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I. ECONOMIC, SOCIAL AND POLITICAL OVERVIEW

A,

ECONOMIC OVERVIEW

Developments and Trends in Recent Years

Since the overthrow of the NKrumah Government in 1966, Ghana's
efforts to develop have been hampered by the presence of four
key problems,

1, An inability to evolve a development strategy which would
impact successfully upon the majority of Ghanaians pro-
ducing not only an increase in welfare but also an increase
in the equity of the distribution of that welfare,

2, A shortage of foreign exchange relative to development
needs and an overdependence upon cocoa as an earner of
foreign exchange and as a producer of domestic revenue,

-3, Rapidly rising government expenditures leading to per-

sistent budget deficits, an undesirable rate of increase
in the money supply and a substantial amount of inflation,

4, A massive external debt which Ghana was committed to service
out of limited and unstable foreign exchange earnings,

There were strong indications that, after the period of stabili-
zation under the National Liberation Council, the Busia Govern-
ment was moving towards a set of economic policies that would,
over time, have largely overcome these problems, Indeed the
critical failure of the Busia government was not a failure to
develop an appropriate strategy but rather a failure to develop
a political environment which would produce a broad base of sup-
port for such a strategy. The discontent brought about by the
sacrifices inherent in the strategy plus the general lack of
understanding of the strategy itself strengthened the hand of
those who sought for other reasons to overthrow the Busia
government, As a result, the evolution of the Busia economic
strategy was halted and the critical problems remained to be
solved, What then has been the basic outline of the NRC's
initial response to these problems,

While the National Liberation Council and the Busia Govermment
répudiated the statis centrally planned economic growth strategy
that characterized the Nkrumah era they experienced difficulty

in developing an economic strategy that would impact successfully
upon the low income group that makes up the majority of Ghana's
agricultural population., Under both Governments large amounts

of money were spent to maintain the established standards
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of salary and benefits of civil servants and amenities for the
urban population, While the needs of the rural areas were not’
entirely neglected expenditures and programs tended to be directed
at the more affluent portion of this sector,

Little effort was made to reach the poor small-holders tho make up

the majority of this sector and produce most of the nation's food. L v
Because they wield little political influence and are sp numerous

and dispersed as to be difficult to encourage and support they

tended to receive a low weight in the development equation despite-

their large contribution to Ghana's output. .

Towards the end of the Busia Government there was, however, a .
growing awareness that the costs of failing to reach the low
income farmers had been high. Ghana continued to remain de~
pendent upon food imports, real growth per capita remained
stagnant and urban unemployment presented a growing problem,

The transformation of the quality of rural life and increased
incentives and rewards to agricultural production were receiving
greater attention on the part of govermment policy makers when
the coup forced the Busia government from office early in 1972,

Despite indications early in its tenure that the NRC might re=-
turn to the emphasis on large scale, capital intensive state
farms that characterized the Nkrumah era this has not come to .
pass, The NRC over time has become increasingly aware of the
importance of the small scale farmer in the Ghanaian develop~ .
ment equation, Increasingly, though hampered by weak institu-
tions, it is seeking to provide the smallholder with the inputs, :
tools and technology he requires if he is to increase his output ' . _ .
and improve his standard of living., Very clearly this is of the

greatest importance as no real growth is likely to be possible- _

in Ghana so long as the smallholder is denied an opportunity ' v
to modernize his operations, contribute to growth and have a : '
meaningful share of the fruits of development,

Upon coming to power the NRC abandoned the Busia Government's
market-oriented approach to dealing with the problems of the
external sector and substituted a system of direct controls,
While this approach was successful in reducing the volume of
imports in 1972 and 1973 and in restructuring the composition

- of the import "bundle" it no doubt resulted in a reduced level
of economic activity.

In addition to the imposition of a system of direct controls, the
NRC also attempted to reduce the magnitude of the foreign exchange
constraint through the encouragement of non-traditional exports,
In January 1973 an export bonus scheme was introduced which pro-
vided a twenty percent bonus to exporters of a wide variety of
non-traditional products, It has also given exporters of non-"
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traditional products a high priority with respect to import
licenses.

The NRC, as was the case with the Busia government, has not been
successful in containing recurrent expenditures and the magni-
tude of the overall deficit., Recurrent expenditures rose from
£381 million in FY 1972 to ¢428 million in FY 1973 due primarily
to higher personnel expenditures and the govermment's desire to
cushion the standard of living through the payment of subsidies
on certain "essential" commodities, At the same time total
revenue fell from £422 million in FY 1972 to £392 million in

FY 1973 due largely to a further decline in receipts from cocoa
export duties that began in FY 1972, As a result the overall
deficit rose from ¢£111 million in FY 1972 to £188 in FY 1973,
This in turn led to a substantial amount of pressure on the price
level, There is little indication that the NRC govermment has
thus far been able to escape the pro-cyclical "trap" that haunted
its predecessors: i,e, higher cocoa prices which lead to greater
domestic revenues which lead in turn to increased expenditures
which are difficult to reverse when the price of cocoa falls,

In February 1972 the NRC Government repudiated certain medium—
term external debts (which it held to be tainted with corrup-
tion) and the rescheduling of the remainder in accordance with
IDA terms, In October of 1972 Ghana's creditors met in London
and formulated a counterproposal, Out of a subsequent series of
meetings and discussions a final agreement was reached in Rome
in March of 1974, This agreement will, unlike previous debt
reschedulings, provide Ghana with long term debt relief within

a framework that is consistent with Ghana's earlier public state-
ments on the debt question, Unfortunately, its developmental
impact will be overshadowed by increased petroleum prices and
the impact of worldwide inflation.

Current Developments, Problems and Trends,
Qutput, Prices and Equity

According to estimates made by the IMF the rate of growth in
real output probably did not exceed 2-3 percent per annum in
1972 and 1973, Allowing for population growth this would imply
continued stagnation or perhaps a decline on a per-capita basis,
There is little reason to anticipate a substantial improvement
in this situation during 1974,

In the non-cocoa portion of the agricultural sector output has
increased mainly in the case of rice and maize, Some improve-
ment has been achieved in the marketing and distribution of
local foodstuffs, The GOG's overall objective of achieving
self-sufficiency in basic foodstuffs during 1974 is not likely
to be attained, The performance with regard to non~food crops
has beéen unsatisfactory as well, Real progress with respect

to agricultural output would seem to depend upon improved inputs

S
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and services delivery and improvements in storage, marketing and
. distribution facilities, with these services and inputs being
made genuinely accessible to the small holders who make up the
majority of those employed in the agricultural sector. Appro- ,
priate price incentives are important as well, N

Cocoa prices have been favorable recently and this has served
to increase substantially the resources available to Ghana's
domestic budget and the foreign exchange available for imports,
At the same time exports of raw cocoa have fallen in volume
since the record year of 1965 (494,000 long tons) with Ghana
accounting for a decreasing share of world production, The
Government of Ghana is very clearly aware of this problem,

A National Cocoa Production Committee was recently inaugurated
to examine and seek to solve the economic and social problems
which have contributed to Ghana's absolute and relative decline
as a cocoa producer, Increases in the producer price (25% in
September 1972 and 20% in September 1973) as well as improve=-
ments in local purchasing arrangements should provide an incen-
tive to increased production,

No statistical information is available on the recent performance

of the manufacturing sector, It is thought that most enterprises

are operating above their break-even point but well below their

full capacity. There can be no doubt that intermittent short- ‘

ages of imported spare parts and raw materials have adversely .
affected production. Though the industrial sector may receive

a slightly larger proportion of all import licenses in 1974

than was the case in 1973 these problems may continue to be en-

countered, A. recent decree permitting imports under Open General

License (OGL) may ease this problem, For imports under OGL the *
importer will be given authorization to import goods falling

within broad categories. This should make for a smoother operating

licensing system, The allocation of foreign exchange for all im~- ’
ports remains subject to administrative control, however,

A rapid and persistent rate of inflation continues to be a prob-
lem, From February 1973 to February 1974 the national consumer
index for all items rose by 23 percent, Increases in the price
of local foodstuffs accounted for some 67 percent of this in-
crease,

That the lower income group in Ghana has become worse off in
recent years is beyond doubt, A virtually stagnant average per
capita GDP combined with substantial rates of inflation is cer-
tain to reduce the welfare of the lower income group which is
least able to protect its position in the face of inflation.
Most of the inflationary impact on prices is reflected in the
continuing rise in prices of foodstuffs. The urban poor who
must of necessity spend a large portion of their incomes on
food are thus particularly vulnerable while simultaneously the

£
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rural poor who might be expected to respond to the higher prices
- are prevented from doing so by the inadequacy of their inputs,
tools, technology infrastructure and inefficient access to
_ markets, Clearly, what is called for in terms of both growth
. and equity is a balanced strategy that provides the urban
poor with increased employment and income and frees the rural
poor from the impasse in which they are currently caught,

Revenues and Expenditures

Revenues during FY 1974 are likely to be higher than expected
due to high receipts from cocoa export duties and taxes on im-
ports, Income tax receipts are also expected to increase in
large part due to improved collection procedures, The gains
made in govermment receipts would have been even larger had the
government not reduced the tax on gasoline in an effort to re-
duce the effect of higher petroleum prices on the ex-pump price
that motorists must pay.

Little additional revenue will result from the imposition of a
few new taxes, While additional revenue measures were amnounced -
in the FY 1974 budget they were very modest in nature (estimated
as a group to yield only some £€8.8 million). Tax effort, as

far as non-cocoa receipts are concerned, 1is very probably de-
clining due to a reduciion in the tax base and the rates imposed,
(i.e. the average import duty declined as a result of the re-
vised import duties imposed by the FY 1974 budget,)

Recurrent expenditures may also be expected to increase substantially
in FY 1974, perhaps by as much as 27 percent, Subsidies incurred
. in an effort to hold down the price of petroleum cost the govern-
g ment some £35 million before they were abolished in March of this
: year., The increased salary for public servants announced in Jan-
. uary added about ¢15 million to recurrent expenditures. The
i elimination of subsidies on a wide range of commodities through
an increase in their control price (announced on June 14 of this
) - year) came too late in the year to have much effect on FY 1974's
budgetary out~turn though it should help hold the line on the
FY 1975 budget,

Overall, the deficit experienced in FY 1974 is likely to amount
to £120 to ¢£130 million., This in turn implies a continuation
of the inflationary pressures that have prevailed in the past
(even though the Government has recently been able to finance
an increased proportion of its deficits without resort to the
banking system),

Money and Credit

The money supply increased by 30 percent between April 1973 and
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the end of March 1974. This increase contributed to the persistent
inflationary pressures operating in the economy.

With the beginning of the 1973/1974 fiscal year the Bank of Ghana
changed the structure of interest rates, The Bank of Ghana lowered
its discount rate from 8 to 6 percent and directed the commercial
banks to lower their lending rates by 2 to 3.5 percent with a
maximum of 10 percent, In order to maintain the commercial banks
earnings the banks were allowed to reduce the rate of interest
paid on time and savings deposits and the small rate of interest
that had been paid on demand deposits was abolished. The rate
of interest paid on three month Treasury Bills is now above the
rate paid on time and savings deposits giving the Government

an improved position vis-a-vis the banks in vying for private
sector funds,

At the same time the Bank of Ghana announced new credit guide~
lines for the commercial banks for the 1973/1974 fiscal year,
Experience over the first six months of the fiscal year indi-
cates that the increase in credit to the private sector and
public entities was pretty much in line with Bank of Ghana
guldelines in total, The sectoral distribution appears to have
deviated at least initially with non-priority sectors receiving
more than should have been in the case, Credit to those non-
priority sectors was, however, relatively low on June 30, 1973,
the base date for the 1973/1974 credit program.

Balance of Payments

The attached table summarizes Ghana's balance of payments and
resource shortfall over the remainder of the decade., Imports
have been projected as those which would be required to support
and sustain a rate of growth rising from three percent in 1974~
1975 to five percent by the end of the decade., This import
data takes account of the increased cost of petroleum and other
imports.

Ghana, of course, has other commitments to meet out of the foreign
exchange at its disposal from its own (and foreign investment)
sources, When these are taken into account a substantial resource
gap emerges even on the assumption that Ghana does not seek to
maintain a level of reserves equal to 3-4 months imports (which
might be required if Ghana were to seek to significantly liberalize
its foreign exchange controls}. In the wake of the successful
rescheduling of Ghana's pre~1966 medium term debts the donors
stand ready to commit substantial amounts of new assistance,

It is not at all likely that this assistance will be sufficient

to close the resource gaps that will emerge in the last half

of the decade, Ghana will have to take certain vital actions
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herself if she is to have access to the resources required for
.moderate economic growth, -

More specifically, Ghana will have to sharply limit non-essential
imports and replace imports (i.,e. notably rice, cotton, sugar)
with domestic production to the maximum possible extent, It will
also have to expand exports even more rapidly than has been
assumed in the table attached and encourage foreign investment

to the maximum possible extent.* In order to attain these goals,
however, the domestic economy will have to be stabilized, infla-
tion held to a minimum, domestic savings encouraged and a set

of incentives and supportive policies and programs adopted to
make a break through in non-traditional exports,

Impact of the World Petroleum Crisis and Inflation

There can be no question that Ghana's development efforts have been
set back by the petroleum crisis and inflation, Ghana spent some
$40 million on petroleum products in 1973, This will increase to
$185 million in 1974 and to $210 million and $220 million in 1975
and 1976 respectively. In the absence of the petroleum crisis

and relief provided by the debt rescheduling plus the new commit-
ments on the part of the donmors would have been sufficient to

cloge the resource gap over the remainder of the decade even on

the assumption of 3-4 months accumulation of foreign exchange
reserves,

Abstracting from petroleum, worldwide inflation is likely to
create difficulties as well, Ghana's small industrial base is
highly dependent on imports whose prices are rising. With the
exception of rubber (which is not now exported but could be in
the future) gold and aluminum the prices of Ghana's exports are
not likely to keep up with the prices it must pay for imports.t
Inflation will also create budgetary problems for the Govern-
ment as it attempts to maintain the standard of living of cer-
tain income groups through the imposition of retail price
controls, responds to pressures for wage Increasas and seeks

to maintain government services in the face of mounting costs.

*Negotiations are now under way which could lead
to an investment of some $150 million to develop
Ghana's bauxite deposits and set up an aluminum
plant,

+Imports amounted to £243.3 million and Exports to
¢242,1 million over the period January 1974 to March
1974, Over the same period in 1973 imports amounted

to £124.2 million and exports amounted to ¢£187.6 million.
While some of this increase in imports has no doubt been
the result of more generous licensing policies the ma-
Jority of the increase is almost cetainly due to higher
petroleum prices and the impact of worldwide inflation,
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The Role of External Assistance

It has already been noted that, in light of the difficulties
posed by the petroleum crisis, it is not at all assured that
the donors will be able to fully close the resource gaps that
will emerge in the last half of the decade. The donors none-
theless can be expected to play a major and significant role
which will be of critical importance to the success of Ghana's
own efforts,

As of this writing the major supporters of Ghana's development
efforts are gearing up to resume their assistance as the Ghana
Government completes the review of pre~1966 suppliers credit
contracts, Indeed, the IBRD is already moving ahead to provide
substantial assistance as are the Canadians. The West Germans
are also anxious to resume assistance having built up a back-
log of funds reserved for capital and technical assistance to
Ghana, The United Kingdom is in the process of liuing up proj=-
ects for possible funding in FY 1975, The United States stands
ready to commit a $19 million program loan to provide balance
of payments support for Ghana's development efforts, New grant
funded sector related activities are also contemplated,

The process of committing new aid to Ghana has been slowed not
only by the desire of most donors to await completion of the
pre-1966 supplier credit contracts review before entering into
new commitments but by the Ghanaians' reluctance to enter into
discussions of new initiatives, This reluctance has its ori-
gins in the fact that Ghana's leaders are still in the process
of thinking through the development strategy that Ghana will
follow over the next few years and the role of external assist-
ance in relation to that strategy, It may be anticipated that
as the main lines of the new development strategy are clarified
and a plan is formulated it will become feasible to engage the
Government more effectively in a dialog on future assistance
strategies,

Development Planning and Strategy

Some of the most interesting recent developments with respect
to planning and strategy concern changes in the structure of
the respongsible organizations, Early in 1974 the Ministry of
Finance and Economic Planning was split into two separate
ministries, Col, Acheampong, Chairman of the NRC retained his
portfolio as head of the Ministry of Finance, Mr, Kwame Fordwor
took charge of the day-to~day operations of that Ministry as
Assistant to the Commissioner but also retained his position
as Executive Director of the Capital Investments Board.

The Ministry of Economic Planning portfolio was vested in Lt,
Col. R.J.A, Felli who formerly held the portfolio for Trade
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and Tourism, On March 21, 1974 Col. Acheampong announced the
creation of a National Economic Planning Council. The Council
consists of thirty-three members drawn from a wide range of ex-
perienced people from both within and outside the government,
Its creation may be seen as a major effort to bring a maximum
amount’ of talent and experience to bear on Ghana's development
problems., Though most of the members will serve on a part-time
basis, six permanent members have been appointed to posts in an
expanded Ministry of Economic Planning., These changes alone
should bring about considerable improvement in economic planning
and policy making through a strengthening of the depth of top
level leadership in these two key ministries,

It was originally hoped that a statement of strategy and a set
of general guidelines for a five year development plan could
be produced by July of 1974, It is now evident that this will
be delayed and that such documents are not likely to appear
until somewhat later, The Government expects to complete a
draft of a Five Year Plan toward the end of the year, At the
same time, however, it is possible, from the public statements
of Lt, Col, Felli and others, to obtain an idea of the probable
thrust that these documents may display,

It seems apparent that Ghana will not revert to the development
strategy of the Nkrumah era which placed a heavy emphasis on
state control over almost all economic activity and the creation
of state farms and industrial enterprises,

Rather, the approach to be followed seems more likely to be marked
by a "mixed-economy" approach with the Government playing a major
role but leaving substantial scope for private Ghanaian initia-
tive and foreign investment,

It seems clear as well that the primary thrust of the Five Year
Development Plan will be directed towards the agricultural sector,
It is well understood that agriculture (particularly small scale
agriculture) forms the basis of the Ghanaian economy and hence
the foundation upon which the development of the other sectors
must rest, This being the case it is reasonable to expect that
the plan will give substantial emphasis to insuring that small
farmers have access to credit, fertilizer, pesticides, tools,
and implements (with simple implements being domestically pro-
duced) and improved methods, Storage, marketing and transport
will also receive a high priority as a part of Ghana's effort

to eliminate its food deficit and to produce raw materials for
its industry,

The Plan should also give emphasis to the creation of employment,
the mobilization of savings and the expansion of exports all of

Jr—
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which are areas of critical importance, In a public statement
in April 1974 the Commissioner!E!iEESEaﬁic Planning stressed
these points as the main needs of future development policy
for Ghana,

Prospects for Growth with Equity

Can Ghana devise and implement a development strategy that will
result not only in economic growth but in increased equity for
the lower income group as well? The evidence suggests that
this is possible and that indeed Ghana may be well placed to
begin to devise and implement such a strategy,

First, Ghana, while not spectacularly endowed with resources,
clearly possesses the resource base to support a more rapid
rate of economic growth,., Such growth is clearly a requisite
for an improvement in equity as it makes possible a yearly
"dividend" which can be used to increase the welfare of the
lower income group without reducing the welfare of the upper
income groups. They are powerful politically and protective
of their relative standard of living, One cannof assume, how-
ever, that the dividends of growth will automatically accrue
to the lower income group, Indeed the evidence worldwide
suggests that, in the absence of positive policy, these divi-
dends tend to accrue to the more affluent portion of the popu-
lation, What is required therefore is not only growth but a
positive commitment to the redistribution of the benefits of
that growth with the redistribution to take place as the economy
grows and not at some time in the future,

Given the restricted size of Ghana's domestic market growth in
Ghana will of necessity have to be based on labor intensive
exports (though as the redistribution of growth dividends
deepens the Ghanaian market the relative importance of exports
will be reduced). Thus the most important elements of Ghanaian
development strategy are those that relate to the expansion of
labor intensive exports, Only if such exports expand can Ghana
expect to generate growth dividends of a magnitude to offer
significant increases in welfare to the lower income group,

Such growth will only benefit the lower income group if a
conscious decision to redistribute is undertaken, Foremost in
importance in this decision to redistribute is a commitment to
providing the poor with the basic skills they require to parti-
cipate in the growth process, The time that it takes to
develop such skills is a major constraint to the implementation
to an equitable growth strategy. Ghana's substantial invest-
ments in human resources should weaken this constraint emme-
what though adjustments in the educational system (including

- 10 -E w




non-formal education) may be required to give it a more practical
and development oriented bias,

There may be some benefits from growth that will reach the

. urban poor directly, 1f labor intensive exports are expanded

: they could enjoy increased employment opportunities and access

to the goods they require at world market prices, This 1is

' ‘ likely to be short lived if the rural poor are ignored as they
will leave the farms, depressing urban wages while simultane-
ously raising the price of food., A positive policy to assure
that the rural poor share in the fruits of growth is also
essential, This policy must encompass more than effort to
simply encourage the adoption of improved technology, A
policy of promoting assured access to inputs, credit, markets
and infrastructure is a necessity as well, A substantial portion
of the growth dividend must be devoted to supporting such access
if equitable growth is to become a reality, At the same time
that growth is dependent, especially in the years just ahead,
on an adequate flow of resources to start the process, Without
both an adequate flow of resources and a set of redistributive
policies neither growth nor equity may be feasible,

y In broad outline, the following conditions will have to be met
+ 1f Ghana is to have growth with equity:

1., Ghana must have access to the resources to support
growth and the "dividend" that results from such
growth, Some of these resources will be available
from external sources but substantial amounts will
have to be raised internally,

2, This growth must be based on labor intensive non-
traditional exports, Appropriate incentives must be
’ _ provided to insure this,

3. There must be a positive commitment to distributing
the growth dividend to the urban and rural poor,
This will take the form of insuring access to those
basic services requisite to meaningful participa-

. .tion in economic life such as education, health
services and housing, For the rural poor in par-
ticular, assured access to inputs, improved tech-
nology, credit and markets and strengthened infra-
structure will have to be provided as well.

These conditions can not be simply met, A considerable commit-
ment and willingness to make difficult and perhaps unpopular
decisions will be required, The NRC seems increasingly com-
mitted, however, to a strategy that will, over time, allow
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these conditions to be met., There is thus reason to hope
that not only will Ghana's considerable potential be realized

but that the poor who make up the vast majority of the popula-
tion will receive an increasing share of the benefits,
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FY 76 FBS

A,

SOCIAL OVERVIEW

Social Factors in the Development Equation

The Ghanaian economy has a comparatively small, modern and urban
sector and its social development reflects this situation, An
educated urban elite consisting of not more perhaps than three
percent of the country's total population and largely made up

of civil servants and military personnel with much smaller com-
ponents of professional and business people dominate the society.
They are the inheritors of both the income and the positions
(with the perquisites that accompany those positions) of the
earlier colonial officialdom. In the years since independence
there has been a strong tendency to perpetuate the dominance

and a measure of exploitation by this urban elite of the rural
masses which has characterized the pre-independence colonial
period. The present govermment indicates in its public state-
ments that it wishes to break out of this pattern and it gives
evidence of attempting to do so though a rapid reversal is not
to be expected,

Among the characteristics of the society and the institutions
which serve it the following seem to be among those which most
basically affect the potentialities for social mobility and
development: ;

1) the philosophy of education which predominates in
Ghana is more traditional than would be desirable
and it largely fails to prepare school leavers at
most levels for dynamic, technical or developmental
roles;

2) health and family planning services are unduly con-
centrated in the urban areas and effectively reach.
less than 30 percent of the total population;

3) the urban population enjoys the major part of govern-
ment expenditures not only for education and health
sexrvices but also for other services and infra-
structure development;

4) population is growing at a rate which may exceed
three percent annually and the cities are growing
at a much more rapid rate with accompanying serious
social and economic problems exacerbated by the slow

~GONERR.
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rate of growth in the economy in recent years;

5) problems of malnutrition and disease are serious and
there is a continuing high rate of infant mortality
despite a steady overall decline in the death rate;

6) the north of Ghana with about 20 percent of the popu-
lation is experiencing increasing hardship due to the
ecological/envirommental deterioration in the area
which appears to be associated with such factors as
increased density of human and animal population, land
use practices (which are extremely detrimental result-
ing in erosion and loss of water resources and of
fertility and productivity of the soil), and an apparent
adverse climatological trend;

7) conditions in the rural areas discourage the young
(especially the educated) from continued pursuit
of the rural and agricultural life and increase the
drift to the already overcrowded cities;

8) the same factors as in 7) above deter professionals,
more affluent business people and officials from
accepting positions in the rural areas which further
deters and postpones their modernization and develop-
ment; :

9) the instability of government In recent years and the
absence of a coherent, growth-oriented development pro-
gram has demoralized the Civil Service and rendered it,
at least temporarily, unable to make its maximum con-
tribution to dynamic growth;

10) a general absence of modern management concepts in most
economic and social institutions thwarts achievement
even where reasonable and ambitious goals are set.

Although this set of constraints to development in the social
sphere represents a formidable array, there are a variety of
other soclal aspects and trends which are more favorable,

Among these are the increasing number of people who, despite

the traditional educational patterns, have a modern outlook

and aspire to fostering a more dynamic social and economic environ-
ment, In and out of Govermment such attitudes are evident and
represent a significant leaven in the loaf, Nor is the academic
community lacking for such people: modern and activist intellects
are at work, The outreach efforts of University of Sclence and
Technology to develop new industries, support cooperatives, etc.,
attest to the vigor of this movéEMe™™ Similarly the willingness

-
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of the Department of Agricultural Economics at the University
of Ghana at Legon to enter into a close working relationship
with the Ministry of Agriculture for practical training of
management manpower for the agricultural sector is another
such evidence, There are also active Ghanailan minds at work
in such bodies as the West African Examinations Council who
wish to modernize and reform the system, At high levels of
Govermment the declared intent for Ghanaians to shoulder the
full responsibility for planning execution of national develop-
ment is a further healthy and welcome sign, In summary then,
there are a variety of developments which strongly suggest
that neither apathy nor traditionalism will prevail in the
long run in Ghanaian society, These developments are worth
supporting and encouraging and give promise of a steadily
growlng progress towards development.

- 15 -
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POLITICAL OQVERVIEW

Brief Historical Perspective

Ghana had a seventy year history of colonial administration
prior to independence in 1957, 1Its own cultural, political
and social inheritance has been intricately interwoven with
that more recent colonial experience to form a mosaic with
a variety of assets and some liabilities, Many very modern
and highly motivated men and women operate at various levels
and staff a wide range of institutions performing numerous
functions, But they are beset by rigid colonial patterns,
conflicts between the modern and traditional values, and
weak management systems and practices (partly inherited
from the past) as they pursue progress., Political insta-
bility having plagued Ghana since 1966 ith three changes
of government) there is at times hesitation in committing
the nation to firm policies, Ideological tensions put
Ghana in a posture favoring a mixed economy but statist
tendencies persist, The controlling civil-military elite
have sustained an inherited set of policies which still
substantially perpetuates the colonial exploitation of the
rural masses, The realities of political life have gen-
erally caused the leadership to favor the urban elite and
potentially volatile urban workers in the allocation of
government funds for amenities and services, Thus, despite
a comparatively high average per capita income, the rural
masses of Ghana suffer a relatively low standard of life
judged by indicators of nutritional and health status,

It will not necessarily be an easy or smooth road, there-
fore, to encourage the adoption of programs and policies

to reduce the inequities of income distribution in Ghana,

Current Situation and Outlook

Hopeful signs for development-oriented action toward growth
and greater equity are, however, discernible, The call

by the Head of State for preparation of a five year develop-
ment plan combined with a subsequent speech by the Commissioner
of Economic Planning calling for policies to deal with the
major economic problems of Ghana are encouraging. In par-
ticular his candid recognition of the slow overall rate

of growth in the past, of the need for an accelerated rate
of increase in food production, more savings, less expen-
diture of govermment revenue for recurrent costs and
increased exports suggest that this govermment is determined

- 16 -



to break old patterns, Still it must be expected that the
future will continue to suffer from the same tensions as
in the past, Greater equity will come slowly and probably
only in the context of growth which permits greater incomes
among the poorest groups to be achieved without being at
the absolute expense of the powerful elite groups.
Strategically, therefore, it will be vital not to lose
sight of the need to facilitate an adequate resource
flow to support a modest rate of growth if we wish to

see development which has as its hallmark a substan-
tially greater measure of equity,

|
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II. STRATEGY AND OPTIONS FOR U.S., DEVELOPMENT ASSISTANCE
FY 1976 - FY 1980

The U.S. Development Assistance program in Ghana is at a
crossroads. In the course of the next year basic decisions will
be necessary to define the structure and themes of A,I.D, assis-
tance for the next five years, the period it will take for sound
programs to evolve and become fully rooted.

A, Earlier Strategy and Developments

Up until the beginning of 1972, U.S. Development Assistance
strategy sought to help bring about a major revitalization of the
Ghanaian economy, lifting it out of the doldrums of economic stagna-
tion and declining per capita GNP, Growth rates rising from three
percent to six percent were projected for five and ten-year periods
ahead. This goal was to be achieved by:

- a major self-help effort by Ghana with fundamental
structural reforms of monetary, fiscal and balance of
payments policy and practice and the inauguration of a
new five-year development plan;

- a generous and final settlement of the medium-term debt
problem in the context of development resource require-
ments;

- establishing the World Bank both as a major donor and
as the principal external economic policy advisory agent
with resident professional staff, thereby minimizing U.S.
involvement and exposure on policy questions;

- assembling a package of external assistance for commit-
ment in 1972 approaching $150 million from several
bilateral donors and the IBRD and IMF through the
mechanism of the Consultative Group.

U.S. Development Assistance was to have a major role in this program;
A,I.D, assistance was focused on the macro-economic issues with

$30 million in program lending envisioned as the U.S. share in 1972
and in successive years, Other A,I.D., programs were sharply cur-
tailed or terminated except for population program assistance. The
agriculture program, the area of major U.S. assistance during the
previous decade, was reduced to a small project concerned with
agricultural policy and planning. In essence, U.S., development
assistance strategy was predicated on the belief that there was

s
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little that could be accomplished in advancing Ghana's development
until major policy reforms were achieved to place the Ghanaian economy
on a sound footing. The central theme of this strategy was that only
broad based economic reform and liberalization of the economy accom-
panied by large~scale resource transfers in balance of payments sup-
port would create the economic environment and incentives which were
the prerequisite to growth. To continue sectoral programs and
project activities, particularly in agriculture, in an unfavorable
economic environment would be inviting frustration and failure.

From 1969 onwards, after Ghana and the donor group had decided to
shift away from the IMF-led stabilization program of 1966~69, the
several elements of a development oriented strategy were being

pieced together. There is reason to believe that those elements
would have fallen into place during the early months of 1972, That
prospect came to an end with the military coup of January 13, 1972,
The fact of the coup itself brought an end to a parliamentary
democracy. The subsequent politically expedient economic decisions ==
debt repudiation and unilateral rescheduling, imposed participation
on private foreign investors, massive subsidies for "essential"
commodities, reversal of the devaluation and other measures -~ under-~
mined the structure of the reforms that was being built up. The
donors and creditors shelved their new assistance plans, deciding

to wait to see what the new Naticnal Redemption Council's policies,
plans and orientation would be. The basic lines of the earlier
development assistance strategy continued, however, to be accepted

as sound and it was believed might again be followed as soon as the
debt issue was resolved.

" B. Current Setting for Development Assistance

Little by little over the past two and a half years there
have emerged patterns and trends which suggest that the NRC's
~development policies are moving in directions similar to those
of 1971, Though now clothed in revolutionary rhetoric, more -
assertive nationalism and self-determination, the elements of
the earlier strategy are again beginning to fall into place. The
heavy political-psychological burden of the debt issue has been
eased and for the first time Ghana has a generous and final settle-
ment. The donors appear to be as enthusiastic as before and pre-
pared to provide over $100 million over the next eighteen months.
The IBRD is now well established as a major donor with the commit-
ment of $25 million in new IDA loans within the last year-~the
largest sum for any one year for the IBRD since the early ‘60s -~
and is projecting substantially greater amounts for FY 1976 and
beyond., Professional IBRD staff are assisting Ghanaian economic
policy and planning ministries, A new Five-Year Development Plan

~cuiliimmers.
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is being prepared with completion sometime in FY 1975, Other
government actions suggest that step by step the Ghana Government
has a growing appreciation of its economic problems and the actions’
needed to deal with them. This process is, however, still in its
early stages; it will be another year before the full pattern of
self~help actions emerges,

For the present the NRC displays a greater interest in action
programs in selected sectors than in macro-ecomomic policy con-
siderations. Tangible development activities have more appeal
than the subtler, harder to comprehend policies and concepts of
the macro-economists, even though recent experience is beginning
to force the NRC to appreciate the significance of the latter.
Ghana's economic growth and development requires a careful orches-
tration of both dimensions of development. The success of one
cannot be assured without the success of the other. The emerging
pattern of development suggests major resource requirements for
new infrastructure, for balance of payments support and for
specially focused agricultural and rural development programs and
related social services., A recent IBRD study suggests that the
country requires $100 million each year in additional resource
flows if a reasonable growth rate with a greater prospect for
equity is to occur., (The Economic Overview section provides a
detailed review of Ghana's economic situation and trends,)

During the past two years or so, the interests of the donor
commnity have begun to shift. Prior to the 1972 coup there was

an interest in providing major resource transfers in response to
Ghana's request for balance of payments assistance. The IBRD was
beginning to consider a program loan, and Canada, Germany and the
U.K. (the other major donors) were prepared to provide a major part
of their assistance in this form. The trend has now shifted and
the donor community almost uniformly wishes to concentrate on
agriculture and aspects of integrated rural development. The major
‘infrastructure projects in power, bauxite mining facilities, tele-
communications, major urban water and sewage systems that are on
the horizon do not generate, for concessional term lenders, the
enthusiasm of earlier times; at best, harder-term export promotion
loans and IBRD conventional financing may be available. At present
Program Loans enthuse no one, While in substance the new focus of
interest of the donor community corresponds in part with the biases
of the NRC, the underlying facts of Ghana's development requirements
point to a more comprehensive approach, 1If the trends of external
assistance continue, there will inevitably be a tension between the
level and form of resources required for broad based development
and what is possible through the more narrowly focused interests

of the donors. How does one achieve an annual supplementary resource
flow approaching $100 willion per annum beginning in 1975 if donor




interest is focused on complex low capital use agricultural and
rural development or, assuming an interest, on large infrastructure
schemes not yet designed?

C. U.S. Development Assistance Strategy and Options

Now that the overriding obstacle of the debt issue has
been cleared away (except for some ragged tag ends) and the Govern-
ment has affirmed its interest in external assistance, what should
be the role of U,S. Development Assistance over the next five years
or more? Should we attempt to revive and press forward the strategy
of the earlier period? How do recent developments in U.S. foreign
assistance orientation affect the strategy for Ghana? What alter-
natives are open to us? What assumptions for Ghana's future can be
drawn from recent events? FY 1975 will be a year of active transi-
tion and the time when A,I.D. will need to make a basic decision on
its development strategy for Ghana, To a limited degree a pattern
of U.S. assistance 1s beginning to emerge on the technical coopera-
tion phase of the program; the full character of U.S. assistance
strategy will be reflected, however, in decisions on the provision
of financial and capital resources. A review of development assis-
tance strategies suggests four strategy options that should be
considered:

Option One - Limited Technical Cooperation Program:
Under Option One U.S. assistance would be scaled down to a limited
$2-3 million TC grant program in agriculture, health and popula=-
tion and reduced extension of P.L. 480 Title II MCH assistance,
Ghana would also benefit from selected regional projects such as
onchocerciasis control to which A.I.D. contributes. The presumption
behind this minimum level program is the pessimistic view that there
is little prospect of Ghana's having the leadership and stability to
. tackle the deep-seated and long-range economic and social problems
that have plagued the country for so long. The frequent turmover
in governments frustrates efforts to help get Ghana's economy on a
sound economic footing. 1In spite of the considerable talented man-
power in the country and the reasonably well-developed infrastructure,
Ghana's leadership is too weak and uncoordinated to provide concen-
trated sustained attention to a well-thought-out, consistent, long=-
term development program. Moreover, the relatively affluent middle
class and urban populations are unlikely to tolerate any further
reduction in their standard of living, which includes a high pro-
pensity for imported consumer goods, in order to provide a substan-
tial increase in savings for investment and to permit a wider sharing
of development benefits, Wide swings in cocoa prices will continue
to be disruptive to sound economic policy. This pessimism reflects
a continuing reaction to the extreme actions of the NRC in its early
period after the coup., The unilateral rescheduling and repudiation
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of debts, the abrupt demand for participation in many long-
established foreign enterprises, the attacks on foreign assistance
and the revolutionary rhetoric suggesting a highly authoritarian
and statist political-economic orientation still rankle the
Western investors and donors. The echoes of these actions, though
muted, continue to reverberate. The doubters believe they could
come to the fore again; they give little credence to positive trends
that have been emerging over the past year., In sum, this option
concludes that the Ghanaian political and economic environment for
development is not likely to improve sufficiently to justify more
than a minimal presence type assistance program, particularly in
the light of pressing priorities for limited funds in other less
developed countries. At best Option One suggests putting off any
consideration of major development assistance and waiting to see
what happens.

Option Two - Limited Sector Development: Option Two
points to a Technical Cooperation program of $3-4 million in sectors
of A.I.D.'s principal interests -- food and nutrition, health and
population. It would include $3-5 million sector or capital project
loans in FY 1976 and subsequently as the opportunity arises and the
Ghana Government presses for them. The loans would provide supple-
ments to food and health TC projects and be based on fully developed
economic and technical feasibility studies. P.L. 480 Title II and
participation in regional projects would be encouraged. Option Two
presumes a somewhat more positive view of Ghana's situation and
-the prospects for achieving some development impact in carefully
delineated sectors., It disassociates A.I.D. assistance from the
larger concerns of what is happening to the country's development
generally., It assumes (hopes). that conditions outside the specific
sector problems on which A.I.D. is concentrating will be sufficiently
favorable to enable A,I.D.-financed programs to achieve their objec-
tives. It reflects a continuing skepticism about the overall pros~
pects for Ghana's development and a marked decline in U.S. interest

"in Ghana compared with the 1966-72 period.

Option Three - Major Sector Development and Support for
Growth: Under Option Three there would be a concerted effort to
build a Technical Cooperation program of $4-4.5 million aimed at
making a substantial impact on root problems in priority sectors
of food and nutrition, health and population focused on the poorer
rural populations. This effort would be reinforced by a loan
program of $10 million each year oriented toward major resource
‘transfers in the chosen sectors, particularly food and nutrition,
health and related rural development. In so doing, there would
be a parallel concern with helping to ease the basic foreign ex-
change constraint which inhibits Ghana's rate of growth. The
underlying theme of Option Three is the importance of working
with the Ghanaians both in addressing the problems of increasing

]

- 22 =



b NI

IR e

the growth rate above the present stagnant levels and in supporting
a redirection of resources and services toward the poorer rural
populations. :

Option Three interprets the trends of the past year as
encouraging signs that Ghana is moving toward a more rational and
pragmatic approach to development policy and practice. The resolu~-
.tion of the debt issue, the increased bias toward a mixed economy
orientation, growing interest in revived foreign private investment
and external assistance, growing political confidence and stability
of the leadership, a return to efforts to prepare a Five-Year
Development Plan, and an increasing concern with small farmer programs
and rural development and associated amenities all point to a move-
ment in the right direction which deserves support and reinforcement,
This view looks on the heavy stress in rhetoric and in programs on
self-reliance as a healthy sign demonstrating a greater self-
asgsertiveness and determination to maximize the benefit to Ghana
of the resources at its disposal for the country's development.

It recognizes but is not deflected by the inevitability that this
new self-assertion will spill over into actions at times that clash
with developed and domor country vested interests,

_ At the same time, strategy Option Three recognizes that
Ghana must do a great deal more on its part to demonstrate its
determination to carry out a sound long-term development program.
For one, the Five-Year Development Plan needs to be completed and
evaluated. Accompanying fiscal and monetary policies need to be
formed and held to, to correct some of the fundamental and long-
standing imbalances in Ghana's external and internal economic con-
dition. In brief, Ghana will need to demonstrate a commitment and
capability to carry out a development strategy along the lines
outlined in the Economic Overview,

. An Option Three strategy would aim to reinforce movement
in that direction; it would be primarily concerned with sector
emphases but also continue to encourage and facilitate efforts
toward an accelerated overall growth rate. To commit the level
of resources envisioned under this option and not be concerned
about underlying economic conditions affecting overall growth
would be unwise. Thus A.I.D., would need to work closely with the
IBRD and other major donors to assist Ghana, through a revived,
more palatasble Consultative Group (perhaps focused on agriculture
.and rural development), to take the self-help measures essential
to achieving growth with equity.

Option Four - Major Growth With Equity: A major growth

with equity strategy builds on the already established pattern
of U.S. assistance to Ghana. It is based on the generally accepted

“SRNNEDS.
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view, as cited in IBRD studies, that a first order of business in
Ghana is to lift the growth rate above the present stagnant leve}
of 3% or less. The IBRD projects a possible and desirable growth
rate for Ghana as 3% in 1975, rising to 5% by 1980. To achieve
this will require a significant self-help effort accompanied by.
major supplementary resource flows in magnitudes of $100 million
per year, Without this boost in growth rate there is little like-
lihood of attaining greater equity in the country's development. .
‘Efforts to induce greater equity will be frustrated and tensions |
between the more affluent urban and middle income groups and the
poorer populations in rural areas and the poorest urban dwellers
will be exacerbated. Theprggram for bringing about this boost in
growth is essentially the same as the one that was being put
together prior to the 1972 coup. To it should be added greater
attention to key sector developments which emphasizes economic
services and amenities to the least developed communities in the
country. The elements of the A.I,D. program would include:

- Expanded Technical Cooperation program with major
sector involvement in food and nutrition, health,
population and related rural development and
specially focused attention in human resources
development to improve management capabilities -
$4-4,5 million.

- Sector Resource Loans each year in food and nutrition
and health and related rural development - $10.0 million,

- Supplementary Program Loan - $10-15 million.
- Regional Project activity and P,L. 480 Title II.

The essential difference between the above program and that of v
prior years is the increased empha31s on sector development addressing
"problems of equity.

What does such a program for FY 1976 presume about the
gsituation in Ghana? It anticipates that the trend in Ghanaian
economic planning and decision-making will continue its present
evolution towards sounder policies and programs as the plan exercise
progresses, By FY 1976 there should have emerged a pattern of
self-help actions and external agsistance support which would justify
the major level of U.S. development assistance outlined. Domor
interest in Ghana is reflected in a relatively firm projection of
over $100 million in new assistance reported to the Ghanaian Govern-
ment as feasible over the next eighteen months once the debt issue ,
is resolved., An important part of this strategy option is the
assumption of a positive U.S, effort to encourage multi-donor
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cooperation and active IBRD leadership with the Ghanaian Government
in putting together the several key parts of a major development
program. It accepts the view that the potential for accelerated
growth exists in Ghana but requires the catalytic action of Ghana's
development plan and significant donor support. With IBRD guidance,
building on the Bank's established major lending and advisory role,
Ghana and the donors could again come together in a Consultative
Group restyled to make it more collaborative and more sensitive

to Ghanaian interests and leadership. FY 1976 would be the target
year for beginning this new development thrust and the process of
bringing it about would need to begin in the coming months. The
first step would require exploratory high level discussions with
Ghanaian leaders on their views and aspirations for the country's
long-term development predicated on the view that the principal
donors are prepared to provide substantial additional resources
over an extended period,

D. Ghanaian Aspirations and Strategy Options

As the horizon of the Ghanaian.Government rises above
the immediate problems at hand, its long-term aspirations begin
to take shape. The principal characteristics are:

- Overriding preoccupation with achieving greater self-
sufficiency in food production and the production of
agricultural raw materials for domestic processing
industries. Rapidly rising costs, largely caused by
production and marketing problems of local foods,
have intensified this concern with agriculture.
Almost every institution in Ghana in one way or
another has an agriculturally related component
in hand or under planning. The Central Bank of
Ghana has become a prime mover in agriculture policy
and programs,

- A growing interest in the rural development dimensions ~-
health, feeder roads, rural water supply, adult educa-
tion, cooperatives, agricultural credit -~ of
agricultural growth, stimulated by political pressures
from the outlying regions.

- A greater appreciation of the importance of foreign
public and private capital to the achievement of
their aspirations. This has been most notably re-
flected in the drive to get the $I50 million bauxite
mining - alumina processing enterprise under way -~
a project which has been central in Ghanaian aspira-
tions from the early days of the Volta River Development -
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Valco project. The desire for this new scheme has been
a significant force in moderating the Government's
actions on other external investment and financial

matters.

- A recent awakening to the impact of accelerating power
requirements on the long-term options for additional
hydroelectric facilities., $100 million will need to
be lined up in FY 1976 for the Kpong Dam; additional
schemes in the $200-300 million range are suddenly
becoming more urgent. The pressures for these vast
schemes in turn will generate more intensive con-
sideration of alternative uses of available water
for power and/or irrigation in the poorer drought-
prone areas of northern Ghana and neighboring
Sahelian countries.

_ Underlying these aspirations is the continuing debate on
the country's political-economic ideoglogic orientation which

centers on the definition of self-reliance. Simply expressed, it

is a debate between the advocates of statist-socialistic biases
from the Nkrumah era and the advocates of a liberal economic

(though now more assertive and nationalistiec) philosophy. An
interpretation of self-reliance from the socialist viewpoint

carries with it an insistence on go-it-alone austerity which to

a certain extent characterized the first year or two of the NRC's
administration; it was saved from its severest economic consequences
by the sudden rise in export earnings from the country's major
exports, The liberal economic view has increasingly come to the
fore as the longer term prospects of major new investments and
growth become more attractive and the authoritarian discipline

of a socialistic austerity less so. This movement is guided by
leaders who are essentially pragmatic, learning their lessons in
economics from what they find does or does not work. Their aspira-
‘tions will draw them increasingly towards those development policies
and programs which call for an expanding flow of external resources
from private investment, external assistance and trade.

How will Ghanaians with this perspective before them view
the strategy options outlined? Certainly Options One and Two will
be viewed as a decline in U.S. interest in Ghana and a turning awmy
from our policy of the post-1966 period. Option One is essentially
the course followed during the bitterest days of the Nkrumah period
‘apart from extraordinary commitment to the Volta River Dam - Valco
Smelter projects, Option Two, while more positive, will not be
considered significantly different and the time necessary for the
refined advanced planning and implementation may undermine its
positive intent. Options Three and Four are more in line with
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Ghanaian expectations, arising from their own perception of the
importance of the U.,S. to Ghana's development and from their under-
standing of the assurances they received of U.S. support following
a debt settlement, Option Four will appear less attractive until
such time as the resource pinch becomes more sharply defined and
felt, The fear of overly embracing foreign influence which could
accompany Option Four and a current distaste for generalized com-
modity import loans will likely deter them for awhile from taking
‘the lead in such a Gevelopment strategy. The tension between its
advantages and disadvantages may become significant as the implica-
tions of the $100 million annual gap sink in. The style and per-
formance of the donor group, in the interim, will be the key to
how Ghana copés with the tensions. Option Three would likely seem
to the Ghanaians the most attractive. Its emphasis on sector
development, particularly in agriculture, and subordinate but
continuing concern for the constraining foreign exchange problem
appears consistent with Ghanaian views of their priorities.

One vital characteristic of the Ghanaian position derives
from their view of collaborative style. This view is rooted in
their more assertive economic nationalism; it is reinforced by
our own stress on greater LDC initiative in development planning
and decision making. The hat-in-hand approach is out if it was
ever in style. Ghanaian leaders in various regimes have stressed
their preference for the donors to outline the level and focus of
their interest first so that Ghanalan planning could then be ad-
justed accordingly. They have consistently resisted the Con-
sultative Group concept which required Ghana to outline its develop-
ment programs and self-help measures first to be scrutinized by
the donors to determine whether they are worthy of support. ' The
prevailing view calls for the donor to offer what it believes it
can help with and on what basis; the Government will then decide
whether to accept or reject. For Ghana, the collaborative style
is at its best a process of mutual initiative with more stress

"on Ghana's molding donor proposals to fit its interests than the
other way around. Strategy Options Three and Four will call for
donor group initiative and flexibility. '

E. Level of Assistance and Alternative Strategies

The choice of strategy to a considerable degree will be
influenced by the program preferences in A,I.D,'s mandate, There
is little point in adopting a development assistance strategy
‘that is incompatible with the primary mandate given A.I.D.
Options Three and Four would call for Sector Resources Loans and,
for Option Four, in addition, Program Loans to enable relatively
rapid planning and implementation to meet the requirement for
resource flows consistent with the developmental objective




envisioned. Sector Loans and capital projects require longer

lead times for planning; implementation extends over a longer
period of years. The objectives which call for a concern with
both growth and equity would not likely be achieved by the TC-
Sector Loan aid instruments in Option Two., If, however, Program
Loans are ruled out then the achievement of the Option Four
objective 1s unlikely; there is no sector or project mechanism
which will permit the rapid large-scale flow of resources required
to achieve the growth objectives outlined in the IBRD projections.
The. size of Sector Resource Loans are constrained by the narrower
programming limits implied in a sector focus,

Another factor bearing on the level of assistance stems
from Ghana's relatively advanced development compared to the least
developed countries in Africa, The IBRD has advised the Ghanaians
that the amount of IDA term money will be available for Ghana at
substantially reduced levels. Mixed IDA and conventional IBRD
terms are likely to be the pattern of the future with the character
of the project a key determinant, The large-scale financing en-
visioned for the Kibi bauxite mining infrastructure and for new
pover requirements is unlikely to attract the concessional financ-
ing Ghana would like. Other infrastructure schemes such as tele=~
commnications and urban water systems will similarly be less
attractive to concessional donors who are shifting their attention
to agriculture and rural development and social service programs
in general, Ghana will thus have to absorb a higher percentage of
conventional IBRD-EXIM type financing along with continuing con-
cessional lending for the less commercially oriented activities,
Having just overcome a major debt servicing problem, this prospect
will be painful, placing considerable pressure on A.I.D. and other
concessional lenders,

F., West Africa Development and U,S, Development
Assistance for Ghana

The implications of the choice of strategy option for
Ghana go beyond Ghana itself. Future development in Ghana cannot
go on igsolated from neighboring countries; moreover, stepped-up
growth in Ghana can contribute to the salvaging of the ravaged
economies of nearby Sahelian countries. Ghana can become an
important market, employer and food source for impoverished
Upper Volta and other Sahelian countries. Ghana imports cattle
worth several million dollars each year from the Sahelian countries,
As fts economy expands the demand for labor will grow as it has
already in some Ghanailan agricultural areas. Substantial quantities
of Ghana's food production move across the borders in response to
high prices and ease of transport -- one estimate suggests that
10-20% of Ghana's expanded rice production is smuggled out of the
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country. This will inevitably increase as Ghana's agricultural
development accelerates. Ghanalian manufacturers are meeting
demands in the surrounding countries, e.g., textiles to Mali.
Various studies have pointed out, however, that Ghana's internal
economic difficulties -- its lack of growth, its overvalued cedi -~
have 1isolated it from a greater involvement in West African
development, Conversely, it is believed that significant growth
in Ghana and a reordering of its external financial position could
‘contribute to growth in neighboring countries. Parallel with

this view is the conclusion that the Sahelian countries can only
survive and develop in close association with the more prosperous,
more developed and growing coastal states. Ghana, moreover, 1is
becoming increasingly involved in regional schemes. It is a key
participant in the onchocerciasis control program and in regional
1inks in telecommnications, power and transport. It is an active
supporter of the West African Economic Community, Future river
development in northern Ghana will have important consequences for
Sahelian countries.

Strategy Options One and Two preclude A.I.D.'s encouraging
and supporting a greater Ghanaian contribution to West African
regional development and support for the Sahelian countries.

Option Three and particularly Option Four can, over the long term,
make a distinct contribution, provided a regional perspective is
builg into the planning to resolve the problems of the tragically
frail economies of the interior countries. In the same process
its own people can come to share more equitably in a better life.

G. Selected Areas of Sector Concentration and
U.S. Development Assistance Strategy

All four options contain the same three areas of concen-

tration: food and nutrition, including rural development, population,

and health. Their selection reflects:

- their high priority in Ghana's development planning
and policy;

- areas of earlier A.I.D. experience in Ghana and the
opportunity to build on this experience;

< A,I.D.'s own priority interests and areas of
competence;

- complementarity with other donor 1nterests;

= the identification of opportunities where a
significant development contribution can be made.

SN
" | - 29-

)



O

The area of food and nutrition envisions:

- concentrated attention on the problems of delivering
basic agricultural services =-- credit, seed, fertil-
izer, and research results -~ to the small farmer;

- the development of farmer associations and private
agribusiness enterprises to enhance the linkage be-
tween agricultural services and the small farmers;

- the development of a permanent capability within
Ghanaian institutions to train middle management
staff for agricultural enterprises -- the major
bottleneck to the expansion of Ghana's agriculture
program; '

- the introduction of the nutrition factor iﬁ the
planning of development activities.

It is proposed that this work in the area of food and
nutrition will be supported by assistance to Ghana's Council for
Science and Industrial Research which is the focal for practical
research in Ghana, particularly as it relates to the agricultural
sector,

It is anticipated that the Sector Resources Loans will
enable A.I.D. to provide capital support to the development of
agriculture services -- credit, seed and fertilizer., The Govern=~
ment's growing interest in integrated rural development centered
on agricultural production will provide additional opportunities
for the application of these loan resources. The areas freed from
the threat of onchocerciasis will be among those under consideration.

The population program continues the basic lines of

‘assistance already well established, i.e., support to the Ghana

National Family Planning Program and to research on rural health
and family planning services. The aim will be to find ways to
intensify the delivery of family planning services drawing to an
increasing extent on the research findings of the Danfa project.
A,I.D. continues as the major supporter of Ghana's population
program although we will seek to encourage greater participation
by other contributors,

The third area of ceoncentration ig health with particular
concern for the delivery of health services to the rural popula-
tions, Ghana has a considerable number of medical and health per=-
sonnel who need the catalyst of effective management and planning
if they are to contribute to the extension of health services.




The TC project and a possible Health Sector Resources Loan are
concerned with strengthening the health delivery system and its
management, Progress in this effort will open the way for sig-
nificant advances in the extension of nutrition and family
planning services as well,

Throughout all the programs proposed there is the common

. thread of management in its fullest sense. Over time progress in

improving management capabilities will in large measure determine
the success or failure of these several programs and their con-
tribution to the country's development, Thus the Mission proposes
to continue its Economic Development Management project as a
further reinforcement of its concern for management within the
particular areas of concentration,

The choice of areas of concentration excludes education,
which should undergo major reforms to make it more supportive to
the development process. Ghana's well entrenched educational
system is rnot at present readily amenable to significant change
and would not likely be a fruitful area for A.I.D. assistance.
Moreover, there is already a heavy concentration of other ex-
ternal assistance including the Peace Corps in the education
area,

-A,I.D. will likely be pressed to assist with various
major capital projects in the power, telecommunications and mining
infrastructure area. We believe these are more appropriately
covered by other sources in spite of our very considerable involve-
ment in prior years. It seems appropriate that more conventional
term financing be applied, including EXIM loans, to these activi-
ties owing to their high commercial orientation to international
markets. Stiffer terms may also have the effect of slowing
Ghana's move toward capital intensive enterprises which would do
little for equity considerations in Ghana's development.

Strategy Options Two and Three are particularly compatible
with a primary concern with the selected areas of concentration.
They differ primarily in the intensity of A.I.D.'s involvement.

H. USAID Conclusions and Program Recommendations
.on U.S. Development Assistance Strategy

In considering the four strategy options, the USAID
Mission recognizes that a number of variations in dollar levels
and program instruments can be designed with differing shadings
in justification. It believes the four options that have been
laid out provide significantly different courses that could be
followed as U.S. interests in Ghana and West Africa may dictate

- o
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and Ghana's domestic performance justifies. (A final conclusion
on A.I.D.'s Development Assistance strategy will, of course, re-
quire further exchanges with the Ghana Government; however,
guldance for these exchanges will be needed drawing on the
USAID's presentation.)

We would seriously question the wisdom of Option One;
it is a backward looking view insensitive to the nuances and
trends and opportunities for development in the Ghanaian situa-
tion. It fails as well to appreciate Ghana's profound interest
in and desire for American ideas, technology and relationships.

Option Four represents from an economist's point of
view, such as outlined by the IBRD, the strategy most likely
to achieve the structural changes and economic reforms neces-
sary to bring about the higher growth rates Ghana has been
deprived of for the past decade. It provides the opportunity
for building substantially greater equity into Ghana's development ~--
a course which would have to be purposely pursued or the attrac-
tions of capital-intensive investments would again distort the
country's growth. It is the option most consistent with the aim
of promoting Ghana's participation in and support to West African
and Sahelian development, perhaps a primary justification for
such a major U.S. program. By the end of FY 1975 Ghana could
be and may be in the best position it has been in since the 1966
coup to launch a broad based growth with equity strategy. Many
of the elements are falling into place -- debt burden cleared,
large~scale external assistance pending, a healthier view of
self-help evolving, and a new development plan being prepared.
At the same time, however, the focus of international develop-
ment concerns is shifting as is Ghana's view of itself in the
international setting. The opportunity for Option Four, in spite
of its merits, may have been missed, For the donors, the prob-

lems arising from the interaction of population growth, food

production and provision of social services and the concern for
the poorer members of the society are concentrating attention
on sectoral crises and the condition of the least developed
countries, Ghana, for its part, hopes that a favorable balance
in its export prices and import costs will be sustained to
enable it to achieve by trade what it previously sought by aid.
Option Four should be put on the back burner; as events unfold
it may again be appropriate.

There is merit in Option Two. It will not provide the
level of resources, however, that could bring about a significant
impact on basic sectoral problems and would not be supportive of
a move to accelerated growth. It is well below the level of
assistance Ghana expects from the U.,S. as indicated by past U,S.
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performance. It will make little or no contribution in helping
Chana participate in easing the urgent development problems of
the Sahelian countries. With tight funds and greater priority
being given the least developed countries, it may, however, be
the best option feasible,

Option Three provides, from the USAID Mission perspective,
a particularly promising strategy. It would permit a concentrated
‘and significant impact on Ghana's agriculture and rural develop-
ment, It could help free one of the most fundamental forces for
development in Ghana -~ the mass of the rural population and
small farmers. It could pave the way for Ghana's contribution
to easing the Sahelian problem with food, supplies and farm
employment. Its larger resource flow would help, in concert
with other donors, stimilate movement toward a higher growth
rate while giving equity concerns a primary thrust. Option
Three is directly consistent with both A.I.D.'s and Ghana's
current development interests. Once accepted in principle by
A.I.D. as.a feasible and appropriate strategy from its positionm,
a dialogue with Ghanaian officials would be necessary to determine
whether it is, in fact, practicable. Are they prepared and williog

to work with us in close collaboration on the design and implementa-

tion of Sector Resource Loans? Are the mechanisms that would be
involved acceptable to them? The Mission believes that step by
step it is establishing the kind of working relationship which
would permit such an.effective collaboration. But this relation-
ship will have to emerge over time built on a confidence that is
now rising out of our responsiveness to specific requests. Under
Option Three, the USAID recommends the following funding levels
for planning purposes:

($ thousands)
FY 1975 FY 1976 FY 1977 FYy 1978

‘Technical Cooperation and

Development Grants 5,206 4,333 3,645 2,954
Sector Resources Loans 10,000 10,000 10,000 10,000
Title I1 (MCH) 1,336 1,641 1,810 2,000

16,542 15,974 15,455 14,954
Teéhnical Cooperation and Development Grants
The higher level for TC reflects the USAID effort to move

the Ghana program into the mainline of A.I.D.'s new mandate. In
FY 1976 approximately 507 (60% in FY 1975) is for programs in the

4
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food and nutrition category including the Science and Technology
‘project under Selected Development Problems which will be con=-
cerned with aspects of agricultural development. This compares
with less than 10% in FY 1974. About 30% in FY 1976 is for
population programs and 10-15% for health. The large increase
in FY 1975 reflects the advance funding requirements for several
new projects. We anticipate that the actual level in FY 1975
may fall between $4=4.5 million as new projects are reviewed and
initial implementation deiayed. However, the USAID Mission urges
early approval in principle (i.e., PPP approval) so that detailed
planning can proceed expeditiously. The project narratives in
the FBS are written to serve as or refer to previously submitted
PPPs. Funding for the TG/DG activities could include allocations
from the Voluntary Agency set aside fund for the Farmer Associa-
tion and Agribusiness Development Project and Sahel appropriations
for the Savannah Desertification Study under the Development
Application of Science and Technology Project.

Development Loans

The USAID Mission proposes for planning purposes an annual
level of $10.0 million for each fiscal year. In FY 1976 it is pro-
posed that $8 million apply to an Agriculture Sector Resources Loan
and $2,0 million for a Health Sector Resources Loan, These loans
would provide a combination of local currency generations and com-
modity imports required by the sector., The loans would encompass
an agreed set of subactivities associated with the A.I.D. Technical
Cooperation program., As soon as the negotiation of the current
$19 million loan is completed, the Mission will proceed to discuss
with the Government the design of these loans.

The Mission has doubts whether a $10 million Sector
Resources Loan can be developed by the end of FY 1975 as proposed
_in the Congressional Presentation. The delayed implementation of
the $19 million Program Loan and the slow pace of Ghanaian develop-
ment planning suggest that a deferral to FY 1976 would be prudent.
However, the Mission intends to press ahead as rapidly as possible
with the Ministry of Economic Planning in an effort to define an
appropriate Development Loan program. Thus it proposes that a
final decision on the $10 million Sector Loan for FY 1975 be
deferred until December 1974,

P.L. 480 Title I1I
Details of the Title 1I program are outlined in the FBS
budget section. The objective would be to strengthen and expand

the Maternal - Child Health program in areas of greatest need in
conjunction with the stengthening of the health delivery system. !
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Ghana will continue to benefit from many regional and
centrally funded programs particularly in health and population
but including such activities as the regional science and
mathematics programs, the African Association of Universities
scholarship program and the 0,I.C. vocational training project.

USAID/Ghana
July 25, 1974
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