly on track, and all the performance criteria for end- 
March 1987 and end-June 1987 were observed, except for the end-June 
ceiling on net domestic assets of the banking system which was exceeded 
only slightly and for which a waiver was granted by the Fund. For the 
first time in several years, the balance of payments registered a 
sizable overall surplus. However, inflation accelerated to an annual- 
ized average rate of 40 percent, well above the initial target of 
18 percent, owing to temporary shortages in foodstuffs due to Late and 
inadequate rainfall, the higher-than-expected impact on prices of the 
large exchange rate adjustments, and the rapid monetary expansion that 
occurred in late 1986. In view of the tightening of fiscal and monetary 
policies, the liberalization of interest rates, and the seasonal decline 
in prices during the second half of the year, a substantially lower 
year-end rate of inflation is now envisaged. 

Despite the considerable progress made during the past four years, 
Ghana still faces major structural and financial problems. Although 
economic recovery has begun to take hold, the growth of real GDP is 
constrained by inadequate savings, insufficient incentives, and infra- 
structure bottlenecks, notably in the transportation sector. The high 
rate of inflation is a source of particular concern, especially as it 
severely erodes the already low levels of real wages and salaries, and 
contributes to social tensions. Moreover, the external payments 
position is vulnerable to adverse developments in the international 
environment, and the debt service burden is heavy. There are also a 
number of other structural impediments to economic growth and adjust- 
ment, including weaknesses in the financial system which limit effective 
support of the productive sectors and constrain the rise in financial 
savings required to fund higher levels of investment. 

In view of the structural nature of these problems and the fact 
that they will require an extended period to be resolved, the author- 
ities have rightly decided to pursue their adjustment efforts in the 
context of a medium-term program for 1987-90. The program, which has 
been developed in close collaboration with the staffs of the Fund and 
the World Bank, is focused on achieving an average annual growth of real 
GDP of the order of 5 percent, reducing the rate of inflation to 8 per- 
cent, and generating overall balance of payments surpluses averaging 
about US$110 million per annum; these surpluses would be consistent with 
the elimination of the remaining external payments arrears by the end of 
1990, and hence with the full normalization of Ghana's relations with 
its creditors. 

To attain these basic objectives, the authorities have undertaken 
to implement a combination of appropriate structural and financial 
measures. Thus, while pursuing prudent fiscal and credit policies, they 
intend to continue to improve the incentive framework for efficient 
production, export, and import substitution; increase investment for the 
rehabilitation and restructuring of productive capacity, infrastructure, 
and social services; strengthen government revenue mobilization and 
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expenditure control; reform the state enterprise sector; encourage 
financial savings through market-determined interest rates and a broad- 
ening of the range of financial instruments; and improve public sector 
management, with a view to strengthening program implementation and 
monitoring. A key element of the authorities’ strategy is to increase 
substantially the domestic savings ratio, from the equivalent of 10 per- 
cent of GDP in 1986 to 15 percent of GDP in 1990. Accordingly, it will 
be important for the Government to mobilize additional revenues to 
finance productive investments, and to carry out with determination the 
planned reforms in the state enterprise sector. If rigorously imple- 
mented, these policies and measures could go a long way toward resolving 
the macroeconomic and structural problems in the economy, thereby 
contributing to the achievement of a viable external payments position 
consonant with sustainable economic growth over the medium term. 

Consistent with their medium-term strategy, the authorities have 
already taken a number of actions that augur well for the future. 
Access to the auction market for foreign exchange has been widened 
further, while steps are being taken to increase the resources flowing 
into the official banking system. Exchange and trade liberalization is 
to be continued, with additional measures planned for early 1988, 
including a gradual increase in the role of commercial banks and other 
authorized dealers in the mobilization and sale of foreign exchange. 
The 1987 budget has been kept on track, and preparations for additional 
tax and expenditure reforms are under way. State enterprise reform has 
also been initiated. Finally, there has been a major liberalization of 
interest rates with the lifting of maximum lending rates and most 
minimum deposit rates. This Liberalization will be enhanced by the 
introduction of a weekly auction of treasury bills and the development 
of an active money market. 

In pursuing their program of structural reform, the authorities 
will need to monitor developments and prospects closely, and, if neces- 
sary, take additional measures to achieve the basic objectives of the 
program. In this respect, it will be particularly important to ensure 
that inflation is brought under control through the maintenance of tight 
fiscal and monetary policies. This is indeed essential, as inflation 
can place great pressure on the smooth functioning of the foreign 
exchange auction and make it very difficult for the authorities to 
pursue a prudent incomes policy, let alone alleviate the structural 
imbalances in the economy. Moreover, it will be important that the 
timetable of the structural reforms already specified is strictly 
observed, and that further structural measures are delineated in the 
context of the annual reviews of the program. In this regard, the 
continuing close collaboration between the authorities and the Fund and 
World Bank staffs will be most useful not only in assessing the progress 
in structural reform but also in setting structural benchmarks for the 
outer years of the program. The authorities are keenly aware of these 
issues, and there is reason to believe that they will respond effec- 
tively to changing circumstances. 
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To be successful, however, Ghana’s adjustment efforts will also 
need to be supported by substantial official external assistance, from 
both bilateral and multilateral creditors. In view of the maturity 
structure of Ghana’s external debt and the resulting heavy debt service 
burden, it would be essential that external assistance take the form of 
grants and loans on highly concessional terms. Furthermore, as the 
authorities are settling substantial commercial arrears, it is to be 
expected that foreign commercial banks will make revolving trade-related 
credits available to Ghana on a voluntary basis. 

After addressing the country’s immediate economic problems, the 
authorities are now focusing their attention on structural issues in 
production, trade, and other areas, with a view to establishing a firmer 
foundation for a buoyant and balanced economy, while placing the balance 
of payments on a sound footing. Consistent with this basic shift in 
policy and the fact that the reform program will require sustained 
efforts and external assistance over several years, the Government of 
Ghana has requested continued Fund support under a three-year extended 
arrangement and arrangements under the structural adjustment facility. 
The staff believes that Ghana’s program, setting forth the objectives 
and policies to be pursued over the medium term, is adequate for the 
solution of the major structural and financial problems. The staff also 
considers that the policies and measures for the first year of the 
program are substantial. Therefore, Ghana’s requests are justified and 
access under the proposed extended arrangement is in conformity with the 
present access policy, given the strength of the adjustment program. 
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VI. Proposed Decisions 

In view of the foregoing, the following draft decisions are 

proposed for adoption by the Executive Board: 

(i) Extended Arrangement 

1. The Government of Ghana has requested an extended arrangement 

in an amount equivalent to SDR 245.4 million for a period of 36 months 

from 1987 to 1990. 

2. The Fund approves the extended arrangement set forth in 

E~~/87/207, Supplement 1. 

3. The Fund waives the limitation in Article V, Section 3(b)(iii). 

(ii) Structural Adjustment Facility 

1. The Government of Ghana has requested a three-year structural 

adjustment arrangement, and the Eirst annual arrangement thereunder, 

under the structural adjustment facility. 

2. The Fund notes the policy framework paper for Ghana (EBD/87/247). 

3. The Fund approves the arrangements set forth in EBS/87/207, 

Supplement 1. 
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Ghana - Extended Arrangement 

APPENDIX I 

Attached hereto is a letter dated September 18, 1987 from the 
Secretary for Finance and Economic Planning of Ghana and the Chairman of 
the Bank of Ghana requesting an extended arrangement and setting forth: 

(a) the objectives and policies that the authorities of Ghana 
intend to pursue for the period of this extended arrangement; 

(b) the policies and measures that the authorities of Ghana intend 
to pursue for the first year of this extended arrangement; and 

cc> understandings of Ghana with the Fund regarding reviews that 
will be made of progress in realizing the objectives of the program and 
of the policies and measures that the authorities of Ghana will pursue 
for the second and third years of this extended arrangement. 

To support these objectives and policies the International Monetary 
Fund grants this extended arrangement in accordance with the following 
provisions: 

1. For a period of three years from 1987, Ghana will 
have the right to make purchases from the Fund in an amount equivalent 
to SDR 245.4 million, subject to paragraphs 2, 3, 4, 5, and 6 below, 
without further review by the Fund. 

2. (a> Until October 31, 1988, purchases under this arrangement 
shall not, without the consent of the Fund, exceed the equivalent of 
SDR 97.55 million , provided that purchases shall not exceed the equiv- 
alent of SDR 5.00 million until December 15, 1987, the equivalent of 
SDR 22.55 million until February 15, 1988, the equivalent of 
SDR 47.55 million until May 15, 1988, and the equivalent of 
SDR 72.55 million until August 15, 1988. 

(b) Until October 31, 1989, purchases under this arrangement 
shall not, without the consent of the Fund, exceed the equivalent of 
SDR 175.2 million. 

(c> The right of Ghana to make purchases during the second and 
third years shall be subject to such phasing as shall be determined. 

3. Purchases under this extended arrangement shall be made from 
ordinary and borrowed resources in the ratio of 1 to 2, provided that 
any modification by the Fund of the proportions of ordinary and borrowed 
resources shall apply to amounts that may be purchased after the date of 
modification. 



. 
- 42 - APPENDIX I 

4. Ghana will not make purchases under this extended arrangement: 

(a) during any period in which the data at the end of the 
preceding period indicate that 

(i> the limit on net domestic assets of the banking 
system, or 

(ii) the limit on net claims on the Government by the 
banking system, or 

(iii) the limit on financing of operations of the Cocoa 
Board by the banking system, or 

(iv> the target for net foreign assets of the Bank of 
Ghana, or 

(VI the target for the reduction of existing external 
payments arrears, or 

(vi> the limit on the contracting or guaranteeing by 
the Government of nonconcessional external debt, 

referred to in paragraph 35 of the attached letter and 
in the table annexed to that letter is not observed; or 

(b) if Ghana accumulates any new external payments arrears; or 

(c> after March 31, 1988, March 31, 1989, and March 31, 1990, 
respectively, until the reviews contemplated in paragraph 35 of the 
attached letter have been completed and suitable performance criteria 
have been established or after such performance criteria have been 
established, while they are not being observed; or 

(d) throughout the duration of this extended arrangement? if Ghana 

(i> imposes or intensifies restrictions on payments and 
transfers for current international transactions, or 

(ii) introduces or modifies multiple currency practices, or 

(iii) concludes bilateral payments agreements which are in- 
consistent with ArticLe VIII, or 

(iv> imposes or intensifies restrictions on imports for 
balance of payments reasons. 
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When Ghana is prevented from purchasing under this extended 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Ghana and 
understandings have been reached regarding the circumstances in which 
such purchases can be resumed. 

5. Ghana will not make purchases under this extended arrangement 
during any period in which the member has an overdue financial 
obligation to the Fund or is failing to meet a repurchase expectation 
pursuant to the Guidelines on Corrective Action with respect to a 
noncomplying purchase. 

6. Ghana's right to engage in the transactions covered by this 
extended arrangement can be suspended only with respect to requests 
received by the Fund after (a> a formal ineligibility, or (b) a decision 
of the Executive Board to suspend transactions, either generally or in 
order to consider a proposal, made by an Executive Director or the 
Managing Director, formally to suppress or to limit the eligibility of 
Ghana. When notice of a decision of formal ineligibility or of a 
decision to consider a proposal is given pursuant to this paragraph 6, 
purchases under this arrangement will be resumed only after consultation 
has taken place between the Fund and Ghana and understandings have been 
reached regarding the circumstances in which such purchases can be 
resumed. 

7. Purchases under this extended arrangement shall be made in the 
currencies of other members selected in accordance with the policies and 
procedures of the Fund, and may be made in SDRs if, on the request of 
Ghana, the Fund agrees to provide them at the time of the purchase. 

a. The value date for purchases under this extended arrangement 
involving borrowed resources will be determined in accordance with Rule 
G-4(b) of the Fund's rules and regulations. Ghana will consult the Fund 
on the timing of purchases involving borrowed resources in accordance 
with Rule G-4(d). 

9. Ghana shall pay a charge for this extended arrangement in 
accordance with the decisions of the Fund. 

10. (a) Ghana shall repurchase the outstanding amount of its currency 
that results from a purchase under this extended arrangement in 
accordance with the provisions of the Articles of Agreement and 
decisions of the Fund, including those relating to repurchases as 
Ghana's balance of payments and reserve position improves. 

(b) Any reductions in Ghana's currency held by the Fund shall 
reduce the amounts subject to repurchase under (a> above in accordance 
with the principles applied by the Fund for this purpose at the time of 
the reduction. 
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(c) The value date of a repurchase in respect of a purchase 
financed with borrowed resources under this extended arrangement will be 
normally either the 6th day or the 22nd day of the month, or the next 
business day if the selected day is not a business day, provided that 
the repurchase will be completed not later than seven years from the 
date of purchase. 

11. During the period of the extended arrangement Ghana shall remain in 
close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Ghana or of 
representatives of Ghana to the Fund. Ghana shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Ghana in achieving the objectives and policies set forth in the attached 
letter. 

12. In accordance with paragraph 38 of the attached letter Ghana will 
consult the Fund on the adoption of any measures that may be appropriate 
at the initiative of the Government or whenever the Managing Director 
requests consultations because any of the performance criteria in 
paragraph 4 above have not been observed or because he considers that 
consultation on the program is desirable. In addition, after the period 
of the arrangement and while Ghana has outstanding purchases in the 
upper credit tranches, the Government will consult with the Fund from 
time to time, at the initiative of the Government or at the request of 
the Managing Director, concerning Ghana’s balance of payments policies. 
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Ghana - Three-Year and First Annual Arrangements 
Under the Structural Adjustment Facility 

Attached hereto is a letter dated September 18, 1987 from the 
Secretary for Finance and Economic Planning of Ghana and the Chairman of 
the Bank of Ghana requesting a three-year structural adjustment 
arrangement and the first annual arrangement thereunder, and setting 
forth 

(i> the objectives and policies of the program to be supported by 
the three-year arrangement, and 

(ii) the objectives and policies of the program to be supported by 
the first annual arrangement. 

To support these objectives and policies, the International 
Monetary Fund grants the requested arrangements in accordance with the 
following provisions and subject to the Regulations for the adminis- 
tration of the Structural Adjustment Facility: 

1. For a period of three years from 1987 Ghana will 
have the right to obtain three successive loans from the Fund under the 
Structural Adjustment Facility in a total amount equivalent to 
SDR 129,857,500. 

2. The first loan, in an amount equivalent to SDR 40.9 million, is 
available for disbursement at the request of Ghana. 

3. The second and third loans will be available upon approval by the 
Fund of the corresponding annual arrangements and will be disbursed at 
the request of Ghana. The amount of the second Loan will be equivalent 
to SDR 61,350,000, and the amount of the third loan will be equivalent 
to SDR 27,607,500. 

4. Before approving the second annual arrangement, the Fund will 
appraise the progress of Ghana in implementing the policies and reaching 
the objectives of the program supported by the first annual arrangement, 
taking into account primarily: 

(a> the indicators described in paragraph 36 of the attached 
letter, 

(b) imposition or intensification of restrictions on payments and 
transfers for current international transactions, 

cc> introduction or modification of multiple currency practices, 

(d) conclusion of bilateral payments agreements which are 
inconsistent with Article VIII, 
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(e> imposition or intensification of import restrictions for 
balance of payments reasons. 

5. In accordance with paragraph 37 of the attached letter, Ghana will 
provide the Fund with such information as the Fund requests in 
connection with the progress of Ghana in implementing the policies and 
reaching the objectives supported by the first annual arrangement. 

6. In accordance with paragraph 38 of the attached letter, Ghana will 
consult the Fund on the adoption of any measures that may be appropriate 
at the initiative of the Government or whenever the Managing Director 
requests consultation because he considers that consultation on the 
program is desirable. These consultations may include correspondence 
and visits of officials of the Fund to Ghana or of representatives of 
Ghana to the Fund. 



I. 

II. 

Membership Status 

(a> Date of membership 
(b) Status 

September 20, 1957 
Article XIV 

A. Financial Relations 

General Department 

(a) Quota SDR 204.5 million 
(b) Fund holdings of local currency SDR 775.12 million, or 

379.03 percent of quota 

Millions of SDRs Percent of quota 

(c) Use of Fund credit 570.63 279.03 
Credit tranches 167.39 81.85 
Enlarged access 284.77 139.25 
CFF 118.47 57.93 

(d) Repurchase obligations 
(September 1987- 

August 1988) 185.3 90.6 

III. Stand-By Arrangements and Special Facilities 
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Ghana - Relations with the Fund 
(As of September 30, 1987) 

(a) On October 15, 1986 the Executive Board approved a one-year 
stand-by arrangement for SDR 81.80 million (40 percent of 
quota). Phased purchases under the arrangement are in five equal 
installments. The first purchase of SDR 16.36 million was made on 
October 31, 1986 after Executive Board approval; the second on 
December 15, 1986, upon satisfactory compLiance with the end- 
September 1986 performance criteria; the third and fourth on 
May 29, 1987, upon completion of the review of the stand-by 
arrangement and satisfactory compliance with the end-March 1987 
performance criteria; and the fifth on September 15, 1987, upon 
satisfactory compliance with the end-June 1987 performance 
criteria. A waiver of the nonobservance of the performance 
criterion on net domestic assets for end-June 1987 was approved by 
the Executive Board on September 8, 1987 (EBS/87/191). 

(b) On August 27, 1984 the Executive Board approved a 16-month 
stand-by arrangement for SDR 180 million (88 percent of quota). 
The arrangement provided for six equal purchases. Ghana made all 
purchases upon meeting the relevant performance criteria and 
successfully completing two reviews. The last purchase was made 
in mid-December 1985. 
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Ghana - Relations with the Fund (continued) 
(As of September 30, 1987) 

cc> On August 3, 1983 the Executive Board approved a one-year 
stand-by arrangement for SDR 238.5 million (150 percent of Ghana's 
quota then in force). The arrangement provided for five equal 
purchases. Ghana made all purchases upon meeting the relevant 
performance criteria and successfully completing two reviews. The 
Last purchase was made in mid-May 1984. 

(d) There was only one other one-year stand-by arrangement in 
the past ten years. It was approved by the Executive Board on 
January 10, 1979 for SDR 53 million (50 percent of Ghana's quota 
at that time). Ghana made one purchase of SDR 32 million. A 
subsequent purchase was subject to successful completion of a 
review. A change of government took place in early June 1979 
while a staff review mission was in Accra. The review could not 
be completed and the arrangement lapsed on January 9, 1980. 

(e> On December 4, 1984 the Board also approved Ghana's request 
for a CFF purchase of SDR 58.2 million (28 percent of quota) on 
account of both a shortfall in merchandise exports and an excess 
in the cost of cereal imports for the 12-month period ended May 
1984. 

(f) On August 3, 1983 the Board approved Ghana's request for a 
CFF purchase of SDR 120.5 million (75.8 percent of the quota then 
in force) on account of a shortfall in exports during the calendar 
year 1982. 

IV. Financial obligations due to the Fund 

Overdue Princinal and interest due 
Financial Sept.- L 

Obligations Dec. 
8131187 1987 1988 1989 1990 

Principal 48.8 205.9 143.0 85.8 

Repurchases -- 47.2 196.2 134.4 83.1 
Trust Fund repayments -- 1.6 9.7 8.6 2.7 

Charges and interest 
including SDR and Trust 
Fund (provisional) -- 5.5 34.2 23.6 16.2 

Total -- 54.3 240.1 166.6 102.0 - ~ - 
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Ghana - Relations with the Fund (continued) 
(As of September 30, 1987) 

V. SDR Department (as of August 31, 1987) 

(a> Net cumulative allocation 
(b) Holdings 

SDR 62.98 million 
SDR 1.17 million, or 

1.85 percent of net 
cumulative allocation 

VI. Administered Accounts (as of August 31, 1987) 

Trust Fund loans 
(i) Disbursed 

(ii) Outstanding 
SDR 48.96 million 
SDR 22.96 million 

B. Nonfinancial Relations 

VII. Exchange System 

Ghana maintains a flexible exchange rate system, using the 
U.S. dollar as the intervention currency. In April 1983 Ghana 
depreciated the cedi through the introduction of a multiple 
exchange rate system. In October 1983 the exchange rate system 
was unified at the rate of ti 30 = LJS$l compared with the exchange 
rate of ti 2.75 = US$l that prevailed prior to April 1983. In 
March 1984, the cedi was depreciated to 6 35 = US$l; on August 23, 
1984 to t 38.5 = US$l; on December 3, 1984 to 6 50 = US$l, on 
April 19? 1985 to ti 53 = US$l, on August 12, 1985 to ti 57 = US$l, 
on October 7, 1985 to e 60 = US$l, and on January 10, 1986 to 
t 90 = US$l. 

On September 19, 1986, Ghana introduced a second foreign 
exchange window where the auction rate was applied to all external 
transactions through the official banking system, except for 
foreign exchange earnings from exports of cocoa and residual oil, 
as well as for imports of petroleum products and essential drugs, 
and service payments on government debt contracted before 
January 1, 1986. The exchange rate applied to these exports, and 
imports of goods and services through the first window remained at 
t 90 per U.S. dollar. Ef feet ive February 21, 1987, all foreign 
exchange transactions through the official banking system have 
been settled in accordance with the exchange rate determined in 
the weekly auction. At the time of the unification, the exchange 
rate at the auction market was (?? 150 per U.S. dollar. Ghana 
maintains restrictions on payments and transfers fcr current 
international transactions primarily in the form of external 
payments arrears. 
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Ghana - Relations with the Fund (continued) 
(As of September 30, 1987) 

VIII. Last Article IV Consultation and Stand-By Arrangement 

(i> 1986 Consultation 

November 8-26, 1986, January 14-30, 1987, February 24- 
March 2, 1987; Executive Board discussion, May 4, 1987. 
Decision as follows: 

1. The Fund takes this decision relating to Ghana's 
exchange measures subject to Article VIII, Sections 2(a) and 
3, in concluding the 1986 Article XIV consultation with Ghana 
and in light of the 1986 Article IV consultation with Ghana 
conducted under Decision No. 5392-(77/63), adopted April 29, 
1977 (Surveillance over Exchange Rate Policies). 

2. Ghana maintains the exchange restrictions described 
in EBS/87/68, Supplement 1 and SM/87/92 in accordance with 
Article XIV, Section 2, except that the multiple currency 
practice and exchange restriction arising from the operation 
of the foreign exchange auction market, the restrictions 
evidenced by external payments arrears, and the restrictions 
on transfers of balances under the bilateral payments 
agreements with Fund members are subject to approval under 
Article VIII, Sections 2(a) and 3. The Fund welcomes the 
intention of the authorities to eliminate the multiple 
currency practice and restrictions as soon as possible. In 
the meantime, the Fund grants approval of the retention by 
Ghana of the multiple currency practice and exchange 
restrictions that are subject to Article VIII until May 15, 
1988 or the completion of the next Article IV consultation 
terminate the remaining bilateral payments agreements with 
Fund members as soon as possible. 

(ii> Stand-By Arrangement 

Executive Board discussion, October 15, 1986. Decision as 
follows: 

1. Ghana has requested a stand-by arrangement in the amount 
equivalent to SDR 81.80 million for the period from October 15, 
1986 to October 14, 1987. 

2. The Fund approves the stand-by arrangement attached to 
EBS/86/224. 

3. The Fund waives the limitation in Article V, Section 
3(b)(iii). 
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Ghana - Relations with the Fund (concluded) 
(As of September 30, 1987) 

IX. Technical Assistance 

Panel Expert Bank of Ghana (banking operations 
and accounts): 1981-82 

African Department and Bank of Ghana (monetary 
Bureau of Statistics accounts): May 1987 

Bureau of Computing Services Bank of Ghana (systems analysis): 
June 1985 

Bureau of Statistics Bank of Ghana (institutional 
coverage and classification 
of financial institutions' 
accounts relating to the 
derivation of monetary aggre- 
gates): December 1984 and 
June 1985 

Exchange and Trade Relations 
Department 

Fiscal Affairs Department 

X. Resident Representative 

Ministry of Finance and Economic 
Planning and Bank of Ghana 
(exchange rate study): 

August 1985 
(auction market): 

August and September 1986 

Ministry of Finance and Economic 
Planning 
(reform of the tax system): 

September 1985 
(expenditure control): July 1986 

A Fund resident representative 
has been stationed in Accra since 
June 1985. 
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Ghana - Relations with the World Bank Group 
As of July 31, 1987 

Commentary on Lending Operations 

1. The World Bank's strategy in Ghana is designed to support a 
far-reaching structural adjustment program. It has the following major 
objectives: (a) to assist the Government through the Bank's economic 
work, technical assistance, and program lending to increase the 
efficiency of economic management and restore a sound basis for growth; 
(b) to promote the development of the economy by underpinning structural 
adjustment lending with infrastructure rehabilitation and sector adjust- 
ment operations (industry, agriculture, education, public enterprises, 
and finance) within a framework of appropriate policies; and (c) to act 
as the focal point for aid coordination between donors and Ghana as the 
Government strengthens its own planning ability. 

2. As of July 31, 1987, the World Bank Group had approved 
operations for Ghana totaling US$1,076.2 million, consisting of 10 
loans, 43 credits (including African Facility), and two IFC opera- 
tions. In addition, Ghana participated in a Bank-financed regional 
clinker project. The country's past economic difficulties adversely 
affected many Bank Group-financed projects. However, in recent years 
project execution and disbursement performance have improved. The 
attached table contains the disbursement status of World Bank and IFC 
operations in Ghana as of July 31, 1987. 

3. Energy has been a major focus of Bank Group lending to Ghana, 
particularly the development of the country's sizable hydro-power 
generation potential. Reflecting the deterioration of economic and 
social infrastructure during the prolonged period of economic decline, 
recent and proposed Bank Group projects emphasise rehabilitation, 
maintenance, and institutional strengthening. These cover transport 
(railway, highways, and port), energy (power distribution and petroleum 
refining), and water supply. Since April 1983, the Bank has approved a 
series of program credits designed to provide critically needed 
imports. These also laid the base for policy reforms in areas such as 
cocoa producer prices, price and distribution controls, and public 
expenditures. In addition, the Bank Group is supporting reforms in the 
industrial, education, and public enterprise sectors. Ongoing or 
planned operations are intended to increase production potential and 
efficiency in agriculture (including cocoa and forestry). 

4. Over the next three years (FY' 88-90). the Banks's lending 
program for Ghana, based on current plans, could amount to about 
US$500 million, all on IDA terms. The Bank committed US$199 million in 
FY 87, including African Facility Credits. On April 14, 1987, the 
Bank's Board approved a structural adjustment credit. It concentrates 
on: (a> trade policies; (b) cocoa sector policies; (c) public 
expenditure policies; (d) state-owned enterprise reforms; and 
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Ghana - Relations with the World Bank Group (continued) 
(As of July 31, 1987) 

(e> measures to improve public sector management. It is supported by a 
technical assistance credit designed to strengthen key economic 
management functions, assist the Government to reform the civil service, 
and provide policy makers with timely information on the impact of 
reforms on the welfare of different population groups. 

5. Given the need to focus Ghana’s public expenditures on high- 
priority rehabilitation and maintenance and on adequate provision for 
nonsalary recurrent costs, improved aid coordination is increasingly 
important. The Bank pursues its policy dialogue with Ghana in close 
collaboration with the IMF and bilateral and multilateral donors. The 
Bank chaired annual meetings of the Ghana Consultative Group during 
1983-85. At the November 1985 meeting, the Government and donors 
reached a consensus on the main elements of the structural adjustment 
program. The most recent meeting, held in May 1987, mobilized resources 
to support that program. In addition, the Bank has organized or co- 
sponsored special aid coordination meetings on industry and the social 
sectors, and is planning sessions on transportation and agriculture. 
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Ghana - Relations with the World Bank Group (concluded) 

Ten loans and 16 credits 
fully disbursed 380.8 

Structural adjustment and 
program lending 

Agriculture 

Energy and industry 

359.4 

71.5 

108.5 

Transport and tele- 
communications 

380.8 (--I -- (--I 

359.4 (146.38) -- (--) 

71.5 (50.83) -- (--I 

76.5 (61.71) 32.0 (22.9) 

103.5 (71.13) -- (--I 103.5 

Urban development, 
education, and health 

Total 

84.5 (62.91) -- 
- (=I 84.5 

1,076.2 (392.96) 32.0 (22.9) 1,108.4 

Less repaid or sold 90.1 

Total outstanding 1,018.3 
Held by IBRD (106.1) 

IDA (880.2) 
IFC (32.0) 

Memorandum items: 

IBRD/IDA operations on 
a fiscal year basis Commitments Disbursements Repayments 

1980 54.5 31.7 3.5 
1981 29 .o 28.3 5.6 
1982 -- 30.5 5.7 
1983 73.3 18.8 7.4 
1984 125.0 39.8 9.0 
1985 159.0 52.0 10.1 
1986 121.0 109.4 9.8 
1987 198.6 234.6 13.0 

IBRD and IDAL/ IFC loans and Grand 
equity participations total 

Total Of which: Total Of which: 
commitments 2/ undisbursed commitments undisbursed 

Source: World Bank Group. 

l/ Less cancellations. 
z/ Including Special Fund and African Facility Credits totaling USS178.9 million. 
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Ghana - Public Investment Program, 1986-88 

(In millions of cedis) 

1986-88 1987 
Investment Percentage Investment Percentage 

by sector distribution by sector distribution 

Agriculture 19,560 11 7,102 13 
Industry 5,827 3 3,229 6 
Mining and timber 33,844 19 3,000 6 

Transportation 27,372 15 9,517 18 
Roads and highways 43,262 25 14,191 26 
Communications 2,588 2 988 2 
Energy 26,937 15 6,474 12 
Water 9,630 5 3,825 7 

Education 3,475 2 3,232 6 
Health 6,249 3 2,213 4 

Total 178,744 100 53,771 100 

Source: World Bank. 
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Ghana - Summary of the Adjustment Program for 1987-88 

1986 1987 1988 
Prog. Prog. 

Basic assumptions 

Export volume growth 
Total 
Cocoa (beans) 

Export price change 
Total 
Cocoa (beans) 

Import price change 
Total 

Terms of trade change 
Disbursements of official grants 

and long-term loans (in millions 
of U.S. dollars) 

Velocity of broad money 

Basic targets 

Real GDP growth 
Change in consumer price index 

(annual average) 
Balance of payments 

Current account deficit (-1 l/ 
In millions of U.S. dollars 
In percent of GDP 

Overall surplus or deficit (-> 
In millions of U.S. dollars 

(In percent, unLess 
otherwise specified) 

9.3 
13.6 

8.4 
9.9 

-4.9 
13.9 

374.9 386.9 413.9 
5.9 5.8 5.6 

5.3 

24.6 

-202.7 
-3.8 

-56.7 

8.0 8.5 
5.0 5.0 

-2.7 1.9 
-8.2 0.4 

4.4 4.9 
-6.8 -2.9 

4.0 6.0 

35.0 15.0 

285.9 -299.9 
-8.1 -6.8 

108.0 125.0 

l/ Excluding official grants. - 
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Ghana - Summary of the Adjustent Program for 1987-88 

Principal policies and measures 

a. Exchange and trade liberalization 

The authorities will continue to pursue a flexible exchange rate 
policy and to liberalize the exchange and trade system, which will con- 
tribute to a substantial narrowing of the current spread between the 
auction market and parallel market exchange rates. Accordingly, with 
effect from September 14, 1987, about 50 percent in value terms of the 
goods being imported under the SIL scheme were moved onto the “A” list 
of goods eligible for funding through the auction, while steps were 
initiated to increase the surrender of foreign exchange to the official 
banking system; the remaining 50 percent will be moved onto the “A” list 
no later than Janaury 31, 1988. Similarly, restrictions on payments and 
transfers for other current international transactions will be gradually 
lifted, with a first significant step in this direction to be taken by 
January 31, 1988. Moreover, the role of commercial banks and other 
authorized dealers in the mobilization and sale of foreign exchange will 
be gradually expanded. 

b. Pricing policies 

To further increase incentives for agricultural production and 
exports, the price paid to cocoa farmers has been raised from c 85,500 
(including a bonus of 6 500) per ton for the 1986187 crop year to 
ti 150,000 (including a possible bonus of t 10,000) per ton for the 
1987188 crop year. Producer prices of other cash crops have also been 
raised substantially For the 1987188 crop year. As an integral part of 
the Government’s strategy in the cocoa sector, the Cocoa Board is 
implementing appropriate cost-reducing measures, involving mainly 
cutbacks in activities that are unrelated to its basic purchasing, 
marketing, and extension service functions. 

C. Fiscal policy 

Fiscal policy is designed to promote the objectives of structural 
and financial adjustment, particularly by mobilizinp additionaL reT:enues 
in support of rehabilitation and other high-priority inl:estments. Thus, 
the surplus on government operations, excluding capital expenditure 
financed through external pro:ject aid, is to be increased Erom t 0.3 
billion (0.1 percent of GDP) Ln 1986 to 6 1.3 billion (0.2 percent of 
GDP) in 1987 and further to 6 3.6 billion (0.4 percent of GDP) in 
1988. Taking account of capital expenditure financed through external 
project aid, the overall deficit will he kept at about 3 percent of GDP 
during 1987-88. However) as the increased capital outlays are expected 
to be matched by higher external assistance, the Government will be 
making net repayments to the banking system of 6 5.5 billion in each of 
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the two years. To mobilize the necessary resources, the authorities are 
implementing a phased program of revenue measures, including improve- 
ments in tax administration, drawing on the recommendations of recent 
Fund technical assistance in the tax area. This program is also 
directed at removing distortions that hamper economic efficiency and at 
improving equity. At the same time, the authorities are pursuing a 
prudent spending policy, geared inter alia to keeping the wage bill in 
the range of 5-6 percent of GDP. 

d. Public investment program 

The authorities are implementing the public investment program 
(PIP) for 1986-88, along the lines agreed upon with the World Bank and 
endorsed by donors at the meeting of the Consultative Group for Ghana in 
May 1987. Preparations are under way to roll over the PIP for 1986-88 
to cover 1988-90; following a review of the draft with the World Bank 
staff, the new PIP is to be adopted by the end of March 1988. 

e. State enterprise reform 

In accordance with the two-year plan of action prepared by the 
authorities, major steps will be taken to restructure and rationalize 
the state enterprise sector. Of the 30 state enterprises that have been 
identified for outright sale, conversion to joint ventures, or Liquida- 
tion, 5 of these enterprises will be offered for sale and liquidation 
proceedings will be initiated for an additional 5 (mostly inactive) 
enterprises by the end of 1987. In 1988 the divestiture program will be 
accelerated. To improve the operations of enterprises remaining in the 
Government’s portfolio, corporate plans will be prepared for 10 of the 
14 major enterprises by the end of 1987. Mean&i ! e , to deal with the 
problem of overstaffing in this sector, a reduction in personnel. of 
5 percent per year is targeted for 1987-88. 

f. Monetary policy and financial sector reforms 

Monetary and credit policies are geared toward reducing inflation 
and achieving the targeted improvement in the balance of payments. 
Accordingly, the growth of net domestic assets of the banking system in 
relation to the broad money stock at the beginning of the period is to 
be reduced from a high of 50 percent in 1986 to 13 percent in 1987 and 
further to 10 percent in 1988. In view of the Government’s net 
repayments to the banking system, the program allows credit to the rest 
of the economy to increase broadly in Line with the projected nominal 
GDP growth. 

To promote the mobilisation of financial savings and their atloca- 
tion to the most productive sectors, with effect from September 17, 
1987, maximum lending rates and minimum deposit rates were abolished, 
except for the minimum savings rate which has been temporarily main- 
tained at 21.5 percent to establish an adequate floor to the overall 
structure of deposit rates. As a further means of achieving market- 
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determined interest rates, a weekly auction for treasury bills will be 
introduced shortly. Moreover, in order to develop an active money 
market, a discount house will be established and will start operation by 
November 30, 1987. 

In view of the serious problems facing development banks, the 
authorities have undertaken a financial sector study with World Bank 
assistance. Recommendations for appropriate corrective actions, 
including their full costing, are to be worked out by the end of 1987. 
Given the tight government budgetary position, the authorities expect 
that financing of the necessary reforms will be obtained mostly from 
external sources. 

g. External debt management 

Consistent with the medium-term objective of restructuring the 
maturity profile of the external public debt, recourse to commercial 
borrowing will be strictly limited in 1987 and 1988. In particular, 
contracting of government and government-guaranteed external loans on 
nonconcessional terms in the 1-12 years’ maturity range will be limited 
to iJSS85.0 million in 1987, with a subceiling on the l-5 years’ maturity 
range of USS60.0 million. On an indicative basis, the debt ceilings in 
1988 will be the same as in 1987. 

Meanwhile, external payments arrears will be reduced by USS26.0 
million in 1987 and further by USS48.4 million to USS96.6 million by the 
end of 1988. 

h. Improving public sector management 

To improve public sector management, the autorities have undertaken 
a reform program supported by a technical assistance project financed by 
the World Bank. The project provides training, equipment, and materials 
to: (a) strengthen the analytical and management capabilities of the 
Ministry of Finance and Economic Planning, the National Revenue Secre- 
tariat, and the Accountant General’s Department, as well as the economic 
coordination functions of the PNDC; (b) attract and retain skilled 
Ghanaians in the public service; (c) promote civil service reform 
through the Office of the Head of the Civil Service, including strength- 
ening personnel management; and (d) assist in the implementation of 
labor rationalization. 
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Ghana - Selected Social and Demographic Indicators A/ 

Area 
Total land area (sq. km.) 238,500 
Agricultural land (in percent of total) 26.2 

Population and vital statistics 
Total population (1986, in millions) 
Population growth rate (1980-86 average, in percent) 
Urban population (percent of total) 
Population density (per sq. km. of agricultural land) 
Population age structure (in percent) 

O-14 years 
15-64 years 
65 and above 

Crude birth rate (per thousand) 
Crude death rate (per thousand) 
Infant mortality rate (per thousand) 
Life expectancy at birth (years) 

Health and nutrition 
Access to safe water (in percent of population) 

Total 
Urban 
Rural 

Population per physician (in thousands) 
Per capita supply of 

Calories (per day) 
Proteins (grams per day) 

Labor force 
Total labor force (in millions) 
Participation rate (in percent) 

Total 
Male 
Female 

13.1 
2.7 

32 
192 

49 
49 

2 
46 
14 
94 
53 

49 
72 
39 

6.7 

1,785 
34 

5.1 

37 
44 
29 

Education 
Enrollment rates (in percent) 

Primary 
Secondary 

Pupil-teacher ratio 
Primary 
Secondary 

67 
36 

32 
22 

Source: World Bank. 

l/ Unless otherwise mentioned, estimates refer to the Latest avail- 
able year between 1980 and 1986. 


