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FIELD BUDGET SUBMISSION

I. Introduction

This FY 1975 Field Budget Submission for the AID program in Ghana
is concerned with three topics:

~ the further elaboration of the structure of the program
building on the preliminary analysis provided in the FY 1974
DAP;

~ an outline of the approach and steps leading to the completion
of a final overall DAP along with specific measures for each
program area;

~ detailed presentation of FY 1974 and FY 1975 project budgets,
supporting narrative and documentation schedule,

The FBS does not provide a review of the country situation nor
attempt an extensive justification for the program. The ¥Y 1974 DAP
outline, the FY 1973 Program Loan PAAD and the recently submitted
Country Team draft policy paper, particularly the section on U.S.
Development and Humanitarian interests, provide ample and relatively
current background material. The focus in the following pages is on
the case for the program over the next two years and the steps leading
to a longer term commitment.

A. Timetable for Development Assistance Program (DAP)

Central to a decision on the preparation and completion of a DAP
for Ghana is the Ghana Government's own decision on what kind of a long-
term development program it wishes to have and how to proceed in bringing
it about. It is not likely that there will be a clear decision on this
for several months, At the same time there is a recognition that a
long-term plan of some kind is necessary and discussions at this point
suggest a five-year plan is to be prepared during the coming year. The
emphasis, however, is likely to be more on the development of multi-year
sector plans in the priority areas with less attention to long-term
macro-economic projections, though of course there will inevitably be
a need for the integration of the investment program with other macro-
economic policy considerations. Over the next year or two, these latter
considerations will emerge more clearly as events unfold. While not
providing the tidiness of a comprehensive and detailed blueprint in a
five-year development plan, the above approach may be more consistent
with Ghanaian realities and in practice prove more effective,

~—
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The emphasis on developing multi-year sector plans with a
shorter term perspective #n macro-economic considerations would not be
inconsistent with the interests in AID program development in Ghana,
Over the long run it should be our aim, while maintaining an overall
significant level of resource flow to Ghana, to orient the program
into priority sectors and away from the broad economic assistance role
that predominates today. Thus our efforts should focus on the develop-
ment of sector programs as the basis for long-term commitments with a
more limited time dimension on economic-program loan type assistance.
The aim would be, say, in three to four years time, to have the general
economic program largely the respongibility of multilateral agencies
and the AID program focused on sector problems directly concerned with
the well-being of the poorer populations.

With this perspective, it is proposed that the DAP for Ghana
be developed along the following lines:

- Set the end of FY 1974 as an approximate target date for
completion of sectoral assessments and analytical frame-
works with a five-year outlook., This will probably
coincide with Ghana Government intentions.

- Do not attempt to prepare a detailed multi-year framework
for general economic assistance unless the Government, in
fact, produces a comprehensive multi-year plan. The
emphasis would instead be on the evaluation each year
of progress on key economic policy and performance criteria
as a guide to the timing and amount of general economic
program loan type resources to be provided. The IBRD would
be looked to for both the definition of criteria and the
evaluation, The vagaries of government action in relation
to the ebb and flow of external resources from its exports
will likely set the pace for progress on economic policy.

- Rather than necessarily attempt to develop a comprehensive
DAP as a single exercise, work on and develop each principal
segment as the situation permits, submitting sector assess-
ments and related material for approval for long~term com-
mitment as they are completed, bearing in mind the June,
1974 target.

Subsequent sections will describe the next steps and timetable
for each sector-problem area.

By this approach it would be expected that the major components
of a DAP would have been identified and developed sometime during FY 1975, -

~-
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At the same time, long-term commitments could be made on any one sectoral
effort without wait{ng for the complete package. As it is possible that
the Ghana Government, as it develops its own program, may look to AID to
assist on other sectoral problems still within the Agency's priorities,
e.g., small animal livestock development, the suggested procedure for
the DAP would provide the necessary flexibility.

There is one additional and very important consideration. The
preparation of sectoral assessments and analytical frameworks should
not hold up forward movement on spacific project activity. Sectoral
programs will of necessity have to evolve as understanding of the
problems being addressed develops and, particularly, as Ghana Govern-
ment officials learn to understand and accept the sectoral approach
AID is stressing. This latter will take time during which it is
important to be responsive to specific interests., AID/W approval last
year of the FY 1974 DAP outline and its further endorsement of this FBS
are thus important to ensuring agreement on the main lines to be followed
in the coming year and beyond.

B. Structure of the FY 1974 and FY 1975 Program

The Mission has had extensive discussions with Ghana Government
officials on the directions it sees appropriate for the AID Program,
The Director of Planning in the Ministry of Finance and his staff out-
lined for the USAID staff its views of the priority problem areas that
the Government will be concerned with., In a subsequent meeting the
Mission described the main lines of the AID Program that, within the
limits of AID's interest and capabilities, fit in with the Ghana Govern-
ment's own concerns., Separate discussions have taken place with other
Ghanaian Ministries and agencies. Throughout it is evident that there
is mutual agreement on the basic problem areas of common interest. There
is, however, only a very limited appreciation of AID's sectoral approach
and thus there will be some months yet before broad understandings can
be shaped into well-developed sectoral assessments.

The main problem areas to be addressed in the FY 1974 and FY 1975
programs are thus as follows:

- Structural changes in the Ghanaian economy:

Program Loan assistance of $20-25 million each year in
concert with IBRD and other donor capital assistance,
This assistance would be complemented by an Economic
Development Management project to help build a base of
Ghanaian economic planmning and management expertise
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and program activity supportive of structural changes
in the Ghanaian ‘economy sought by the Ghana Government
and backed by the TBRD-led multilateral assistance
program,

- Grain development:

Ghana's own shortages of grain -- maize, rice and legumes =--
have caused seriocus problems throughout the economy. The
Sahelian drought crisis only accentuates the need for a

ma jor activity on grains development, There is a possi-
bility that planning may progress rapidly enough to permit

a sector loan in FY 1975.

- Management of agriculture:

With the extensive commitment of the Ghana Government to
agriculture, the demand for competence in the management
of agricultural activities has become a critical bottle~
neck; the focus in this sectoral effort is on the develop-
ment of Ghanaian planning and management capabilities
through joint programs of the Ministry of Agriculture and
the universities and institutes,

~ Family planning and the management of rural health services:

Ghana's national family planning program is well established;
it now needs strengthening in its planning and management to
permit the expansion of its services and educational program,
The inadequacies in the management of health services have
been identified as the critical problem in the provision-

of basic health services in the rural areas within the
resources the Government can make available; this problem
also is contributing to the limited effectiveness of the
family planning program.

The common theme running through all these problem areas is that
of management and planning. It has been the Mission's observation for
some time that the key that would unlock Ghana's development is manage-
ment, Ghana's problems are manageable; it is comparatively well endowed
with professional manpower and a wide spectrum of institutions important
to the development process. Its major weaknesses are in program design,
middle management and, above all, sustained program leadership which
draws together existing manpower and institutional capabilities to work
on priority problems. Within the problem areas cited, an attempt will
be made to strengthen Ghanaian capabilities in program management,

-
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I1. Economic Assistance

A, Current Economic Scene

Ghana is riding the crest of exceptionally favorable price
developments for its major exports: cocoa, gold and timber. These
fortuitous trends have eased what might otherwise have been an extremely
difficult period. With resources available from the steadily rising
export receipts over the past year it has been possible to license more
imports in 1973. These will not only ease the shortages that were
relatively acute in the latter half of 1972 but have other favorable
effects as well. They should take some of the pressure off and slacken
the rise of prices., Higher imports also will help restore balance to
the budget, The all-important customs revenues had slumped badly in
the first half of the fiscal year 1972/73. Total receipts therefore
were also down from the previous year despite moderately successful
efforts to raise personal and corporate income tax collections. Per-~
haps the most important effects of this eased position on the external
account were, however, in the psychological area. The improved supply
position has eased (though not eliminated) the chorus of public complaint
about shortages, The Government has thereby gained a breathing spell and
perhaps some renewed confidence. These have permitted it to take a mome
careful look at the basic economic problems which remain serious.

Decision making under the NRC is still a diffuse and uncertain
process but there now appears to be a new and more realistic approach
being taken which gives promise of improved action. The NRC Chairman
has seemed to take charge in the setting of a positive course toward
settlement of the external debt problem. This is an important change
in itself compared to the procrastination of the past. In addition,
there is now a clear priority among development options accorded to
increased food production (mainly grains) based on the operations of
small cultivators. A five-year program for agriculture is under final
review, The Ministry of Agriculture has been reorganized to give effect
to this priority and a plan to develop the manpower resources to implement
it is nearly complete with the assistance of a USAID advisor. Stepped-up
attention is being given to expanding exports and other measures to
increase foreign exchange earnings. Evidence is that the budget for
1973-74 will reflect these concerns and Government planners suggest that
the five-year overall plan now being discussed will have similar emphases
on the critical sectors of Ghana's economy,

An examination of Ghana's needs shows few changes in the

fundamental picture of past analyses. Despite the current eased foreign
exchange position, the mercurial behavior of commodity prices and the need
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to cover rescheduled debt obligations, arrears, and conversion of
participation compensatioas all mean that the demand for foreign exchange
would not provide for much growth in this decade unless resources are
supplemented from abroad. Even these forms of assistance will not
adequately deal with the need for equitable girowth unless resources are
efficiently allocated, action programs morz effectively planned and
managed, and institutional functions streamlined to provide suitable
services and incentives to the economy.

The overriding needs then which cry out to be met are: an
adequate flow of resources, skillfully deployed, and efficiently managed.
Only if the economy is more fully understood through improved data,
skilled analysis anc effective projection and planning can the resource
needs of the economy be adequately assessed and economically applied.

The only agency capable of providing this service under auspices accept-~
able to the Ghana Government is the IBRD, Fortunately, arrangements

have been concluded for these contacts to be expanded. A resident bank
economic consultant will shortly be available to the Ghana Government in
addition to a resident representative, A clearer picture of the current
economic scene and improved projects and plans can be expected to emerge,
This will create a better framework both for Ghana Government action and
improved coordination of assistance inputs. We may then be able to project
with more accuracy how resources can best beideployed in support of
specific objectives including, perhaps, wore effective development of
sector-oriented resources. For the time being U.S. action in helping

to create the base for a resumption of moderate but gradually accelerating
growth will best be done through commodity import financing under a
program loan supported by continuation of our TC project for the build-up
of manpower and institutional capability for improved economic development
management and resource deployment,

B. Benchmark and Precondition Areas

For the medium-term future we nmeed to identify economic policy
areas where action should be taken. These actions should be broadly
directed toward a restructuring of the economy that would increase its
stability, productivity, and efficiency and create incentives for
greater production, increased exports and & limitation on imports to
the more essential items. If these are the desired general directions
and goals we may be able to identify some benchmarks, the achievement
of or progress towards which would be regarded as sufficient evidence
of positive self-help action by the Ghana Government to justify successive
external assistance commitments.

The development of benchmarks for the determination of the
appropriate types, amounts and timing of economic assistance should

-
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in the final analysis be developed by or at least in close consultation
with the World Bank.' The latter will be feasible on a very informal
basis once the Bank's resident economic consultant is in place and
functioning., The following indications of benchmark areas are kept
deliberately general until better information is available and the

Bank can be the major judge of what steps are most critical, what
timing is appropriate and how these can be negotiated in the still
sensitive Ghanaian environment,

1. Expansion and diversification of exports:

The Government has already stated that export expansion is
a priority goal. It has vested in the Export Promotion Council the
responsibility for working in the private sector to encourage initiatives
that would expand non-traditional exports. An Export Marketing Corpora-
tion has been created under the direction of the Bank of Ghana to provide
facilities and act as intermediary where this can prove useful. The
Ministry of Finance and Economic Planning is seeking to coordinate
resource allocations for improved export performance., An export bonus
scheme was introduced early in calendar year 1973 at 20% of the full
value of exported commodities. In addition, the Central Bank and com-
mercial banks are providing favored treatment to exporters in the alloca-
tion of credit. Beyond these existing measures further actions might be
taken to increase market analysis, improve the quality of export products
to meet market demand and adjust or realign foreign exchange rates for a
more positive and less administratively complex spur to exports.

2. Decreased import dependence:

The Government has held down imports in the first fifteen
monchs since the coup by imposition of severe import licensing restric-
tions., It has with some success sought to raise agricultural production
to reduce the requirements for imports mainly of foodstuffs but also to
some extent for agricultural raw materials for industry. But its attempts
have had limited success and the incentive to import has increased as
prices have risen and the overvaluation of the cedi has increased. In
the future it would be helpful if the exchange rates were realigned and
domestic prices made more remunerative to producers so that imports would
be relatively less attractive and domestic production more profitable.

3. Incentive pricing and reduced direct controls
Domestic price controls are now a common feature of the

economic scene which have tended to be rigid and to distort economic
activity. In addition the Government has intervened directly in marketing
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and distribution. It is desirable that these actions be steadily narrowed
in scope and made less restrictive for greater efficiency and encouragement
to production,

4, Improved fisca. and monetary ruanagement

Budget deficits have become a habit in Ghana, Government
expenditures have been swollen by the provision as social services of
many functions better treated as economic activities. Inflation has
come to be a standard phenomenon which has discouraged savings, Import
duties and direct taxes remain the main reliance for revenues which
means they respond little to rising incomes to increase the revenue
take but only at besi with a lag if at all., Policies need to be
adopted to turn each of these around so that fiscal policies produce
more adequate revenue, deter inflation and encourage efficient deploy-
ment of resources. It will be useful if the IBRD can arrive at specific
action programs which will put these matters into better parspective
and a more positive relationship over the next year or two.

5. Programs to expand employment and improve income distribution

Tax policies, investment programs, production incentives and
government services have been ordered in a way to provide less than optimal
income distribution and employment effects in Ghana. Hopefully the IBRD
can assist the Government to steadily restructure these over the next two
years to play far more positive roles, We look for the Bank to take the
lead,

6. Completion of a multi-year development plan

The Government is already talking of the preparation of a
multi-year development plan. We would hope and expect that the IBRD can
encourage such action so that by FY 1975 such a plan could be a reality.
It would hopefully have positive strategies linked in ways to encourage
greater production, improved efficiency, more employment-intensive
investments, increased services to the rural poor and other measures to
raise employment and increase the real income of the very poor,

No doubt other measures could be cited which it would be desirable
to introduce. Broadly these are the lines of action it appears most
appropriate to pursue. We would expect the IBRD to engage in a continuing
dialogue directed toward these ends and to draw up a bill of more specific
actions with tentative timetables which would serve effectively to estab-
lish self-help benchmarks against which to measure progress. We also
expect to be in contact and consult with the IBRD toward this end. But
leadership in this delicate area by the Bank is essential.
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C. Timing and Sequence of Events: Relationship of
Ghana Government Decisions on its Development
Program and Multilateral External Assistance

August-October 1973 - Ghana Government Budget and Development
Program for FY 1974 with evaluation by
IBRD.

October 1973 - Completion of Debt Rescheduling Agreement
and negotiation and signing of Program
Loan and other donor commitments,

Preliminary Consultative Group meeting in
Ghana with Ghana Government on main lines
of Government program- for future, and
resource requirements. IBRD/IMF evalua-
tions provide guidelines for discussion,

January-February 1974

March 1974 - Additional commitments of external assistance
including FY 1974 Program Loan.

September-October 1974 - Consultative Group meeting on Ghana's

multi~year plan with IBRD evaluation,

The above schedule of events is highly speculative (and optimistic)
but suggests the pattern of events which should be encouraged. The critical
element is the willingness of the Ghana Government to accept any form of
multilateral arrangement for review of its development plans; this can only
be evaluated over time. The degree of positiveness in donor response during
the coming year will be an important factor. (See discussion on strengthening
IBRD role and multilateral framework,)

D. Strengthening the IBRD Role and the
Multilateral Framework for External Assistance

The key to developing the IBRD role in Ghana and the reestablishing
of the Consultative Group as the multilateral framework for external assist-~
ance rests in Ghanaian Government hands. It is now acutely sensitive to
external influence particularly in a formal setting. The following are
considerations which bear on efforts in this area:

- The IBRD has established an effective informal advisory
relationship with the. Ghana Governmment, Its role can be
strengthened by preserving for some time this informal
status as an intermediary and counselor and enlarging its
professional capability in Accra on economic policy matters

~t
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as now envisioned. Fundamental to achievement of this
objective, however, will be the rapid expansion of IBRD
commitments to Ghanaian development projects and thus U.S.
support in IBRD councils is important to preserve a major
lending program for Ghana and accelerate its implementation,

- The previous Consultative Group arrangement may need to be
modified in light of Ghanaian sensitivities and preference
for bilateral relationships, During the cowing months,
there should be a reexamination of the Consultative Group
idea to determine whether there are ways toc make it more
palatable and more responsive to Ghanaian interests. Per=-
haps the Ghana Govermment should be enccuraged to take the
lead in the planning and direction of a new multilateral
group arrangement with IBRD assistance. The Consultative
Group has generally been looked upon with skepticism by
Ghanaians in the past but accepted as a necessary condition
for assistance (which even then was provided hesitantly).
It will not prove helpful in encouraging improvements in
Ghanaian economic policy unless the Ghana Government sees
it as a means for mutual exchange on policy issues of
particular interest to Ghana (aid, trade, etc,) and tangible
results of some magnitude are seen by the Ghanaians as
likely to materialize, If this is not likely, then the
future of the Consultative Group is questionable., Without
it effective suasion on Ghanaian development policies is
not likely to be feasible, It therefore may be of special
importance to the U.S. to use opportunities which offer
themselves to enhance the possibility of its being so
viewed by Ghana., The main means of so doing will be to
support a steady movement of new Bank loan commitments to
Ghana as soon as progress on the debt issue permits,

Magnitude of U.S, Assistance

1. Ghanaian resource requirements

Assuming that negotiations between the Ghana Government and

the creditors under World Bank auspices which are contewplated for late
July will result in a settlement on terms somewhat more favorable to
Ghana than the proposals submitted to the Government in November 1972,
there will still be a resource gap during the period 1974 to 1980 rising
from approximately 65 million dollars at the beginning of the period to
100 million dollars or more by 1980, This rough projection is based on
the World Bank's analysis of 1972, adjusted by the amount of the reduc-
tions in payments expected to be required with a more favorable debt

-
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rescheduling and by adding estimated amounts to cover compensation under
the participation aprangements agreed to and now being negotiated with
foreign firms. To close a gap of these proportions will require not only
that all foreseeable U,S. contributions be made but that other bilateral
and multi-lateral donors also contribute in full measure (see detailed
projections in FY 1973 PAAD).

2. Availability of U.S. resources

As its contribution to wmeeting the development resource
requirements of Ghana over the next two years, the U.S. should plan to
make available not less than 25 million dollars in each of the fiscal
years 1974 and 1975, :

The U.S. should make its resources available in the form of
program assistance of which as large a part as possible should be a com-
modity import program loan (DL) and the remainder should be filled out
with P.L. 480 Title I sales on the longest terms availab‘e.

Given the variety of constraints affecting both the availability
of U.S. commodities and P.L. 480 appropriations and a variety of considera-
tions on the Ghanaian side which tend to limit the acceptability of P.L, ‘480,
it is probably unrealistic to expect much more than 5 million dollars per
year to be covered through Title I sales of P.L. 480 commodities.  Ghana's
requirements under P.L, 480 among available commodities would be likely to
focus on wheat and cotton. Present indications suggest that wheat avail-
ability may be severely restricted. Cotton is beset by a variety of prob-
lems relatingrto-textile offsets and import restrictions in the U,S., .
and UMR problems have at times created difficulties with respect to both
commodities. Ghana has been somewhat reluctant to undertake hard currency
repayment obligations to meet food import needs and unless the textile
offset provisions and import restrictions can be somewhat relaxed, negotia-
tions concerning cotton may be difficult, Nevertheless, it is to be hoped
that suitable arrangements can be made to permit the resumption of P.L. 480
Title I sales, .

, - Roughly speaking, and depending on the size of expected
P.L. 480 programs, we urge that AID plan to commit annually up to $20
million of DL funds for program loans to Ghana in FY 1974 and 1975.
Such assistance will be used to provide resources for general deyelopment
pursuant to understandings regarding improved self-help performance as
outlined above, Such program lending will not preclude understandings
being reached to direct resources as may be required in support of the
priority agricultural sector. After FY 1975 it seems likely that sector
lending may become feasible and appropriate in Ghana.
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While the proportions of P,L. 480 and DL assistance may be
varied, depending on the feasibility of financing and negotiating each
type of assistance, the aggregate amount in each of the two fiscal years
should not be allowed to fall below the projected level of $25 million
per year,

3. Other donor assistance

It is essential that the IBRD provide leadership in shaping
major assistance inputs to Ghana. In addition, the IBRD will need to
provide the framework for an understanding between Ghana on the one hand
and each of the donors on the other with respect to their particular roles
and the relationship each will have to Ghana's development priorities and
requirements. In particular, there is a need to develop an understanding
on the basic strategy of development in Ghana as it influences the way
donors relate to the development process. This role is essential if
assistance is to be coordinated and hence have maximum impact.

There is a clear need for a variety of donors to provide a
sustained flow of assistance during the remainder of this decade. With-
out an agsurance of both continuity and the availability of a volume of
assistance capable of closing the resource gap, it may be difficult for
Ghana to evolve and sustain the kind of development program that will
ensure a rising if moderate level of growth during the 708, (See FY 1973
PAAD for anticipated levels of major donor contributions.) In this
respect, therefore, the bank's leadership is also essential both with
respect to eliminating the debt issue as a focus of international atten-
tion relating to Ghana and in giving its approval to a sound strategy
formulated by the Government for its long-term development. Once this
is done the various donors are much more likely to mount adequate and
continuing programs to support that growth.

F. Economic Development Management

The success of even the most soundly formulated development
strategies and plans is heavily dependent on effective management and
implementation. If one surveys the development scene in Ghana nothing
is more critical than the improvement of the capacity to manage the
development process. Many resources have in the past been inappropriately
used if not wasted for lack of such capability and the best plans are likely
to be less than a success in most sectors unless management is improved.

To address this problem and to support the efficient use of U.S.

development loans, our program contemplates the continuation of a sizable
effort to improve economic development management in Ghana. This effort
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is directed towards strengthening Ghanaian institutions and increasing
the number of Ghanafan middle and senior management people with the
requisite understanding and skills to improve the effectiveness of
resource deployment. In addition, the achievement of a critical mass

of such people through both overseas and domestic training is likely

to have a significant impact on general policy. As institutions

working on various problems, staffed by competent people, begin to
recognize the broad policies needed to achieve their objectives and "in
chorus' become advocates of the same general policies, the probability
of appropriate policies being adopted will be significantly increased.
This is possibly the most effective approach open to external donors to
help Ghana shape macro-economic policy in ways more effectively supporting
efficient development. The sensitivities which pervade the current
environment with respect to foreign advisors in or close to policy positias
preclude: for the foreseeable future most types of direct influence
through such advice. In this sense, therefore, the TC/DG Economic
Development Management project is much more than a routine technical
assistance training and advisory activity concerned with assisting in
particular economic fields. It is instead a focused effort designed

to foster improved performance on the policy level by an expanding and
improving interrelated network of strategically placed Ghanaian economic
decision makers.

Drafted by: W. Haven North, Diregtor, USAID/Ghnna;Z(
John H, Kean, AD/P -

Clearance: Ambassador Hadsel (in draft)cgé/

July 10, 1973
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