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'AG’ENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, b.C. 20523

AUG 25 |o88

ACTION MEMORANDUM FOR THE ASSISTANT ADMINISTRATOR FOR AFRICA

THROUGH: Larry Saiers, DAA/AFR

FROM: Jim ‘Qﬁ

SUBJECT: Ghana//Agriculture ProductiViEy Promotion Program
641-0117

Proposed Action: That you (1) sign the attached PAAD facesheet
authorizing $4.5 million in DFA grant funds for the Ghana
Agricultural Productivity Promotion Program (APPP), and (2) sign
below approving an exception to A.I.D. policy requiring that
dollars Be exchanged for the highest rate not unlawful in Ghana.

Program Description: The purpose of this three year grant
program is to increase productivity in food crop production.

The $20 million in non-project assistance will be disbursed in
three tranches, the release of which is conditicned on GOG
policy reform in two areas: privatization of fertilizer supply
and distribution, and revitalization of the improved seed
industry. The initial tranche of $4.5 million will be disbursed
in FY 88, and is conditioned upon a reduction in fertilizer
subsidization, completion of an implementation plan for
fertilizer privatization and initiation of studies on the Ghana
Seed Company (GSC) and the improved seed market. The second
tranche of $7.5 million is conditioned on further reduction in
the fertilizer subsidy, initiation of privatized sales of
fertilizer in two regions, and completion of studies and a plan
with options for restructuring the GSC. Release of the final
tranche of $8.0 million requires total elimination of fertilizer
subsidies, country-wide privatized sale of fertilizer, and
initiation of a USAID-approved plan for
privatizing/restructuring the GSC.

APPP dollars will be deposited with the Bank of Ghana (BOG),
which will auction the foreign exchange at its weekly auction.

Local currency recalized from the auction will be deposited in a
special account of the Ministry of Finance and Economic Planning
(MFEP) and programmed for activities supportive of the APPP,
These include: budget support to the Department of Feeder
Roads; budget support to the MOA for crop extension services;
policy studiec to be carried out by the National Centre for
Development Strategies, a Mission OE Trust Fund, and GOG
monitoring and evaluation expenses.
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Three evaluations are planned. The first two will be at
mid-term and at the end of the program. Another, four years
after the PACD, will be coordinated with the World Bank and
aimed at measuring the program's longer-term impact,

The APPP is a parallel financing effort with the World Bank's
Agriculture Services Rehabilitation Project, a $53 million
multi-donor program initiated in December, 1987. The program is
comprehensive and provides: institutional strengthening of the
MOA; agriculture research and extension Ssupport; strengthening
of the Irrigation Deveiopment Authority; support for veterinary
services; and general support for privatization of GOG
agricultural enterprises.

Discussion: An ECPR reviewed and approved the PAAD on August
23. No modification of the document or substantive change in
the program design is required. The initial obligation will be
for 54 5 million; subsequent amendments for tranches increasing
the LOP to $20 million will be authorized by the Mission with
REDSO/WCA concurrence. ‘

The MIDAS II Project, which supported the privatization of the
Ghana Seed Company, is being terminated by the Mission. The
remaining funds (approximately $1,440,000) are being
de~-obligated and will be re-obligated this fiscal year for the
APPP., This will be done by a separate amendment and is not
included in the immediate obligation of $4.5 million.

A Congressional Notification for $4.5 million was sent to the
Hill on August 1 and expired without objection on Augqust 16.

Exception to A.I.D. Policy on Exchange Rates: A.I.D. policy
requires that we exchange our dollars at the highest rate not
unlawful in a country. However, there are two lawful systems
for converting foreign eXchange in Ghana: the BOG auction system
and the Forex Burcau (Bureau de Change). The PAAD proposes that
APPP dollars be sold through the auction. Because the rate of
exchange obtained through the auction is less favorable than
that available through the Forex Bureaus, an exception to this

A.I1.D. policy is required.

The auction system has been efficiently and honestly conducted,
and there appear to be no significant delays for larger
importers obtaining access to the auction and obtaining letters
of credit., With the elimination of most GOG eligibility
restrictions, demand has grown rapidly and now exceeds supply.
The auction rate has increased substantially during the course
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of the auction, and as of 7/29 was 211 cedis/US$ compared with
265 ¢/$ sold at the Forex Bureau.

The Forex Bureaus serve mainly to shut down black market
activities and increase the flow of service transactions
(worker's remittances, tourists, etc.) while also permitting
small importers access to foreign exchange. They find the
auction process too cumbersome, with high transaction costs.
The Bureaus' capacity is limited, however, and is not designed
to handle the volume of foreign exchange activity required by
international donors and commercial importers. Use of the
Bureaus would also be very difficult because there are no
established arrangements for obtaining information required by
the donors. Even information on the amount of the donor's
foreign exchange actually sold and cedis generated would be
impossible to obtain from the Bureaus since they do not report
on sources. Moreover, use of the currency for capital flight,
which is not controlled, would be unacceptable.

Since the establishment of the auction in 1986, both the World
Bank and the IMF have strongly urged bilateral donors to follow
their lead in utiliziny the auction and to move increasingly
toward quick-disbursing forms of program assistance that can be
channeled through the auction. The French and Dutch now do so.
Recent moves to expand the demand for funds via the auction
should also be accompanied by an increased supply of funds, more
than half of which has been coming from donor sources. While
the difference between auction and Bureau rates remains fairly
large, USAID believes there will be further convergence over the
coming months. Adequate time should be accorded the GOG to
bring this about. It is also possible that, as Forex operations
are expanded, they could replace the auction as the determinant
of official market rates. The gradual convergence of rates,
including a further rise in the auction/official rata and
effective depreciation of the cedi, together with further
expension of Forex operations, will lay the groundwork for
further liberalization of the trade regime and eventual full

convertibility of the currency.

Given these policy considerations, and the implementation
problems associated with working through the Bureaus, it is
recommended that an exception be made to the exchange rate
policy to permit exchange of APPP dollars through the Bank of

Ghana's auction system.

Y



-4-

Recommendation: That you: (1) sign the attached PAAD facesheet.
authorizing $4.5 million in DFA funds for the Ghana Agricultural
Productivity Promotion Program; and (2) sign below approving an

exception to A.I.D. policy requiring exchange of dollars for the -

highest rate not unlawful in the recipient country.

/ ,/// /
APPROVED: %/ ¢ - . 4 (
// .

&
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DATE: ,'{"P - 2SS

Clearances:
AFR/CCWA: RThomas (draft) Date 8/24/88
AFR/PD/CCWAP:DCla&A (draft) Date 8/24/88
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l. EXECUTIVE SUMMARY AND RECOMMENDATION

1.1. Background

After more than two decades of economic decline, Ghana is now on the
difficult path to recovery. 1In 1983, the Government of Ghana (GOG)
launched an Economic Recovery Program (ERP) and began taking courageous
steps to stabilize the economy and build the foundation for sustained
economic development. While much has been achieved, many difficult
measures remain to be taken. In contrast to Ghana's first quarter century
since Independence, this foundation is being built on a diversified private
sector.

Central to sustained economic growth in Ghana is a robust and diversified
agricultural sector. Including forestry, agriculture dominates the
Ghanaian economy, contibuting about 53% of GDP, 75% of merchandise exports,
and 60% of employment. This reflects Ghana's basic resource endowment and
comparative advantage in several export and food crops.

Since adopting the ERP in 1983, Ghana has registered impressive economic
gains. From 1984-87, real GDP grew at an annual rate of 5.9% while
inflation averaged 29%, down from 120% in 1983. Exports have grown at an
average annual rate of 15%. 1In the agricultural sector, production of
export crops has increased. However, the response of food crop production
to the ERP has been disappointing, as yields of key crops (notably cassava,
maize, rice, and sorghum/millet) have stagnated. Production has not kept
pace with demand and cereals imports have been required.

Proven technologies exist to improve yields in Ghana, but adoption rates
are low. Transfer of technological innovations to farmers through
extension is woefully inadequate. 1Insufficient credit limits the purchase
aild application »f modern inputs. Poor rural infrastructure, such as
roads, irrigation, storage facilities and markets, discourage farmers from
increasing production. Direct public sector participation in input supply,
especially inorganic fertilizer and improved seed, results in supply
delays, insufficient quantities, poor quality in the case of seed, and
inefficient distribution. Experience shows that "getting the prices right"
is not enough to increase food crop yields and production.

1.2, Program Strategy

The Agricultural Productivity Promotion Program (APPP) supports the
objectives of the Economic Recovery Program. It seeks to reinforce the
major accomplishments of ERP to date, and to encourage the GOG to continue
on the promising path of structural adjustment. One way APPP will
accomplish this is by providing a $20 million cash grant, from the A.I.D.
Development Fund for Africa, to the GOG for auction by the central bank
(the Bank of Ghana). The other way is by APPP providing selective
budgetary support to the agricultural sector. Together these actions will
help the GOG to undertake ottstanding policy reforms that are outlined
under its World Bank and IMF-supported Policy Framework Paper. At the

———
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sectorial level, APPP focuses on measures to improve food crop
productivity. By helping men and women farmers throughout Ghana to
increase their productivity, it is expected that APPP will make significant
contributions to the creation of productive employment in Ghana's private
sector.

The cash grant will be obligated in three tranches: $4.5 million in late
FY 1988, to be released in early FY 1989; $7.5 million in mid FY 1989, to
be released in late FY 1989; and $8.0 million in mid FY 1990, to be
released in late FY 1990. The funding levels for the second and third
tranches are still planning figures; the exact amounts will depend on
availability of funds.

The release of the tranches will be basad on GOG policy reform in two
areas: privatization of fertilizer supply and distribution, and
revitalization of the improved seed industry. 1In both cases, the
conditionality is process-oriented, including preparation and review of.
detailed implementation plans, against clear benchmarks.

Under the Policy Framework Paper and the Agricultural Services
Rehabilitation Project started in 1987, the GOG agreed with the World Bank
to gradually privatize its fertilizer operations, and at the same time, to
eliminate the subsidy. While the subsidy has been reduced, the
privatization effort is now about one year behind schedule. APPP, with
conditionality and close monitoring, will encourage the privatization
process to get back on schedule and move forward.

The GOG, World Bank, and USAID also agree that Ghana's seed industry is not
serving farmers' interests and needs to be revitalized. The major actor in
the seed industry is the Ghana Seed Company (GSC). 1In recent years the GSC
has been fraught with problems. Its production and sales of improved seed
have plummetted, its seed quality has deteriorated, and its losses and
debts have mounted. At present, the company is literally grinding to a
halt. Decisive government action on the GSC would help create the
environment for market forces to increase the supply of improved seed to
farmers. Moreover, it would be a guod indicator of the GOG's resolve to
revitalize the seed industry as a whole.

As soon as the dollars of the raspective three tranches are released, they
will be auctioned by the Bank of Ghana. Soon after each auction is
completed, an eguivalent amount of cedis calculated at the auction rate
will be deposited in a special account of the Ministry of Finance and
Economic Planning (MFEP). MFEP, which is the lead GUG agency for policy
reform, and USAID will jointly program the cedis for activities that
support APPP objectives.

Cedis from the first tranche are programmed for budgetary support for the
Ministry of Agriculture's extension service, the Ministry of Roads and
Highways' rural feeder roads program, policy studies, a USAID trust fund,
and GOG monitoring and evaluation expenses related to APPP. Cedis from the
second and third tranches will be programmed by USAID and MFEP following
analysis of various options that uare included in Ghana's Public Investment
Program, a three-year rolling program developed with World Bank

assistance. At present, it is anticipated that a share of second and third
tranche cedis will also support agricultural extension and feeder roads.
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Monitoring of the program will be on-going and rigorous, involving staff
from the GOG implementing agencies as well as MFEP and USAID. It will
include periodic meetings and reporting, spot checks in the field (with
engineering assistance from REDSO in the case of rural infrastructure), and
external audit.

While APPP's completion date is September 30, 1991, it is expected that
some cedis disbursement by the GOG and from the USAID trust fund will take
place after that date. It is also anticipated that the program's impact
will not be fully realized until at least a few years after the completion
date since it will take time for farmers and private sector interests to
adjust to the policy reforms. Therefore, in addition to the program's
planned mid-term and final evaluations, an impact evaluation is called for
in about 1995, which would have to be funded from non-APPP sources, such as
PD&S. Measuring program impact will be assisted by an impressive data
collection effort of the Ghana Living Standards Survey (GLSS) and a related
analysis program of Cornell University. The Survey is receiving support
from the World Bank, while the work of Cornell University is being funded
under an A.I.D. cooperative agreement and will receive local currency
support from APPP.

1.3. Recommendation

APPP has been designed by USAID and MFEP in close collaboration with GOG
‘mplementing agencies and the World Bank. The policy reforms called for by
the program have received careful technical analysis by USAID, World Bank,
and GOG staff over a long period that predates this program, and they have
been discussed and agreed upon at high levels of government. Moreover,
they are in concert with the Structural Adjustment Program that Ghana is
undertaking with the World Bank's assistance. The activities receiving
local currency support from APPP have also been thoroughly analyzed and are
judged feasible. Aan impact analysis of the program at both the macro and
sectoral levels indicates that APPP is likely to have substantial positive
benefits for Ghana's farmers, as well as for the econonmy overall. It is
therefore recommended that APPP be authorized and obligated in FY 1988,

“r
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' 2. BACKGROUND

2.1. Macro-Economic Pramework

2.1.,1. Overview

Ghana covers an area of 92,100 square miles and has a 342 mile coast line. It
lies in three main ecological zones: coastal savannah, forest, and northern
savannah, which cover 7%, 36%, and 57%, respectively, of the total land area.
The climate of Ghana is tropical with monthly temperatures ranging from 75 to
959F in the north and from 79 to 86°F in the south. Rainfall is highest and
most reliable in distribution in the extreme southwest of the country (over 78
inches) but decreases, to the north and eastwards, to an average 39 inches in
the extreme northeast and in the southeastern coastal areas. The forest zone
and coastal savannah have a bimodal rainfali pattern allowing two growing
periods. The northern savannah zone is characterized by one rainy season and,
without irrigation, it has just one crop season. Ghana's population is about
13 million with an annual growth rate of about 3.0%. The population is 70%
rural.

The country has a large natural resource base, including fertile land for
growing a broad range of agricultural commodities; mineral deposits including
gold, diamonds, bauxite, manganese, and crude nil; hydroelectric power; and
forest and ocean resources. The economy is based primarily on small-scale
agricultural production, mainly cocoa and staple foods. The agricultural
sector, including forestry, contributes about 53% of the GDP and employs about
60% of the total labor force. Cocoa currently accounts for about 60% of the
country's export earnings, about one quarter of government tax revenue, and
approximately one-third of government employment. Gold and timber axports
account for another one-quarter of export earnings. The manufacturing sector
constitutes about 10% of the GDP., 1In 1987, Ghana's per capita income was
estimated to be $550. (For more information on the economy, see the tables in
Annex F.)

2.1.2. Economic Decline

Following Independence, inappropriate government development policies and
strategies gradually eroded Ghana's once comparatively high standard of living
and well-developed economic and social infrastructure. Drawing on a nearly $1
billior build-up in external reserves from the early 1950s plus substantial
taxation of cocoa profits, the GOG established costly public sector
investments in infrastructure and industry.

The GOG's approach to industrialization relied on artificially low-priced
capital inputs and heavy State participation to expand employment and create
"strategic" industries., This led to an overly capital-intensive industrial
structure dominated by large-scale and inefficient state-owned enterprises
(SOEs). By 1980 the government controlled virtually all indvstrial and
distribution activity and all of Ghana's major exports were being produced
and/or marketed by SOEs.

The result was redundant employment in the public sector and minimal
productive employment in the private sector. There was also a dramatic
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expansion in the underground black market economy and in rent-seeking
activities which were fueled by a distorted incentive structure. The
distortions stemmed from an increasingly overvalued exchange rate and growing
administrative controls, particularly on external trade and domestic prices.

The industrialization effort failed to generate agricultural and other
domestic resource growth because it was based on imported raw material

inputs. This led to a reemphasis on agricultural expansion through mechanized
farming and state-owned agricultural enterprises which proved to be
inefficient and inappropriate for conditions in Ghana. Subsequent efforts to’
increase producer prices and subsidize agricultural inputs in the face of
large exchange rate distortions failed to achieve production responses from
the large majority of [armers.

The combination of inflation, often in triple digits, and a rigid, overvalued
exchange rate led to massive disequilibrium in the balance of payments and the
government budget. This had a particularly adverse impact on cocoa production
as well as other export and industrial crops. Cocoa, which had been the
backbone of the economy, was so negatively affected by the macroeconomic
disequilibrium that Ghana's share of world production plummeted from 25% in
1974/75 to 9% ten years later. During this same period, cocoa producer prices
declined, in real terms, by two-thirds.

As a result of the above and a series of exogenous shocks (including drought
and rising oil prices), the economy contracted rapidly in the late 1970's and
early 1980's. By 1983, the black market exchange rate was many “imes the
official rate and real per capita income had fallen by 30% in the two and a
half decades since independence. Other indicators of the scale of the
economic contraction between 1970 and 1983 include:

- A 32% fall in per capita grain production;

- An averagde annual inflation rate of 41% (real inflation, given the
pervasive price controls was probably much higher);

- A 61% fall in exports and 63% fall in imports;
- A decline in the production of gold (57%), diamonds (87%), bauxite

(79%), manganese (56%), wheat flour (72%), beer (50%), cement (58%),
toothpaste (89%), timber (64%), and cocoa (58%); and

An 83% drop in real wages.

By the early 1980s, a W~rrld Bank study showed Ghana to have the most distorted
economy in sub-Saharan Africa. The cumulative effects of poor economic
policies and exogenous shocks required strong and decisive action.

2.1.3. The Economic Recovery Program

In April 1983, the GOG announced an Economic Recovery Program (ERP) to reverse
the decline in the economy and to increase employment opportunit:es and income



levels in the medium to long term, particularly in the agricultural sector.
The GOG took bold steps to restore fiscal and monetary discipline, initiate
the rehabilitation of the country's productive base, and encourage private
investment. ERP also included priority measures to correct massive
distortions in relative prices. For example, the GOG:

- Devalued the cedi, and established a foreign exchange auction. The
cedi has fallen from 2.75 ¢/$ to over 200 ¢/% in July 1988 and is
expected to continue to fall in response to a gradual broadening of
the auction market under Phase II of the ERP and a gradual elimination

. of most foreign exchange and trade restrictions.

- Introduced pricing reforms, including the elimination of pricing

’ controls on some 8,000 commodities while adjusting the prices of a few
(about 8) remaining strategic commodities in line with the exchange
rate. Petroleum prices have increased from 27% of import parity to
108% while the real price received by cocoa farmers has been increased
135% (from 25% of the world price in the 1986/87 crop year to an
estimated 50% in the 1989/90 crop year).

- Introduced monetary and fiscal discipline aimed at eliminating excess
liquidity in the economy and reducing budget deficit financing by the
domestic banking system. By the end of Phase I of the ERP (1986), the
budget deficit was eliminated and a surplus of 4 billion cedis (about
0.5% of GDP) was realized in 1987. 1In addition, the GOG began to make
significant progress in mobilizing resources and making improvements
in public expenditure policy. GOG revenues as a percent of GDP have
increased from 5.5% in 1983 to 15.0% in 1987, while government
recurrent expenditures increased from 7.3% to 12.9%. The GOG also
initiated rehabilitation programs in key sectors--cocoa, timber, gold
mining and transportation infrastructure; and, beginning in 1986, a
rolling, three-year Public Investment Program (PIP).

buring the second phase of the ERP, which commenced with a 1987-88 Structural
Adjustment Program with the World Bank (see section 2,1.4.), the GOG has put
additional emphasis on public management reform and redeployment, SOE
restructuring, promotion of private sector activity, and revitalization of the
financial sector. ‘

Public management reform and SOE restructuring. In addition to efforts to
improve salary structures, the government has put in place a retrenchment
program which, by February 1988, resulted in a reduction of 11,300 surplus
workers with a commitment to releasing 15,000 a year through 1989. Similar
retrenchment efforts have been carried out in the SOE sector. The Ghana Cocoa
Board carried out a retrenchment of 26,000 employees during 1986-87 and ceased
operations on 52 of its 92 plantations. Under a new Structural Adjustment
Program, the government prepared a detailed two-year action plan for SOE
reform, supplemented by guidelines for the access of SOEs to budgetary funds,
and the initiation of divestiture actions for more than thirty (of 235) SOEs.




Private (and financial) sector. To complement economic reform and
privatization, the GOG has initiated or is planning a variety of efforts to
promote exports, stimulate investment in priority sectors such as agriculture,
and provide opportunities for private sector growth and productive

employment. For example, a new Investment Code has given top priority to
export and agricultural activities through such measures as eXemptions on
customs duties and substantial income tax relief. Improvements have been made
in the incentive structure for domestic savings and investment. 1In response
to a substantial decontrol of interest rates, the share of savings as a
percentage of GDP has increased from 4.4 to 10.8% while gross domestic
investment has almost doubled.

Much of this growth has been donor-financed public investment in the
rehabilitation of infrastructure and export industries (cocoa, timber, gold)
with the objective of also stimulating private investment and agricultural
production. Private domestic investment, constrained, in part, by the lack of
liquidity, grew very slowly during 1984-86 (from 3.6 to 5.2% of GDP). The
stabilization program continues to require strict controls on the expansion of
domestic credit which can be relaxed only as inflationary pressires are eased
and as major institutional reforms (now being planned as part of ERP II) are
undertaken in the financial sector. The overall level of foreign investment
also remains low, with less than $5 million in net direct private investment
in 1987 and only moderate increases projected in the future.

Performance to Date. During the five years since the inception of the ERP,
the economy has maintained an impressive real growth rate:

~ Real GDP grew at an annual rate of 5.9% from 1984-87, reversing‘the*
decline of the previous decade;

- Inflation cecelerated from 120% in 1983 to an average annual rate of
29% during the four years 1984-87.

During this period, the economy has been bouyed by substantially higher output
from the agricultural, mining, construction and manufacturing sectors, and by
much higher levels of trading activity generated by growing incomes and
facilitated by improved transportation services. Exports have been strong,
increasing by 15% per year since 1983, and non-traditional exports
(particularly agricultural products) have shown phenomeral percentage
increases, rising from $4.0 million in 1982 to $18.2 million in ]?87, when 53
different non-traditional products were exported by 539 different exporters.

Nevertheless, growth performance has been somewhat sporadic and uneven. The
initial improvement in 1983, for example, was temporarily crippled by a severe
drought and insufficient aid flows in the face of mounting debt service
burdens. In 1987, by contrast, a rapid expansion in industrial activity and
services more than compensated for the declines in production of food grains
and cocoa (due mainly to inadequate rainfall early in the year). Also in
1987, due mainly to increased food and petroleum prices and rapid depreciation
of the cedi, inflation accelerated beyond expected levels. However during

17
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theilaﬁfér'half of the year, inflatidn was decelerating and the Consumer Price
Index (CPI) rose only 5.1% between June and December, 1987.

2.1.4, Donor Support

Ghana's substantial progress has required strong donor support for sustaining
the momentum of the ERP (see Table 5 in Annex F). Official development
assistance during 1984-87 totaled $2,050 million out of which $1,324 million
was disbursed. While the flow of assistance has increased rapidly, both in
terms of commitments and disbursements, the rate of disbursements from the
overall pipeline remains low -- about 30% in 1987. 1In 1987, estimated
commitments increased 91% over 1986 and disbursements were up 36% to $480
million. Non-project assistance accounted for more than half of total
commitments in 1987, reversing a significant decline, relative to project aid,.
during 1985-86.

The changed composition of assistance is responsive to the urging of the World
Bank that donors provide more fast-disbursing assistance to Ghana in
coordination with the Bank's own programs. Ghana, one of 18 eligible
countries under the Bank's Special Program for Debt-Distressed Countries in
Africa, has put in place an effective growth-oriented program which depends
upon expanded non-project assistance by bilateral donors in association with a
policy framework paper (PFP) supported by structural adjustment lending
operations of both the IMF and the World Bank. Both institutions have worked
closely with the GOG in the development and implementation of the PFP,
approved in October 1987 (see summary of PFP objectives and measures in Annex
G). The IMF has concentrated on exchange, trade, fiscal and monetary policies
while the Bank has emphasized incentive policies, particularly those affecting
trade, the cocoa sector and public management reforms.

IMF. In addition to official development assistance, Ghana has received $530
million in balance of payments support during 1984-87 ($335 million after
repayments) through a series of IMF stand-by and compensatory financing
arrangements. In 1987, the IMF approved $450 million for a three-year extended
facility and structural adjustment arrangement (Ghana is the only African
country in recent years in which the IMF has provided such support). During
1987-88, the GOG has been meeting all quantitative performance criteria, even
though there has been some slippage in meeting targets for inflation and SOE
divestiture.

With 60% of its debt to the IMF, net IMF lending to Ghana turned negative in
1987 and is expected to remain so during 1988-90 as the GOG repays earlier
obligations and eliminates arrears. 1In spite of significant increases in
other donor assistance, the IMF and the GOG believe that recent weaknesses in
cocoa prices and heavy debt servicing requirements may require additional IMF
assistance over the next two years to increase liquidity and the flow of.
repayments. Negotiations over a new Extended Structural Adjustment Facility
(ESAF) this year will require a revised PFP.

World Bank. Bank _-ommitments ($648 million during 1984-87) since the _
beginning of the ERP have combined a series of program credits to ensure the
flow of urgently needed imports (especially for key export sectors, industry
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and transport) with sectoral project assistance in agriculture, industry,
transport, forestry, energy, water supply, health and education. In 1987, the
Bank committed $126 million to a structural adjustment credit (SAC I) which
has now been fully disbursed. It is now negotiating a second credit (SAC IT)
which will consolidate progress under the ERP. SAC IT will emphasize tax
policy and administration, private sector development (including policies
affecting foreign investment) and action programs to ensure growth in
agriculture and industry and to improve management of forestry resources and
the environment.

For the next two years, World Bank commitments totaling about $370 million are.
planned, with about half of this amount to include SAC II and sector ’ ‘
adjustment programs, notably in agriculture and financial institutions
development. The adjustment operations will complement comparable levels ot
investment lending in the productive, and increasingly, the social sectors,
Agriculture, and rural-based activities to alleviate the adjustment

transition, are receiving highest priority. These include: agricultural
services emphasizing technological adjustment through applied research,
extension, and improved input supply (building on an Agricultural Services
Rehabilitation Project approved in 1987); and rural credit, complementing the
financial sector adjustment program, through a project to strengthen rural
financial institutions.

Other Donors. Ghana is also receiving substantial assistance from the African
Development Bank, UN agencies, and a number of bilaterals. The leading four
bilaterals in 1987 were Japan, Italy, Canada and the U.K. Most of their
assistance is closely coordinated with the World Bank. The U.S. ranked sixth
among the 12 bilateral donors in signed official development assistance in
1987.

2.1.5. Future Prospects

While donor support and the policy framework have given strong momentum to the
economic recovery program, Ghana's performance continues to be constrained by
external financing problems and structural adjustment difficulties in key
sectors, particularly traditional agriculture. The following highlights some
of the important policy constraints and problem areas receiving special
attention by donors, relating particularly to rehabilitation of the
agricultural sector and the design of a program assistance strategy sensitive
to the needs of the sector. o

External Financial Problems. Despite improved performance under the ERP,
balance of payments difficulties persist. Exports, particularly cocoa, remain
well below historic levels and imports are constrained. The external debt
service burden is heavy (particularly during 1985-89), and there are still
substantial external payment arrears, in spite of reductions in arrears from
$577 millicn in 1982 to approximately $100 million in 1987.

In view of these problems, the GOG remains committed to medium-term (1988-90)
targets to achieve an average real growth rate of at least 5%, reduce '
inflation to 8% per year by 1990, and maintain external balance consistent
with the liquidation of remaining arrears and maintenance of a strong foreign
reserves position (about 3 months of imports). :
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According to the most recent available IMF projections (3/88), achievement of
these targets depends on recovery in aogricultural production and rapid growth
in exports of cocoa (4-5% per annum to 1992), gold and timber (27 and 12%,
respectively, in 1988). The targets reflect expected declines in cocoa prices
from $2400 per ton in 1986 to $2000 per ton in 1988 and over the next five
years. (This has proven to be overly optimistic, since cocoa prices in late
July had already declined to $1620/ton). The targets also assume, somewhat
optimistically, that non-o0il imports (volumes) will grow only slightly in 1988
and at 5% thereafter (the same rate as real GDP).

Despite a slightly positive trade balance, the current account deficit
(projected at a negative $240 million in 1988, 5% of GDP) is expected by the
IMF to widen in dollar terms but fall to 4.6% of GDP in 1990. The debt
service burden, due to a heavy amortization of rescheduling in 1983 and a
relatively large amount of short term debt, is projected to peak in 1988 at
13.4% of GDP with the debt service ratio having risen from 36.2% (of exports
and non-factor services) in 1984 to 76.4% in 1988.

With substantial inflows of donor assistance (loans and transfers projected at
approximately $582 million in 1988), Ghana is serricing its debt and the
current account deficit (projected by the IMF at $240 million in 1988) with
$365 million in net official transfers, loans, and private capital (only $9
million) so as to generate a balance of payments surplus of $125 million in
1988.

Given the recent greater than expected decline in cocoa prices, the actual BOP
surplus in 1988 will likely be closer to $90 million, rather than the $125
million projected originally by the IMF, and the medium term outlook will
remain sensitive to export performance (particularly cocoa) and import

growth. 1If, for example, cocoa prices remain about 20% below earlier
projected levels (near $1600 per ton) and import volume growth during 1989-90
doubles to 10%, the overall balance of payments in 1990 would be slightly
negative (rather than a positive 4120 million; see Annex F, Table 2).

Substantial net donor inflows permit Ghana to meet its heavy debt servicing
obligations while facilitating rehabilitation of the economy (particularly
essential infrastructure). However, external financing problems still
severely limit Ghana's ability to purchase needed imports (which rose only
4.2% in 1987 and declined in volume terms) and to borrow commercially (total
non-concessional loans were limited to $40 million in 1987).

Despite liberalization and improvements in the overall balance of payments
position since 1983, Ghana's shortage of foreign exchange remains severe,
Consequently, the GOG must obtain sufficient foreign exchange from donor
assistance to maintain adequate imports of productive inputs. It must also
continue to pursue steps towards a fully convertible currency (and the
liberalization of trade) in order to encourage growth and diversification of
exports. For both of these initiatives, the BOG's weekly auction is critical.

The Auction. A key objective of the agreed upon policy framework (PFP) for
1987-90 (see Annex G) is to pursue a flexible exchange rate policy (and
further liberalize the exchange regime) by ensuring the smooth functioning of
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a foreign exchange auction market. The auction was established in late 1986.
In early 1987 the auction rate and the official rate were unified at the
auction rate. Since then the GOG has taken progressive steps to increase the
flow of resources to the auction. Since February 1988, all imports (except
for five items on a negative list) may be funded through the auction. The GOG
has also sought to increase the supply of resources to the auction by sharply
reducing special retention and other accounts.

In February, the GOG also took steps to increase the role of commercial banks
and other dealers in the mobilization ¢f foreign exchange through the
licensing of now more than 36 "forex buzeaus". The bureaus are allowed to
buy, at a free price, foreign exchange from the public (e.g., retention
accounts of exporters, tourists, workers' remittances, etc.) and to sell
exchange through official channels for purchases of imports and services
(e.g., airline tickets, travel up to $3,000 per trip). Even tliough their
sources of foreign exchange are limited to hard currency (cash) or travelers
checks, the bureaus are increasing the supply of scarce foreign exchange Aand
reducing black market activities with a rate of about 265 ¢/$ that is
reportedly near or at the parallel (black market) rate, and about 26% above
the auction rate of 211 ¢/$ (as of 7/29/88).

With the existence of a multiple currency practice (e.g., dual rates) that
required special IMF approval and the large differential between the auction
and bureau rates, the GOG is seeking to improve the efficiency of the auction,
including improvements in timing and reduced restrictions on donor
disbursements. As the bureaus become operational, it is believed that their
supply of exchange will expand and that the auction and bureau rates will
converge,

With the broadening of the auction to include virtually all imports
(including consumer goods), it is particularly important that supplies of
foreign exchange to the auction be increased, particularly relatively less
tied donor assistance. The World Bank and two bilateral donors (France and
the Netherlands) are now participating in the auction, while several others
are considering its use. For reasons further elaborated in Section 4,1.1.,
the U. S. cash grant should also utilize the auction mechanism with
appropriate assurances that further improvements in the auction will take
place and that the GOG will not backtrack by deliberalizing the auction,

Remaining Structural Adjustment Problems. While exchange rate adjustment
(through the auction) remains the centerpiece of the GOG's overall policy
framework, it is taking additional steps to simplify and rationalize the trade
tax system and improve incentives for exporters.

Currently, the most significant objectives/measures in the policy framework
(PFP) relate to cocoa production and exports, made possible by the significant
exchange rate adjustments of recent years. For cocoa, the improvements in
producer incentives, combined with efforts to reduce operational costs (to 15%
of world price, and the phase-out of input subsidies in 1987-88) are expected
to increase the volume of production (and exports) 23% between 1987 and 1992,

The policy framework has also been sensitive to the longer run issues
involving the supply response of the cocoa sector, which will require time for
replanting, and in bringing about a rationalization of functions between the
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private sector and public institutions in such areas as roéd héulage;'pfivate
sector supply of inputs and storage, and prOV151on/f1nanc1ng of 1nfrastructure
and its maintenance (e.g., cocoa feeder roads).

In addition, the policy framework has focused on income stabilization. For
example, procedures were established in 1987 for sharing the benefits of
exchange rate depreciation, as well as world price increases with farmers.

Finally, the policy framework has focused on other agricultural policies
(though to a lesser extent than in the cocoa sector) that would improve the °
delivery of services to agriculture as well as the structurn of relative
prices affecting other crops. For example, it calls for elimination of
subsidies on fertilizer and privatization of fertilizer operations. It also
includes discontinuation of GOG subsidized and managed mechanization services
and the implementation of cost recovery measures for irrigation and veterinary
services.

The pricing and availability of credit presents one of the thorniest policy
issues in the overall stabilization/structural adjustment program,

particularly as it affects agriculture. Within the constraints set by balance -
of payments and inflation targets, domestic liquidity is growing very slowly.
With rigid credit ceilings affecting bank credit, productive lending is
constrained in ways that compound the lack of incentive to lend to smaller
enterprises or the rural sector.

While the PFP aims at further monetary and financial sector raforms that will
encourage mcre effective mobilization of savings and improve financial
deepening in the economy, the World Bank is emphasizing means for improving
the capacity of financial institutions, especially rural institutions, to
channel credit to productive uses. Despite efforts to increase lending rates’
and direct credit to the agricultural sector, the proportion of loans to
agriculture has fallen sharply during the course of the ERP.

Moreover, the nain beneficiaries of institutional credit are large-scale
farmers who can provide collateral and SOEs (or their employees).
Institutional credit only marginally serves rural enterprises or the small
farmer, who produces over 90% of sector output and who must continue to rely
on informal credit with consequent higher rates of interest.

Budget conscraints will continue to be a major impediment to revitalization of
the productive base of the economy, including agriculture. In spite of
increases in taxes and expenditure discipline, revenue growth has been slow
and is projected to remain so over the medium term. Rapid growth of the
recurrent budget is due to a 1986 increase in salary levels for nearly a half
million civil and public service employees. With additional expenditures for
civil service retrenchment, the recent pattern of low GOG budget allocations
for capital expenditures is expected to continue with delays in new capital
investment and rehabilitation of infrastructure.

The Public Investment Program. One of the major accomplishments of the ERP
has been the establishment of a comprehensive, rolling, three-year Public
Investment Program (PIP) covering about 90% of total development expenditures
financed by budget resources, project aid and grants (concessional foreign
financing accounted for about two-thirds of PIP financing in 1987). Of the
more than 300 projects in the 1988-90 PIP, about 18% are directed towards

)



13

roads and highway construction and rehabilitation. Projects directly
supporting agriculture account for another 12%. About 80% of the projects are
defined as "core" projects subject to strict efficiency (rate of return)
criteria, and emphasize rehabilitation of existing infrastructure that will
yield quick returns. A subset (super core) of projects (about 10%) is
protected from delays resulting from revenue shortfalls. '

In the context of policy framework objectives to rationalize the budget of the '
Ministry of Agriculture (see summary of PFP measures), special attention
should be given to:

- the food sector component of the PIP for agriculture, which accounts for
about one-half of the total agricultural sector budget in 1988. The
objectives in the food sector involve improvements in the quality and
distribution of inputs and extension support to food crops and
livestock. Careful evaluation of these and other components relating to
food crops has already resulted in a scheduled phase-out cf GOG
subsidized and managed mechanization operations. There is room for
further efficiency improvement relating also to the rationalization of
Ministry of Agriculture functions. Because of the importance of these
issues, the World Bank is considering a special three-year rolling
public expenditure program for agriculture (within the PIP) as a central
element for its proposed agricultural sector adjustment operation.

- the large share of salary expenditures in the MOA budget. The share of
non-salary expenditures has declined from roughly 40% in 1977/78 to only
15% in 1986. The decline has been indicated to be even lower, about
10%, in some areas such as extension service and has become a serious
constraint on the improvement of performance. Guidelines for non-salary
recurrent expenditures are sorely needed. Corrective actions are
complicated by the planned restructuring of the Ministry, including
gradual divestment of certain operations such as input supply and
mechanization services. Nevertheless, recurrent cost financing beyond
salaries is critical for improvements in the delivery of essential
services to the agricultural sector.

Another key feature of the PIP is the priority given to projects that will
sustain ERP's momentum by giving special attention to the social costs of
adjustment. Toward this end, the GOG has designed a special $84 million
program of action (PAMSCAD) to alleviate the hardship of vulnerable groups;
especially small farmers in the Northern and Upper regions, low-income and
undzremployed urban households, and retrenched workers from the public and
private sectors, PAMSCAD, which is yet to be implem2nted, assigns priority to
projects (including rural feeder roads and public works projects in the PIP
supercore) that will have a strong poverty focus, a good rate of return, can
be easily implemented and not create future obligations for recurrent costs.

The success of these and related efforts to mitigate the social costs of
adjustment is critical to the government's ability to carry-out its longer-run
ERP objectives, particularly its redeployment and divestiture efforts. As
noted in the USAID's FY 1990 Concept Paper, these efforts will improve private
sector confidence in the GOG's intention to provide a climate conducive to
private sector growth and generation of employment opportunities. Moreover,
it will then be possible for the government to tax and borrow less, so as to
leave more resources for private sector use, while contributing additional job
skills and entrepreneurship to the dynamism of the private sector.

2



2;2;fA§ricultural Sector Framework
2.2.1. Overview

Ghanaian agriculture is largely traditional and is dominated by small
farmers. Low technology use is indicated by low levels of agricultural
mechanization, irrigation, and application of modern inputs such as improved
seed and inorganic fertilizer. Major food crops are cassava, yam, cocoyam,
maize, rice, sorghum and vegetables. Fruits are less important. Besides
cocoa, other cash crops incluae o0il palm, cotton, tobacco, and coffee.

Food production has not kept pace with increasing demand. Per capita food
production has steadily declined since 1974, and only now are maize, cassava,
and sorghum/millet production approaching their levels of the early 1970s. 1In
1987, the gap between net domestic production and food demand for cereals was
estimated at 251,000 MT. The deficit was partially offset through cereal
imports estimated at 103,000 MT; the shortfall after imports was 127,000 MT,
(Note: additional data on the agricultural sector are included in the Annex F
tables. A more detailed review of the agricultural sector is in Annex H.)

Food prices have risen over the years. Within the year, prices are lowest
during and immediately after the harvest months of August-September, and they
peak in the hungry period of April-dJuly. Among cereals, seasonal price
variation is higher for maize than for rice. The spread between the highest
and lowest prices is significantly higher in rural areas than in urban centers.,

Product and input marketing is undertaken through open traditional markets
including cooperatives, private sector distributors and public sector
marketing institutions. The open traditional marketing system handles at
least 90% of total trade in food. Private sector commercial houses play a
major role in marketing imported raw and processed foods and agricultural
inputs other than fertilizer and cereal seeds. The major parastatal involved
in food marketing is the Ghana Food Distribution Corporation (GFDC), which
imports food, markets domestic production internally, and operates food stocks
to support minimum guaranteed producer prices for a few selected crops and to
ensure food security. Its internal farm produce trade is dominated by maize
and rice, but due to financial, infrastructural and other constraints, it has
been unable to purchase more than 6% of the total estimated national marketed
surplus of maize since its formation.

2.2.2, Institutional Framework

The Ministry of Agriculture formulates agricultural policy, provides support
services including fertilizer importation and marketing, and supervises about
18 S0Es. Although a number of regulatory bodies review and set prices for
selected commodities, many parastatals in effect formulate their own prices
for the various commodities they trade. Inter-ministerial coordination of
policy is undertaken by the Agricultural Policy Coordination Committee which
is chaired by MFEP.

Several institutions conduct food crop research, including the universities,
commodity development boards, research development projects, integrated
agricultural development projects and the MOA. However, major responsibility
for food crop research lies with the Crop Research Institute (CRI) and Soil

L
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Research Institute of the Council for Scientific and Industrial Research
(CSIR). Greater research effort has been expended on cereals than on the
starchy staples or vegetables. Currently, well-tested full technological
packages exist for maize and cowpea from the Ghana Grains Development Project
(GGDP) of CRI.

The MOA Extension Services Department (ESD) is the main agency responsible for
extension. However, crop and area-specific extension services are delivered
by about 17 other institutions ranging from commodity boards and integrated
agricultural development projects to commercial farms and private sector
tobacco firms. It is estimated that there are about 2500 MOA staff engaged in
extension work, mainly on food crops. A new successful approach to extension
has been adopted under the Global 2000 project which involves on-farm
demonstrations coupled with input supply and credit delivery to farmer groups.

The seed industry is composed of a parastatal seed company, the Ghana Seed
Company (GSC), some institutions engaged in agricultural development, private
sector seed growers, other large-scale :iarmers, and traditional farmers.
Although the GSC produces some certified seed, it primarily produces
foundarion seed. Most of the certified seed it sells are cultivated by
contract private seed growers. The dominant share of the market for planting
materials is from the stocks of traditional farmers who generally plant local
varieties., The GSC has dominated the smaller market for seeds of improved
varieties of cereals, leqgumes and vegetables. However, its sale of maize seed
fell drastically from 1860 MT in 1985 to 460 MT in 1987. This compares to an
estimated annual requirement for improved maize seeds of 1320 MT.

The government is currently responsible for virtually all importation,
internal handling and distribution of fertilizer. The major types of
fertilizers imported are granulated low analysis compound (N-P-K) and straight
fertilizers in bagged form. The total level of imports rose steadily from
8250 MT in 1970 to a peak of 60,000 MT in 1980 but has since declined
progressively to 32,200 MT in 1987. An average of 65,800 MT/year of donor-
funded fertilizer will be imported in 1988-90.

Uniform fertilizer prices are fixed for :he whole country. Although the price
of compound fertilizer rose by 3800% from 1983 to 1988, the 1988 price
includes a subsidy of 30% on total costs. Farmo>rs purchase from an estimated
400 retail points operated by the MOA or its prceject-supported farmer service
centers (FASCOMs). Most of the fertilizer is applied to high yielding
varieties of maize and rice, with lesser amounts applied to groundnuts,
cotton, tobbaco and oil palm. Response to fertilizer is high, contributing as
much as 64% of the increase in maize yield under improved technology.

The formal financial sector consists of three primary banks, seven secondary
banks, a cooperative bank and 120 rural banks. Over the period 1984-86, an
average of 24% of total loans and advances from the primary banks, 22% of
those from secondary banks, and 48% of those of rural banks was lent to
agriculture, including forestry and fishing. Total bank credit to agriculture
increased from ¢2013 million in 1983 to ¢9949 million by October 1987. Banks
are mandated to maintain at least 20% of their lending portfolio in credit to
agriculture, excluding forestry and fishing.
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2.2.3. Economic Recovery Program

Objectives and strategy. The GOG's méjoiibbjeétivés,of agricultural policy
under the ERP are: : s o

* develop a competitive and effic1ent agricultural sector based on
comparative advantage;

* ‘ncrease and diversify exports and reduce imports, redefinéﬁénd'
improve public sector management; and

* achieve cost-efficient food security and improve producer incomes,f
especially those of lower-income producers. ’

its\overall operational strategy is to:
* rehabilitate sectoral infrastructure;
~* reform policies to provide adequate production incentives;
* increase resources for importing production inputs;

* restructure institutions to improve planning and the supply of
services; and

* implement special production programs such as the Block Farming,
program.

This strategy emphasizes increasing production through yield increasesg, and it
shifts focus from taxing export crops to improving incentives for production
of exports and import substitutes. It also stresses replacement of
quantitative controls, direct state intervention in pricing, input supply and
production with market-oriented mechanisms. It also calls for increased
private sector participation in the agricultural sector.

Increased productivity is to be achieved through improved agricultural
techinology development and dissemination and increased supply of agricultural
inputs. It is to be complemented by improved soil conservation and
agro-forestry programs to help sustain productivity gains.

Policy measures undertaken. The GOG has already undertaken a number of policy
measures under the ERP. : .

* The GOG initiated a land title registration program in 1985 to
identify, register and secure access to land and usufructory rights
for agricultural and other purposes. Land registers are now being
opened.

* All SOEs were classified into three categories: strategic ones to be
rehabilitated and those to be divested or liquidated. A first list of
32 SOEs to be divested included 8 directly involved in agricultural
production and 2 in agro-processing. Private sector interest has been
expressed in some of them. Earlier, the Ghana Cotton Development
Board was privatized as a joint venture with textile firms. Overall,
there has been some progress in improving the environment for
increased private sector involvement in agriculture.

7
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* Input subsidies are gradually being withdrawn. The subsidy on
fertilizer has been reduced from 65% in 1985 to 30% in 1988, users of
irrigation water now pay a fee, and the charge for government tractor
services has been increased.

* The GOG operationalized the concept of block farms, involving the
acquisition and management of individual contiguous plots of land by
private farmers to facilitate service delivery. The Extension
Services Department was separated from the MOA Crop Services
Department to promote extension, while the activities of the GGDP are
being more closely integrated with those of ESD. Research efforts
have been resuscitated for root crops. An Agricultural Research,
Development and Advisory Committee has been set up to improve research
coordination.

* The GOG abolished distribution controls on imported food items. It no
longer sets or controls food prices, except for imported rice and
sugar, which, in the absence of market surveillance, are not enforced
at the retail level. Minimum prices are announced for maize and paddy
rice to apply to GFDC purchases, and prices are negotiated for cotton,
tobbacco and oil palm, but they are not enforced in the market place.

* The export of non--traditional agricultural commodities such as fruits
and vegetables was encouraged by the cedi devaluation. It has also
been promoted through such measures as lifting the ban on food exports
and allowing exporters to retain up to 35% of foreign exchange
earnings to finance production inputs.

* The GOG has freed the determination of interest rates. Commercial
banks now fix their own borrrowing and lending rates to promote
competition and enhance increased resource mobilization and allocation.

Sector performance under the ERP. Despite the above-mentioned policy reforms,
growth in food production has been uneven. Per cupita total cereal production
rose from 32 KG in 1983 to 63 KG in 1984, dropped in 1985 but is now
approaching the 1984 level. Per capita maize and cassava production has
fallen since 1984, Yields per hectare also rose in 1984 (due largely to
improved rainfall), except for sorghum and millet, but fell in subsequent
years. Apart from maize production in 1984, cereal production has not matched
targeted levels.

Both nnminal official and market food prices increased since 1983. Between
1983 and 1987, the retail price of shelled maize and rice in Accra increased
by 183% and 62%, respectively. Food comprises 49% of the Consumer Price Index
(CPI). However, cocoa prices have increased from #¢18,000/MT in 1983 to
#165,000 in 1986, an 817% increase. Thus pricing policy under the ERP has
changed the intrasectoral price structure in favor of cocoa. Compared to the
other sectors of the economy, intersertoral terms of trade worsened by 60%
against food crops.

Cocoa production responded to the improvement in incentives; export earnings
rose from $252 million in 1983 to $472 million in 1987. There was also marked
improvement in the export of non-traditional agricultural products which rose
from $4.0 million in 1982 to $18.2 million in 1987. The bulk of this is from
horticultural crops.
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Estimated average labor wage rates increased from about #150/day in 1983 to
#300/day in 1986 and ¢500/day in 1987. In 1986, budgetary calculations showed
that after paying for hired labor, returns to family labor under traditional
maize cultivation was in the range of ¢60/day to ¢150/day, which was much
lower than the daily average agricultural wage rate.

2.2.4. Donor Support

A number of donors have extended assistance to GOG in rehabilitating
agriculture. The major program is the multi-donor supported Agricultural
Services Rehabilitation Project (ASRP), which APPP will support with
associated financing.

Adgricultural Services Rehabilitation Project (ASRP). The objective of ASRP is
to strengthen the institutional framework for formulating and implementing
agricultural policies and programs and to improve the delivery of public
sector services to agriculture. Total LOP funding is $53.3 million with IDA,
West German, African Development Bank and UNDP providing parallel financing.
The project seeks to: 1) improve MOA's capacity to formulate, plan, monitor
and evaluate policies and programs, 2) strengthen research, extension,
irrigation and veterinary support services, 3) privatize fertilizer and
tractor hire services, and 4) reform agricultural SOEs, including the
revitalization of the Ghana Seed Company. A number of diagnostic ind planning
studies will be conducted to review agricultural research, extension, credit
and food security. National master plans will be developed for extension and
research, and research will be improved for cotton and rice. The project also
plans to continue to restructure and strengthen agricultural extension
services under the Volta Region Agricultural Development Prcject and to
support a pilot program of extension-strengthening in eight districts. A key
output of ASRP is to assist GOG to progressively privatize fertilizer import
and distribution and eliminate the subsidy. This program constitutes the key
policy reform initiative supported by APPP and is discussed in Annex H.

Other donors support various agricultural projects. A major one is the Ghana

Grains Development Project (GGDP), initiated in 1978 with support from CIDA,
which conducts applied research in developing suitable maize and cowpea
varieties and technologies. This has been quite successful and provides the
technological foundation for develnping these crops. This project closely
collaborates with the Nyankpala Agricultural Research Project which is
supported by West Germany. This is another long-term donor support effort
started in 1978 to develop appropriate low-input technologies for the
semi-arid and resource-poor northern zones of Ghana. The extension aspect of
this agricultural development effort in northern Ghana is supported by another
West German-funded Ghanaian-German Agricultural Extension Project. This
extension project is localized in the Northern Region of Ghana and involves
some institutional strengthening. Another project aimed at improving
agricultural productivity and incomes in northern Ghana is a Small-Holder
Agricultural Rehabilitation Project funded hy IFAD. This project will: 1)
rehahilitate extension centers and expand extension activities, 2) provide
fertilizer and other inputs, 3) rehabilitate and maintain feeder toads, 4)
provide short-term consumption credit and village storage facilities to enable
small farmers get better market prices, and 5) support women's income-earning
actitivities in agriculture, All these donor-supported projects complement
APPP support to improve food crop productivity and production.
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2.2.5. Problems and Potential

Although per capita cereal production rose under the ERP, the level is still
substantially below that of the early 1970s and substantial deficits persist.
The deficit in domestic supply of cereals can be attributed to the gap between
potential and actual farm yield. This gap is estimated at 2.7 MT/HA for maize
and 3 MT/HA for rice. 1In response to declining per capita production, the
market price of cereals has risen. However, these higher prices have not
necessarily resulted in the desired productivity and production response to
meet food requirements. This is because of a low elasticity of both irdividual
Ccrop and aggregate production response to price; short-run and long-run
elasticities of aggregate agricultural supply response to real aggregate
producer price are about 0.2 and 0.34 respectively. The underlying cause is
low productivity of food crop production, which is due to various constraints
discussed below.

Adverse environmental conditions such as drought and fragile soils render
production response tardy and inadequate. Since production infrastructure
such as irrigation and drainage are inadequate, production response is
dependent on the weather, which results in uncertain and risky production.
Levels of input use and resource productivity in fool production are low,
largely due to the inaccessibility of improved technology to farmers and
inadequate levels of technical information dissemination through extension.
Although technological packages exist for some crops, these have not been
adequately extended to farmers. The agricultural extension system is
extremely unwieldly as extension is undertaken by many different organizations
hindering effective coordination and farmer targetting.

Expensive, low quality and inadequate supply oy farm inputs also contribute to
the low level of modern technology use in traditional agriculture. The
government monopolizes fertilizer supply and distribution, resulting in poot
estimation of farmers' demand and inadequate, perennially late and often
inaccessible supply. There is also the problem that some imported
fertilizers, while contributing to higher yields, are not best suited to
Ghana's agricultural conditions. However, the MOA is now completing research
on this issue and is reviewing the mix of fertilizer imports with donors who
are financing them.

The government also controls the seed industry. The quality and supply of
most improved seeds are low, not nearly satisfying farmers' demand. The major
supplier of improved sead in Ghana is the Ghana Seed Company, which is now
virtually moribund and is worsening the environment for the overall seed
industry.

Poor rural infrastructure acts as a disincentive to improving productivity and
increasing production. Due mainly to lack of maintenance, Ghana's relatively
well-developed road network has deteriorated to the point that more than half
of the country's feeder rsads are impassable year-round without a four-wheel
drive vehicle. Low levels of irrigation contribute to low yield and
instability in production and producer incomes. Underdeveloped distribution
and marketing infrastructure and systems as well as other causes of market
failure raise production costs, hinder the distribution and marketing of both
inputs and products, lead to high storage losses, result in excessively high
marketing margins, and reduce the potential to produce high-value perishable
crops. Marketing costs account for about 40% of the retail price of food.
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Further, there is inadequate access to formal credit facilities by the
majority of small-scale farmers while the costs of credit from the informal
financial system are very high. The relatively lower levels of cereals
consumption demand compared to the starchy staples constrains increased
production. This is mainly due to low incomes. Socio-cultural and

institutional factors, such as low levels of farmer education, impede farmers'

response to economic incentives. Although access to land for cultivation is
relatively easy, security of tenure and user rights are risky and weak.

Desirable policies. In order to create an efficient, competitive and
self-reliant agriculture sector it is necessary to develop a productive
agricultural sector based on comparative advantage., Further improvements in
agricultural infrastructure and institutional support systems are also

needed. Following this emphasis, the government needs to improve incentives
to producers and marketers, emphasizing non-price factors that make price
policies more effective and that improve internal and external trade. Some of
these measures were addressed in the Policy Framework Paper, mainly within the
context for improving incentives fcr cocoa production. The PFP also covers
programs under ASRP to reorganize the MOA and rationalize its budget,
strengthen its operational capacity, strengthen research and extension, and
provide support Lo the Irrigation Development Authority. The following
complementary policy measures will contribute to achieving the objective of
developing productive agriculture.

* Increase the farm gate price paid to producers through more efficient
marketing of agricultural products. This involves: improving marketing
of agricultural products for domestic consumption by developing a viable
agroprocessing industry; reducing food storage and distribution costs;
and providing better access to export markets, especially for
non-traditional exports.

* Enhance input supply and develop adequate non-price policy measures. To
increase the supply and accessibility of agricultural inputs, it is
neccesary to eliminate panterritorial pricing of fertilizer and seed and
induce increased private sector marketing of inputs. Privatizing
government supply of inputs, especially fertilizer and improved seeds,
over time will improve the efficiency of supply and distribution and
make them more accessible to farmers. It is also essential to design
non-price policies to make price policies more effective. Examples
include developing rural infrastructure and the technological base for
increased productivity. There is the need to rehabilitate, develop, and
integrate research and extension systems. The government needs to
devclop and emphasise small-scale irrigation schemes as a more effective
alternative to costly and poorly managed larde-scale irrigation
projects. It is also essential to adopt appropriate storage modalities
within the context of achievable food security, placing top priority on
village and community-based storage.
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* Purther liberalize trade by continuing to move toward a convertible
currency. Local production will then be able to compete with properly
priced import competition, and incentives will be adequate for export
production, which can generate foreign exchange surplus to purchase
foodstuffs in times of shortage. A complementary policy action is to
streamline the requlatory and tax environment for exporters and
emphasize agricultural and resource-based industrial exports.

* In order to maintain a productive agricultural sector, it is essential
to manage the natural resource and environmental base more
efficiently. Pilot alley cropping and agro-forestry technology
development and extension programs will popularize regenerative
agriculture, control soil erosion, and minimize degradation of farming
lands.

Potential for increasing food production. Despite the constraints discussed
earlier, the potential for increasing food production is substantial. Ghana
has a comparative advantage in the production of several crops including
cocoa, maize and the starchy staples. Abundant cultivable land exists and the
soils are generally fertile, while those with low nutrient status are
fertilizer responsive. Although the level of technology use is still low,
improved technologies have been developed for several crops and there are
several institutional mechanisms in place to disseminate these technologies to
farmers. Annual food crops suffer from few diseases and rests on a regular
basis. The basic institutional support system for policy formulation, input
supply, marketing and agricultural credit exists. The private sector
dominates production and marketing. There is a large domestic market for
agricultural commodities and both cocoa and non-cocoa agricultural exports are
rising, as indicated by higher exports of non-traditional agricultural
products since th~ ERP began. Also, although many Ghanaians left Ghana during
the economic decline, the human resource base is still strong reletive to many
African countries in bhoth the private sector and higher levels of government.
Above all, there is strong GOG commitment to improve the economy and living
conditions for all, especially the rural majority.

W
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3. PROGRAM DESCRIPTION:

3.1. Rationale and Major Problems

3.1.1. Focus on Agriculture

Economic development strategies in Ghana prior to 1983 discriminated against
agriculture. They favored inefficient import-substitution industries,
developed behind strong protective barriers, that deperded more on imported
inputs than domestically-produced raw materials. Incentives to export were
eliminated ard linkages between local industry and agriculture failed to
develop. The result was severe economic decline and deterioration in the
quality of life for most Ghanaians.

Given the dominance of agricluture in the economy and Ghana's basic resource
endowment and comparative advantage in several crops, any long-run developmeni
strategy must focus on agriculture, both food and cash crops, as the engine of
economic growth. This was eventually recognized and in 1983 was made a key
element of the GOG's Economic Recovery Program.

While incentives and other policy reforms under the ERP have been sufficient
to stimulate increased production of cocoa, timber and other cash export
crops, the response of food crop production has been disappointing. Per
capita cereal production dropped from 80 kg in 1974-76 to 55 kg in 1983-87.
Yields have remained stagnant at about 1 mt/ha for both maize and rice since
1970. This year and for several past years running, Ghana has had to import
rice to meet its domestic consumption needs, and in most years it has had to
import maize as well.

3.1.2., Causes of Low Food Production

The deficit in domestic supply of cereals is due to low productivity since the
area under cultivation would be more than adequate to achieve self-sufficiency
at higher yield levels. Major causes of low food crop yvields include the low
application rates of modern inputs such as inorganic fertilizers and improved
seeds; inadequate credit systems; and deteriorated or non-existent rural
infrastructure such as roads, storage facilites and irrigation. Research and
on-farm experience have shown that applying fertilizer and planting improve
seeds at correct densities account for 64% and 20%, respectively, of the
threefold increase in maize production that is possible using modern
technology. Transfer of technological innovations to farmers through
extension is woefully inadequate. Credit policies and delivery systems that
fail to take into account the special needs of small farmers limit their
ability to purchase modern inputs. Poor rural infrastructure, such as roads
and storage facilities, limit marketing of output and discourage production.
Public sector dominance of input supply, notably fertilizer and improved
seeds, causes delays, insufficient quantities, and poor quality in inputs
offered. Although progress has heen made under ERP to "get the prices right,"
it has not been enough. The Agricultural Sectoral Framework in Section 2.2
and the more detailed Review of the Agricultural Sector in Annex H provide
in-depth discussion of these and other reasons for low agricultural
productivity in Ghana.

7
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3.1.3. APPP Strategy

APPP seeks to promote increased food production by increasing farmer
efficiency and productivity through: the application of effective
technologiss, and the reduction of relevant institutional deficiencies and
infrastructure constraints. APPP's strategy is to support activities and
policies that deal with the major constraints and where its contribution wil
be significant. These include the privatization of fertilizer supply and
distribution, the revitalizatinn of the seed industry, the improvement of
feeder roads and other rural infrastructure, and institutional improvements
such as the strengthening of agricultural extensions service. 1In addition,
APPP will support policy studies to further increase knowledge about the
agricultural sector and the causes of low productivity, and help the GOG,

" USAID and other donors to make more informed decisions concerning the sector.

Fertilizer. Research and experience have shown that the timely application of
the correct type and amount of fertilizer is the most important factor for
improving cereal yields in Ghana. The GOG and World Bank have identified
monopoly government control and management of fertilizer supply as an urgent
problem needing attention and they have agreed on a plan to gradually
privatize the system. This effort is included in the World Bank-supported
Agricultural Services Rehabilitation Project, as well as in the PFP.
Implementation of the agreed reforms has been delayed, perhaps as a result of
insufficient conditionality and/or inadequate monitoring. USAID supports this
effort and believes that through conditionality and close monitoring under
APPP, it can provide positive reinforcement,

Seed Industry. Improved seeds are clearly a key contributor to higher yields
in cereals production. In the past, the GSC was the largest supplier of
improved seed in Ghana. Now it is in dire straits and has lost its market
share to other government-owned and managed competitors. Overall, the seed
industry is not meeting farmers' demand for improved seeds. While privatizing
the GSC does not equate with revitalizing the entire industry, it is an
important and essential early step if Ghana is to have a self-sustaining
supply of improved seed. Although the GSC now contributes little to the
industry, it continues to be a significant drain on scarce government
resources, and the major investment that has been made in its large capacity
is sitting idle. Furthermore, its low quality products and poor dis*.‘bution
record probably discourage farmers' use of improved seed. Most impc - tant, as
long as the GSC exists as a parastatal, investors will continue to believe the
government holds a monopoly on improved seed production, and the '
revitalization and expansion of the industry will be handicapped. By
privatizing or restructuring the GSC, the GOG will illustrate its commitment
to strengthening the industry overall, as well as demonstrate its resolve to
eliminate unproductive drains on its limited resources. While the GOG and
World Bank are planning to pursue the revitalization of the entire seed
industry under SAC II, both recognize USAID as the lead donor for privatizing
the GSC. This stems from USAID's long experience with the company and the
valuable insights it has gained under the MIDAS Project. But for political
and other reasons (e.g. PACD cannot be extended beyond one more year), it is
no longer feasible to deal with the privatization of the GSC under MIDAS.
Because the GSC's non-performance limits prospects for increased agricultural
productivity, the issue should be addressed under APPP,
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Agricultural Extension. Although fertilizer and improved seeds are the key
ingredients for higher productivity, farmers will not use them if they are
not informed about what is available, or else they will use them improperly
if their information is incomplete or incorrect. Studies in Ghana have
shown that agricultural extension is critical for helping farmers learn
about the value and use of fertilizer, improved seeds and other modern
farming technologies. While many agencies and projects in Ghana provide
agricultural extension to farmers, the most important, and in the long term -
the most sustainable extension service agency is the Ministry of
Agricultur-e. Unforcunately, the MOA extension service has not adequately
fulfilled its role. With World Bank and other donor support, the MOA is
addressing the institutional causes for its poor performance, including
reorganizing and consolidating its various extension services.
Unfortunately, other major constraints to improved extension service are
not being addressed except in limited geographical areas. The most
important among these are lack of training and logistical support for MOA
extension personnel. Budget limitations explain why these constraints are
not being addressed on a national scale. Almost all GOG resources that are
available are required to pay salaries. Few funds are left for training,
travel and other normal and necessary non-salaries expenses of extension
service employees. Low budget support is not due to low GOG commitment but
a pervasive budget squeeze that affects many other priority areas as well.

Rural Infrastructure. Weak rural infrastructure, particularly feeder
roads, is universally cited in Ghana as a primary cause for lagging
agricultural production. Without the ability to market their crops,
farmers have less incentive to produce them. Poor infrastructure alsc
contributes to the unavailability and/or increased costs of agricultural
inputs. While Ghana has a relatively well-established feeder road network
of over 21 thousand kilometers, the network has deteriorated in recent
years to the poin% that 4-wheel drive vehicles are required year-round to
transit 57% of the network. Another 24% requires 4-wheel drive vehicles
during the rainy season. This situation is a major constraint to
increasing farm output and the principal reason why marketing costs
generally account for about 40% of the market price of food crops.

The Department of Feeder Roads (DFR) of the Ministry of Roads and Highways
is now undertaking a dynamic program to improve this situation with
substantial assistance from the World Bank and other donors. Donor
assistance covers the cost of advisors and other foreign exchange
requirements as well as significant local cu.rency support. Even so, a
substantial local currency funding shortfall will exist through at least
1990. Additional local currency resources from APPP will enable DFR to
more fully utilize its expanding capacity, especially the local private
contractors which it now employs for virtually all feeder road
rehabilitation and improvement. Details regarding the GOG's feeder roads
program are provided in Section 4.1.4 and Annex J.

Rural Credit. The problem of low supply of improved technology and modern
inputs is exacerbated by inadequate access to formal credit facilities by
the majority of small-scale farmers, while the cost of informal credit is
very high. The proportion of total bank credit to the agricultural sector
(including forestry and fishing) fell from 35% in 1983 to 18% in 1987. Out
of a demand of ¢#7.9 billion for credit from the Agricultural Development
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Bank in 1983-87, only ¢#1.6 billion was supplied and most of that went to
larger producers. The rural banks lent only 3% of total credit in 1987.
Many factors explain this poor performance. They include weak -
institutional capacity of the banking sector, particularly the rural banks,
and credit policies and systems that fail to take into account the special
needs of small farmers. Financial support for rural credit could be a
valuable area for APPP involvement, but until these underlying problems are
addressed, APPP involvement would be premature.

Policy Studies. While much donor-supported activity, including research,
is now underway in Ghana, there are important information gaps concerning
the agricultural sector. By helping to fill these gaps, APPP will '
contribute to better targeting of all resources available to the .
agricultural sector, and will contribute to more informed policy decisions.

3.1.4. Relation to Mission Strategy and GOG Objectives

The goal of USAID's medium-term development assistance strategy as
described in the USAID/Ghana FY 1990 Concept Paper is to contribute to an
increase in Ghanaian per capita inccme growth. A key objective of that
overall strategy is accelerated "productive employment in the private
sector with an emphasis on agriculture."

The APPP strategy for generating growth in agriculture is to promote
increased agricultural productivity through improved agricultural services
and infrastructure. This is expected to have a positive impact on both
agricultural production and income as well as general productive employment.,

APPP and the Concept Paper both support consumption and production linkages
of agriculture with other sectors of the economy to create the conditions
for a broader-based generation of jobs in urban as well as rural areas. By
promoting higher farmer incomes and related infrastructure development, the
APPP strategy will contribute to increased industrial and services .
employment in practically all fields but especially those with agricultural
or rural linkages.

The Concept Paper also states that the first and "main thrust of the USAID
program over the next three years will be to support Ghana's Economic
Recovery Program," primarily through fast-disbursing program assistance.
APPP is responsive to that statement. At the macro level, it supports
foreign exchange reform and the overall ERP through the provision of
fast-disbursing funds to the GOG's foreign exchange auction., At the
sectoral level, it supports reforms and activities that are critical for
increasing agricultural productivity as a key ingredient for generating
economic growth. B

2
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3.2. Objectives

While APPP focuses on the agricultural sector, it is consistent with
Ghana's Policy Framework Paper and supports the objectives of the
Eccnomic Recovery Program. The program discussed below is intended to
reinforce the already major accomplishments of ERP to date, and to
encourage Ghana to continue on the difficult but promising path of
structural adjustment,

The goal of the Agricultural Productivity Promotion Program is to
accelerate creation of productive employment in the private sector,
especially in agriculture. This implies greater productivity of those
men and women already employed as well as increases in numbers of people
actually working.

Greater productivity and increased levels of employment (i.e., less
unemployment and underemployment) will be indicated by increases in
incomes. APPP will contribute to greater incomes of farmers by helping
them to increase their marketed production and revenues. APPP will do
this by helping farmers to increase their production of food crops
through improved productivity and by reducing their input purchase and
output marketing costs through improvements of rural infrastructure.

APPP will contribute to greater incomes of other individvals, especially
those in the private sector related to agriculture, by helping to expand
their opportunities for servicing agriculture. This could be either
through provision of inputs to farmers (backward linkages), such as by
APPP promoting new opportunities for private traders to sell fertilizer,
or through marketing and processing of increased agricultural production
(forward linkages), such as by APPP reducing marketing costs for traders
and input costs for processors by improving feeder roads.

Another indicator of increased productive employment is a higher
percentage of the population that is actually working or working a
greater number of days per year in agriculture or related activities.

These income and employment indicators, in the private sector and in
agriculture, will be measured using data collected by the Ghana Living
Standards Survey. Measurement will be disaggreqrated by sex. Baseline
data are being collected in 1988 and will be collected on an annual basis
thereafter. (APPP's monitoring and evaluation system is discussed in
section 3.4.) ‘

The purpose of APPP is to increase productivity in food crop production.
This will be indicated by increases in agricultural production per capita
and by increases in vi2lds. APPP will help increase productivity by:

1) increasing tha flow of knowledge to farmers about improved
technologies, including fertilizer and improved seeds use through
improvement of the MOA's agricultural extension service; 2) increasing
the supply and use of fertilizer through the privatization of fertilizer
supply and distribution; 3) increasing the supply and use of improved
seeds through revitalization of the seed industry; and 4) alleviating
infrastructure constraints to reduce farmer input and marketing costs
through the improvement of rural infrastructure such as feeder roads. 1In
addition, if APPP resources are programmed for other rural infrastructure
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activities in the future, this too will help increase productivity, such
as improved water supply contributing to improved health of farmers.

Since fertilizer and improved seed are used primarily for production of
maize and rice, the best indicators of program success will be changes in
the yields, production levels, input costs and prices received for these
crops. By the end of the three-year program, though, it will probably
still be too soon for there to be a large impact of privatization on
input supply since the privatization will not all be accomplished quickly
at the beginning of the program and there will be a lag between policy
reform and response of private input suppliers. There may be an even
longer lag in increasing productivity as farmers will need to become
familiar with new sources of supply. Therefore, the full impact of the
program is likely to be felt starting 3-5 years after the program ends in
1991.

Targets for achievement of the program purpose are given below. Key
assumptions for determining these targets are: maintenance of economic
and political stability, demand for goods and services increases as the
Structural Adjustment Program continues, and planned GOG improvements in
rural infrastructure are achieved. These targets are taken from the
Impast Analysis in section 4.2. and Annex I.

TABLE 3.1

PRODUCTIVITY TARGETS
{Per hectare)
(Kilograms per capita or metric tons)
1988 1989 1991 1993 .'- 1995

Maize per capita 43 46 46 51 53
per hectare 1.1 1.1 1.2 1.4 1.5
Rice per capita 6.1 6.1 6.3 6.7 7.0
per hectare 1.0 1.0 1.1 1.1 1.2

Through policy dialogue, APPP will achieve the following outputs:

*  Privatization of fertilizer supply and distribution {(gradual
elimination of the price subsidy; gradual switch from government
to private retailing, wholesaling and importing), resulting in
increased supply of fertilizer to farmers

* Privatization/restructuring of the Ghana Seed Company to help
revitalize the seed industry, resulting in increased supply of
improved seeds to farmers.

Output indicators and targets of achievement are given in the following tables
3.2. and 3.3,
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"~ TABLE 3.2

FERTILIZER AND SEED PRIVATIZATION

Target Dates
10/88 5/89 8/90

Fertilizer Privatization Actions
1. implementation plan approved v X
2, price subsidy reduced to 30% £

3. private retailing & wholesaling
launched - pilot regions SR
4. price subsidy reduced to 15% X

5. private retailing & wholesaling

launclied ~ all Ghana X
6. price subsidy eliminated X
7. private sector importing of MOA~ X

approved fertilizers launched

Improved Seeds Privatization Actions

1. studies launched X

2. studies completed ' X

3. implementation plan approved X

4. selected privatiz./restructuring - X

option launched
TABLE 3.3

FERTILIZER AND SEED PRIVATIZATION

1988 1989 1990 1991 - 1995 .

$ of cropped maize area fertilized 30 32 34 »”‘3ér>¢: 42

sales of improved seed from all . o W
sources (mt) 1320 1384 147271552 ..1840

% of cropped area with improved R o o
maize seed 30 0327 . 34 36 42

The schedule for fertilizer privatization is based on the agreement reached
between the government and World Bank in 1987 under the Agricultural Services
Rehabilitation Project. The schedule-was recently revised based on joint
high-level government/World Bank/USAID discussions, initiated by USAID for
APPP design. The revisions reflect slippage in some initial privatization
actions hut continued GOG commitment to complete all necessary actions by the
originally agreed date of July 31, 1990. It is expected that farmers will
begin obtaining fertilizer fronm private sources once private retailing is
launched in the two pilot regions (Volta and Brong Ahafo). However, the
greatest increase in numbers of farmers actually using fertilizer is not
expected until importing is privatized and farmers develop greater confidence
in the supply system. This will probably require a few years beyond the 1life
of the program, which will end in 1991.

37
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The schedule for privatizaticn/restructuring of the Ghana Seed Company is
based on considerable dialogue between the government and USAID, which has
also recently included the World Bank and been confirmed at high levels of
government. It reflects the government's schedule which was recently
proposed to the Mission and includes additional tim~ for contingency. It is
not expected that the Ghana Seed Company will regain its place as a
significant supplier of improved seed until it has effectively bequn
operations as a privatized or restructured company and farmers regain
confidence in its seed. This will likely require a few years beyond the
actual accomplishment of privatization/restructuring and duration of APPP and
is reflected in Table 3.3.

Through programming of local currency (cedis) generated by the auction of
dollars provided by the cash transfer, APPP will achieve the following outputs:

* An improved feeder road system, in support 6f agriéultural
productivity.

* Strengthening of the Ministry of Agriculture's extension service.
* Policy analysis in support of the agricultural sector.

Depending on future investigation and agreement between the GOG and USAID on
the programming of local currency, other outputs that APPP may achieve include:

* Improved rural infrastructure, such as water supply and
storage/marketing facilities, in support of agricultural productivity.

* Increased credit to the agricultural sector.

* Divestiture of SOEs that will improve the environment for private
activity in the agricultural sector.

Indicators and targets of achievement for those already agreed outputs from
local currency generations are given below.

TABLE 3.4

APPP TARGETED OUTPUTS FROM LOCAL CURRENCY GENERATIONS

Base Targeted Outputs
198 1989 1990 1991

©

Feeder Roads
Contracted Non-cocoa Feeder Roads
rehabilitated and maintained

a. Graded and shaped - km 1600 2300 2300 2300
b. Full regraveling - km 320 475 475 475
C. Spot improvements - km 80 115 115 115
d. Drainage structures and culverts:
installed ~ amounts 240 340 340 340
Extension
Training Sessions attended per agent 8 15 15 15
Farmers having extension contact per agent 350 770 960 1150

(2500 agents)

Policy studies 0 4 5 6
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3.3. Implementation

3.3.1. Authorizations, Obligations and Transfers

USAID and the GOG will obligate DFA funds for APPP in three tranches, The
first, of $4.5 million, will be obligated upon signature of the grant
agreement in late FY 1988. The second and third obligations will require
amendments to the grant agreement, as well as amendments to the PAAD
authorization. Theze obligations are planned at $7.5 million in early FY 1989
and $8.0 million in mid FY 1990, but they could be more or less than these
amounts subject to availability of funds. The AA/AFR will authorize the PAAD
and the first tranche; subsequent authorization amendments and all obligations
will be executed by the AID Representative, in accordance with A.I.D.
delegations of authority.

Transfer of the amounts obligated will be contingent .on satisfaction of
conditions precedent (CPs) discussed in section 3.3.2. Once the GOG has ‘
provided sufficient evidence of having satisfied the CPs for a tranche, USAID.
will notify the Secretary of the Ministry of Finance and Economic Planning
(MFEP), the GOG representative for the program, in writing with a Project
Implementation Letter (PIL).

Once USAID has issued a PIL indicating that a tranche can be released, it will
instruct M/FM/PAD by cable to transfer the funds to the GOG. The cable will
include the following information: 1) certification that all CPs have been
met and the date met; 2) any other information which may be required under the
terms of the agreement to make the disbursement; 3) the dollar amount to be
disbursed; and 4) the Bank of Ghana's U.S. bank address, account name, and
account number to receive the funds. AID/W will then effect the transfer from
the U.S. Treasury to the BOG's bank account.

The Bank of Ghana will auction these dollars at its weekly auctions. In order
to accelerate disbursement, there will be no restrictions on the auctions and
use of APPP dollars, except for those few imposed by the GOG (e.q.,
prohibition on purchase of firesarms). Within ninety days of the transfer, the
BOG will report to USAID and MFEP on the auction of the dollars, including:
dollar amounts, exchange rate, and cedis generated. 1In the unlikely event
that not all of the dollars have been auctioned within ninety days of the
transfer, the BOG will submit quarterly reports with the above information
until they are all auctioned.

A convenant will be included in the Agreement that the GOG is not to backtrack
by deliberalizing the azuction.

3.3.2. Conditionality

Release of the three tranches will be subject to satisfaction of conditions
precedent related to policy reform in two areas: privatization of fertilizer
supply and distribution, and privatization/restructuring of the Ghana Seed
Company. As discussed below, both of these reforms have already been agreed
to by the GOG and World Bank in varying degree under the Agricultural Services
Rehabilitation Proj2ct (ASRP), which became effective in June 1987. APPP
therefore represents parallel financing of the World Bank's agricultural
sector program.

v 336?
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?ertilizer. The Development Credit Agreement for ASRP,/signed by the GOG and
IBRD on June 22, 1987 states:

"The Borrower: (i) shall reduce its subsidy on fertilizer to 30% of the

retail price for the 1988 crop year and 15% of the retail price for the
1989 crop year; and (ii) shall eliminate all fertilizer subsidies for
the 1990 and subsequent crop years.

'The Borrower shall privatize MOA's fertilizer operations in accordance,
with the following schedule:

(a) MOA shall carry out a program for testing private retailing of
fertilizer in the Volta and Brong Ahafo Regions in 1988; e
(b) MOA shall sell ferlilizer in 1990 only at its main distribution
stores as determined by MOA;

(c) MOA shall sell fertilizer in 1990 at four depots only, namely
the depots at Tema, Swedru, Kukurantumi and Tamale:; and

{d) MOA shall in 1991 relinquish all of its fertilizer import and
distribution functions."

The Staff Appraisal Report for ASRP provides more details:

Action Completed by
1. appointment of key personnel to MOA Crop Inputs 6/30/87
Development Unit {(CIDU)
2. begin preparation of implementation plan for 7/30/87

private retailing in 1988 in Volta and Brong
Ahafo Regions

3. announce 1988 prices with price subsidy not to 1/31/88
exceed 30% e

4. launch private retailing program in Volta and .1/31/88 -
Brong Ahafo Regions .15' =

5. finalize plans for launching private retailing ~12/31/88

in other regions and make public announcement
on privatization program

6. announce 1989 Distribution Point price with "1/31/89
subsidy not to exceed 15%

7. launch private retailing in all regions 1/31/89

8. complete plans for private wholesaling in 1990 9/30/89

9. launch private wholesaling , 12/31/89

10. announce ex-central warehouse prices v 12/31/89

11. announce approved list of fertilizers that 7/31/90

private sector may import

USAID has reviewed this action plan with MFEP, MOA and the World Bank and has
found that it is behind schedule. The fertilizer subsidy was reduced in May
1988 to 30%. Calculation of the subsidy is based on a GOG formula that is
based on actual distribution costs (the formula is given in Annex H,

Table 7). USAID would accept this formula as the basis for calculating the
subsidy, unless the GOG proposes a better one at a later date. While this
reduction was a few months behind schedule, it was in time for the first 1988
agricultural season.

Yo
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The privatization effort is now about one year behind schedule, starting with
the late appointment of a key ASRP-funded expatriate advisor to CIDU. He was
gupposed to arrive in June 1987 to begin work almost immediately on the
privatization plan; he did not arrive until May 1988. At a USAID meeting with
MOA, MFEP and the World Bank in July 1988, the Secretary of MOA instructed the
advisor to start work on the plan for fertilizer privatization and to complete
a draft by August 15, 1988. The Secretary agreed that this plan will be
submitted to the World Bank and USAID for review. The Secretary also
reaffirmed MOA commitment to complete the privatization effort by the
originally agreed date. Further, he agreed with the advisor and other MOA
staff, and with MFEP, USAID and World Bank representatives that the private
retailing and wholesaling efforts should be launched simultaneously (including
advertising to the public) in the two regions. This is because it would help
recoup some lost time and might in fact be more efficient since wholesalers
and retailers are often linked in the same distribution networks. The
Secretary intends the pilot privatization effort to be launched in the next
agricultural sea.on, starting about September 1988,

Based on these developments, USAID and the GOG have agreed on the following
conditionality concerning fertilizer privatization for release of the three
tranches:

First Tranche (target date: October 1988)

GOG submission of documentation, acceptable to USAID, which ’
demonstrates that the subsidy on each type of fertilizer does not
exceed 30%; ;-

GOG submission of an implementation plan for fertilizer privatization,
acceptable to USAID,

Second Tranche (target date: May 1989)

GOG submission of documentation, acceptable to USAID, which
demonstrates that the subsidy on each type of fertilizer does not
exceed 15%;

GOG submission of documentation and a public announcement, acceptable
to USAID, which demonstrate that private retailing and wholesaling has
been launched in the Volta and Brong Ahafo Regions.

Third Tranche (target date: August 1990)

GOG submission of documentation, acceptable to USAID, which
demonstrates that all subsidies, including price controls, on
fertilizer are eliminated;

GOG submission of documentation and a public announcement, acceptable
to USAID, which demonstrate that private sector retailing and
wholesaling throughout Ghana has been launched and that private sector
importing is allowed.

V]
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Seed Industry. The Development Credit Agreement for ASRP also calls for
"rehabilitation and strengthening of the Ghana Seed Company" by the Borrower
in the first three years of the project. The Staff Appraisal Report provides
a bit more detait:

"In the first three years of the project, MOA is to continue ongoing
activities and implement reform where decisions have already been agreed
upon. These are .... revitalize the Ghana Seed Company in cooperation
with USAID so that GSC will be able to ensure an adequate supply of
quality seeds."

Formal information is lacking about the nature or implementation of this
revitalization. Clearly, the World Bank and GOG have viewed USAID as the lead
donor in actions concerning the Ghana Seed Company and have awaited USAID's
position.,

USAID's involvement with the GSC has been in the context of the MIDAS Project,
which has had a rather tortuous history that is well documented in USAID and
GOG files. It was hoped that MIDAS could be amended to include privatization
of the GSC, but this is no longer feasible because of limitations on extending
the life of the project. However, recent discussions between USAID, high
level GOG officials, and the World Bank, indicate the GOG's commitment to
privatizing/restructuring the GSC and the World Bank's support for this.
However, what form this privatization should take is not yet certain., It
could range from total private ownership and management to restructuring with
GOG majority ownership and management on a fully self-financed, commercial
basis. An obstacle for determining which mode is desirable and feasible for
the GOG to pursue has been the delay in carrying out studies on the valuation
of GSC assets and on the estimation of the market for improved seeds in

Ghana. Also, while an implementation plan for privatizing the GSC has been
developed, it needs greater detail and to be updated and formally approved by
the GOG and submitted to USAID for review.

In recent discussions with USAID, the GOG has indicated its desire to proceed
with the two studies immediately and to submit an implementation plan for
USAID review. Although USAID is not committed to one particular form of
privatization, a range of options, including private ownership and management
(domestic and foreign) should be explored through advertising and other means,
with the objective of finding the most feasible and appropriate form of
privatization/restructuring for revitalizing the seed industry to meet the
agriculutral sector's needs.

Based on these considerations, USAID and the GOG have agreed on.the following
conditionality concerning the seed industry for release of the three tranches:

First Tranche (target date: October 1988)

Studies launched (indicated by signed contracts) on GSC assets valuation
and on the Ghana market for improved sceeds. :
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Second Tranche (target date: May 1989)

The two studies are completed and submitted by GOG to USAID for review;
GOG submits an implementation plan, acceptable to USAID, which includes
detailed actions to explore options for privatizing/restructuring the
GSC.

Third Tranche (target: August 1990)

GOG selects an option for privatizing/restructuring the GSC that is.
acceptable to USAID;

GOG submits a plan, acceptable to USAID, to implementfthe Seleééédf
option; - o o

GOG submits evidence, acceptable to USAID, that it has launched
implementation of the selecced option.

The target dates for achieving these conditions are the same as for fertilizer
privatization. USAID has reviewed these conditiong and target dates with the
GOG, and the GOG has indicated its acceptance. Also, the World Bank has
indicated that it plans to include language in the upcoming SAC II about
revitalization of the entire seed industry along with strengthening of the
government's seed certification function.

3.3.3. Local Currency Uses

Cedis realized from the auction will be deposited in a special account of MFEP
and programmed for activities that support APPP objectives. Cedis from the
first tranche will be programmed to support the following activities in 1989:

1. Improvement of rural infrastructure: feeder roads

2. Strengthening of the MOA food crop extension services

3. Policy studies and seminars in support of APPP objectives;.
4. USAID trust fund

5. GOG monitoring and evaluation expenses associated with APPP,

Depending un satisfactory performance, part of the second and third tranches
will also be programmed for these activities for expenditure in 1990 and
1991. These activities are described below and are supported by the
Institutional Analyses in section 4.1. In addition, cedis from these tranches
will be programmed for other activities that support APFP objectives,
Possibilities include rural infrastructure besides feeder roads (e.g. water
supply, storage and marketing facilities, irrigation improvements), rural
credit, costs associated with divestiture of state-owned enterprises, and
other activities yet to be identified. Additional analysis will be done
before funds are programmed for other uses. The decision-making process for
programming the second and third tranches is discussed later in this section.
Table 3.5 below illustrates how the three tranches will be programmed.
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TABLE 3.5

LOCAL CURRENCY PROGRAMMING
(cedi equivalent of $1000)

Tranche
programmed planned
1 2 -3
Rural Feeder Roads 2000 2000 2000
MOA Extension Services 2000 2000 ) '2d0b'
Policy Studies and Seminars ' ;.75f 75 ;‘;é
USAID Trust Fund , 225 375" . 400
GOG Monitoring and Evaluatioh’ 5004 _;200;, ngd
Other | | 0 2850 :332;'3;
Total 4500 | 7506 8000

Rural Feeder Roacc. From the first tranche, $2.0 million in cedis will be
provided as budget support to the Department of Feeder Roads (DFR) of the
Ministry of Roads and Highways for disbursement in 1989. Although actual
geographical allocations is tc be determined by DFR in consultation with other
GOG agencies, the GOG has agreed that pricrity is to be given to the regions
where fertilizer privatization is being initiated. Also, priority is to be
given to the eight pilot districts in the four northern regions (Upper East,
Upper West, Northern, and Brong Ahafo) for the Agriculture Services
Rehabilitation Project. The intention of this prioritization is to ensure
that in these particular areas as many of the constraints to food crop
production are covered, thereby improving the prospects for improving
productivity. These priorities will also be included as a covenant in the
Adreement.

DFR will use these funds to maintain and upgrade already existing rural feeder
roads. It will contract this work to private entrepreneurs, following its
already established competitive bidding procedures. DFR technical personnel
will supervise the contract work. Some of this work may be done with a new,
innovative labor-intensive methodology that is now being implemented on a
pilot basis in the Western, Ashanti, and Brong Ahafo Regions with ILO
technical assistance and World Bank funding., It is expected that with this
funding, DFR will be able to rehabilitate and maintain an additional 700 km of
feeder roads per year. A covenant will bz included in the Agreement that all
road maintenance and upgrading will be done by private contractors.

$2.0 million in cedis is also planned for rural feeder roads from both the
second and third tranches, The actual funding levels will depend on DFR
performance in utilizing the previous tranches, which will be monitored by
MFEP and USAID. Criteria for evaluating this performance will include:
quantity and quality of work accomplished, cost of the work accomplished,
adequacy of financial management, and rate of disbursement (pipeline).
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Crop Extension Services. $2.0 million in cedis from the first tranche will be
provided as budget support to the MOA for crop extension services., A
condition placed on these funds (to be included in the Agreement as a
covenant) will be that they may not be used for salaries or salary supplements
of extension or other MOA personnel. These funds will be used for such
expenses as training, equipment, and logistics. With these resources, it is
expected that extension agents will receive additional short-term in-country
training, and that better logistics support for extension agents will
contribute to an increase in the number of farmers being visited by them.

$2.0 million in cedis is also planred for crop extension services from both
the second and third tranches. The actual funding levels will depend on MOA
performance in utilizing the previous tranches. Criteria for evaluating MOA
performance will be: achievement of agreed objectives, adequacy of financial
management, and rate of disbursement (pipeline).

Policy Studies and Seminars. APPP will program $75 thousand in generated
cedis from the first tranche for policy studies and seminars to be conducted
or organized by the National Centre for Development Strategies (NCDS). The
Centre is a semi-autonomous government think tank which reports to the PNDC
Secretariat. It has a core staff which does training and some research work.
However, it contracts out most research work to Ghanaian specialists in a wide
range of fields. An illustrative list of topics to be researched with APPP
support follows:

l. technological change in Ghanaian agriculture;

2, a comparative assessment of alternative extension programs
implemented in Ghana (VORADEP, Training & Visit,
demonstration/verification approach, etc.);

3. economic analysis of fertilizer recommendations/use: small/large
farm effects; pricing and subsidies; economic and risk-efficient
optima; consumption and demand assessment, patterns, projections and
determinant factors; supply projections; impact of fertilizer use on
productivity, production, income, prices, etc.; factors affecting
fertilizer productivity;

:4. the relative impact of seed, fertilizer and other agronomic and farm
management factors on productivity;

5. the contribution of rural infrastructure to agricultural
productivity and employment (general and in specific locations);

6. the demand for food in Ghana, using Ghana Living Standards Survey
and .ther other data: elascicities, flexibilities, consumpticn
assegsment, demand parameters, projections, etc. by income groups
and locations;

7. supply response in Ghanaian agriculture (crop-specific and
aggregate);

8. consumption and employment linkages between agriculture, industry
and services: how agricultural productivity contributes to other
sectors of the economy and vice versa;
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‘94, 'determinants of private sector employment generation in agriculture;

-10. costs and returns for food crop production, share‘of,;eturns to
-~ various production factors, including an annual rural wage survey;
and

11. the need for food aid and its impact on domestic consumption
practices and on domestic production.

The Centre will also organize seminars and workshops on APPP-funded studies or
other studies related to APPP objectives, such as to review studies currently
underway on rural credit. The purpose of these seminars and workshops is to
share information among government agencies, donors, and others interested in
agriculture and employment issues, and to inform high-level GOG decision-~-
makers.

To guide this activity, a steering commodittee will be established with
representatives from the Centre, MFEP, MOA, USAID, and the World Bank. Other
GOG agencies may also be invited to participate. The committee members will
generally be technicians with expertise in the agricultural sector who will
propose topics for studies and seminars/workshops and draft terms of reference
for committee review. The committee will meet quarterly, or more often as
needed, to review proposals and make recommendations for MFEP and USAID
approval. It is expected that 4 studies will be conducted by the Centre in
1989 with APPP first tranche funds. Similar funding is planned from the
second and third tranches, but actual levels will depend on performance in
utilizing funds from previous tranches. Criteria for measuring performance
include: number and quality of studies, seminars and workshops conducted by
the Centre, level of GOG interest in the studies;: adequacy of financial
management by the Centre; and rate of disbursement (pipeline).

USAID Trust Fund. Five percent of each tranche's cedi generations will be
deposited in a USAID trust fund to help the Mission undertake studies for
strategy development, program design, and implementation. For example, these
studies will increase the Mission's understanding of the private sector,
especially income growth and employment generation, and of aspects of Ghana's
Structural Adjustment Program. Trust funds will be used to support the local
costs of the Cornell study on Structural Adjustment and to pay for any audits
of APPP-supported activities. USAID will also use trust funds to supplement
scarce operating expense funds. USAID will report to MFEP semi-annually on
its use of these funds.

GOG Monitoring and Evaluation Expenses. $200 thousand in cedis from the first
tranche will be provided to MFEP, MOA, DFR, and Centre for operational costs
associated with monitoring APPP. These funds will not be used for salaries or
salary supplements, but may be used for other costs such as: transportation
and travel, other logistics, office equipment and supplies. For implementing
agencies, these funds may also be used for hiring of additional temporary
accounting staff and for hiring of accounting firms to assist with
APPP-related accounting and training of staff.

Other Local Currency Uses. There is a wide range of other programs that
second and third tranche cedis could fund to promote APPP objectives. Likely
candidates include: rural infrastructure besides feeder roads, such as
marketing and s'.orage facilities and water supply; rural credit; support for

Yl
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natural resource management; and costs associated with divestiture of
state-owned enterprises. Each of these has been identified as an important
area of constraint on food crop productivity, but it is still too early to
support them with APPP funds because either the institutional mechanisms are
not yet sufficiently established or they have not been adequately investigated
by the APPP design team. For example, while rural credit is universally cited
as a major constraint to food crop productivity in Ghana, weak banking
institutions with poor outreach to farmers is at least as important as
insufficient liquidity for increasing rural credit supplied to farmers. The
World Bank and GOG expect to begin a rural finance project in about two years
to strengthen rural credit institutions, and this would be an excellent
candidate for APPP co-financing with cedi generations. Also, the World Bank
2nd G0G expect to begin a rural water supply project in about two years, and
this too would be a good possibility for APPP co-financing.

USAID and MFEP will examine future funding possibilities in the context of the
Public Investment Program. A means for formalizing this process would be
USAID participation in the World Bank's proposed annual agriculture sector
review of the PIP. USAID will explore this opportunity with World Bank staff
preparing the SAC II.

Undoubtedly there will be many programs for MFEP and USAID to consider
supporting with APPP funds from the second and third tranches. Some of these
programs are already identified, while others may become apparent one or two
vears from now when new needs arise and MFEP and USAID have gained increased
knowledge of the agricultural sector. It is important for APPP to have a
simple mechanism which permite flexibility and responsiveness in programming
funds for these activities.

This mechanism will begin with MFEP and USAID staff responsible for overseeing
APPP meeting quarterly to: review APPP, including status of policy reforms,
progress of GOG programs receiving APPP local currency, and discuss new
programs that might receive APPP funding. Together or individually MFEP and
USAID staff can explore these programs. At the meetings they will decide
which ones merit further consideration, and annually, or more often as needed,
they will prepare a report which recommends programs for funding. This report
will include: description of proposed programs, budget needs, and feasibility
analysis. It will be submitted to the MFEP Secretary and AID Representative
for discussion at their annual review (or more often if needed) of the
program. Following the review, the MFEP Secretary will submit to USAID a
written request for funding of programs, which the AID Representative will
approve in writing with a Project Implementation Letter.

When MFEP and USAID examine programs to receive local currency from APPP, théy
will take into account several criteria including the following:

* Expected contribution to achievement of APPP objectives, including
productivity in food crops, men's and women's incomes and employment
in the agricultural sector; .

* Sustainability of benefits and benefits versus costs;

* Expected contribution to achievement of the ERP and other™USAID
program and GOG objectives;
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* Peasibility and ease of implementation (institutional, technical,
socio-economic, political);

* Funding requirements (actual need for funds, pipeline, other pledged
resources, availability of required complementary resources); and

* Risks (economic and political).

3.3.4. Local Currency Management

Once cedis are generated by the auction, they will be deposited in a special
account of MFEP at the BOG., For approved programs of different agencies,
funds will be transferred promptly to separate interest-bearing special
accounts of those agencies held in the commercial banks. Funds in these
accounts will not be comingled with funds from other sources that also support
the implementing agencies' programs.

Budgeting and disbursement of APPP cedis will follow normal GOG producedures,
The implementing agencies will submit annual APPP budcets to MFEP for
inclusion in the yearly GOG budget. On a quarterly basis they will report to
MFEP and USAID on programs, accomplishments, and expenditures. Together with
this report, they will indicate to MFEP and USAID the level and planned uses
of funds during the next quarter. The implementing agencies will directly
disburse from these special accounts without MFEP approval, but accounts will
be subject to external audit, either by the GOG (Department of the Controller
and Accountant General) or by an independent firm recruited by USAID.

3.3.5. Implementation Responsibilities and Schedule

The Secretary (or his Deputy) of MFEP will have overall GOG responsibility for
APPP. Both MFEP and USAID will monitor the program to assure that it is on
track towards objectives. They will focus on policy reform, programming of
cedi generations, and monitoring of all program activities.

Three MFEP divisions will be involved in the program. ~ The lead division and
primary contact for USAID will be the Planning and Research Division
(Agricultural Section), which will be responsible for: 1) design or any
redesign of the program; 2) programming of cedi generations; 3) definition of
policy studies and seminars/workshops; 4) monitoring of policy reforms and of
implementation of APPP-supported activities; and 5) monitoring of the overall
program.

The International Economic Relations Division will be responsible for: 1)
negotiating the Agreement and amendments with USAID; 2) monitoring the cedi
generations; and 3) advising the Budget Division on release of the cedi
generations.

The Budget Division will be responsible for: 1) ensuring that the cedi
generations are budgeted for in the various activities to be supported; 2)
release of funds to the implementing acericies; and 3) monitoring drawdown of
funds and expenditures by the implementing agencies.

In addition, the PIP Task Force will be resprizible for including the
programming of the cedi generations in the Publiv Investment Program.
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Othet‘GOG agencies with implementation responsibilities include:

1. The Bank of Ghana -- auction of dollars and reporting to MFEP and
USAID;

2, Ministry of Agriculture -- implementation of fertilizer privatization
and privatization/restructuring of the Ghana Seed Company ;
strengthening of crop extension services; monitoring of policy
reforms; with MFEP and USAID, monitoring and evaluation of APPP
(policy reforms, support for GOG programs) impact on agricultural
sector;

3. Ministry of Roads and Highways (Department of Feeder Roads) -
rehabilitation and maintenance of rural feeder roads; and

4. National Centre for Development Strategies -- conduct of policy
studies and seminars/workshops on APPP-related topics.

Within USAID, the AID Representative will have overall responsibility for
APPP, including negotiation of agreements, management and oversight. For
day-to-day implementation tasks and oversight, the General Development Office
(including a U.S. direct hire and four FSNs) will take the lead. The USAID
FSN Agricultural Economist will also play an important role, especially in
monitoring policy reform and plaiining studies under the program. The
Controller (REDSO/WAAC until “ne Mission's Controller arrives) will be
responsible for monitoring the GOG implementing agencies' financial management
of the cedi generations, and he/she will maintain an accounting system for the
dollar and cedi special accounts. The Controller will prepare a quarterly
report for the AID Representative which describes the movement of dollars and
cedis through the accounts. The Executive Officer will recruit and negotiate
contracts with local accounting firms for audits.

Further, USAID will call on REDSO for assistance in certain areas. For
example, a REDSO engineer will make quarterly visits to monitor GOG feeder
road and other infrastructure activities supported by the program, a Regional
Legal Adviser will assist in preparation of Authorization and Agreement
amendments and review of Project Implementation Letters; and WAAC will assist
in establishment and monitoring of the Trust Fund.

Below is an implementation plan for APPP.
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TABLE 3.6

IMPLEMENTATION PLAN

Event Timing ;Responsible Unit

Agreement signed; lst tranche obligated 9/88 MFEP, USAID
1989 local currency budgets prepared 9/88 MFEP, MOA, DFR, CDS
Trust Fund agreement prepared/signed 10/88 MFEP, USAID
CPs for lst tranche satisfied 10/88 MOA, MFEP
Technical committee meets - reviews
program, 1989 budgets 10/88 GOG, USAID
Studies steering committee meets 10/88 GOG, USAID, IBRD
Special accounts established 10/88 GOG
Secretary of MFEP, AID Rep. approve
1989 budgets, studies 11/88 MFEP, USAID
lst tranche released 11/88 USAID
1st tranche auctioned, cedis deposited 11/88 BOG, MFEP
Technical committee - 1lst quarterly meeting 1/89 GOG, USAID
GOG programs receive APPP budgetary support 1-12/89 GOG
1st quarterly reports 4/89 GOG
Authorization, agreement amended
2nd tranche obligated 4/89 MFEP, USAID
Analysis for 2nd tranche cedi programming 4-6/89 MFEP, USAID
CPs for 2nd tranche satisfied 5/89 MOA, MFEP
2nd tranche cedis programmed 6/89 MFEP, USAID
2nd tranche released 6/89 USAID
2nd tranche auctioned, cedis deposited 6/89 BOG, MFEP
1990 local currency budgets prepared 8/89 MFEP, MOA, DFR, CDS
1990 local currency budgets approved 11/89 MFEP, USAID
1st annual reports prepared 1/90 MFEP, MOA, DFR, CDS
GOG programs receive APPP budgetary support 1-12/90 GOG
Mid-term evaluation 3/90 GOG, USAID

Authorization, agreement amended

3rd tranche obligated 4/90 MFEP, USAID
Analysis for 3rd tranche programming - 4-6/90 MFEP, USAID
3rd tranche cedis programmed 6/90 MFEP, USAID
CPs for 3rd tranche satisfied 8/90 MFEP, MOA
1991 local currency budgets prepared 8/90 GOG
3rd tranche released 9/90 USAID
3rd tranche auctioned, cedis deposited 9/90 BOG, MFEP
1991 local currency budgets approved 11/90 MFEP, USAID
2nd annual reports prepared 1/91 GOG

GOG programs receive APPP budgetary support 1-12/91 GOG

Final evaluation 8/91 GOG, USAID
Program ends - 9/91 GOG, USAID
Impact evaluation .9/95 GOG, USAID
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3.4. Monitoring and Evaluation Plén

3.4.1. Monitoring

To assure APPP success, monitoring of the program will be on-going. It will
include active dialogue between USAID and the GOG on all aspects of the
program. At the technical level, there will be frequent meetings as needed
between personnel of USAID, MFEP, and GOG implementing agencies who have
day-to-day responsibilit.es for the program.

GOG implementing agencies (MOA, MRH/DFR, CDS, and any others to receive cedi
generations in the future) will provide quarterly and annual reports to MFEP
and USAID which discuss accomplishments and problems in implementing their
activities that receive APPP support. The reports will also specify levels of
disbursement of APPP funds, and funds remaining. To review the program, MFEP
will chair quarterly meetings, and other meetinas as necessary, of a technical
committee comprised »f representatives from th: implementing agencies and
USAID. Annually, or more often as necessary, the Secretary of MFEP and the
AID Representative will meet to review the program.

MFEP and USAID, independently and together will monitor all aspects of the
program in the field through spot checks. MOA and the other implementing
agencies will also monitor their APPP-supported activities in the field,
including policy reform (for example, progress in implementing the fertilizer
privatization initiative). For monitoring rural infrastructure activities
supported by APPP, USA.D will be assisted by a REDSO engineer, who will make
quarterly visits to Ghana.

Annually, USAID may fund, from the Trust Fund, independent financial audits of
APPP-supported activities.

Currently USAID meets with other donors at the quarterly meetings of the Local
Aid Group. In addition, USAID will meet periodically with World Bank
personn?l to review developments in the agricultural sector, including policy
reform and implementation of ASRP, as well as implementation of other projects
that APPP may co-finance. USAID will also meet with other donors if
co-financing arrangements for their projects are established. 1In addition,
the Bank of Ghana will provide quarterly reports to MFEP and USAIDR until each
dollar transfer is fully auctioned. These reports will include the following
information: dollar amounts auctioned, exchange rates and amount of cedis
realized.

Questions to be examined in program monitoring include:
1. Are the dollars promptly auctioned? 1Is the auction mechanism working
effectively, and is the foreign exchange regime evolving as desired,

including convergence of the auction and bureau rates?

2. Is policy reform concerning fertilizer privatization and the Ghana
Seed Company on schedule towards agreed targets?

3. What are the accomplishments of APPP? Are APPP-financed programs
supporting APPP objectives and on track towards targets?

5\
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"4, Is implementation of APPP-supported activities of acceptable quality?
5. Are APPP funds (dollars and cedis) properly accounted for?

6. Are APPP cedi generations being disbursed by GOG implementing
agencies at acceptable rates? 1Is there a pipeline problem?

7. Are there any external or other unexpected factors influencing
program implementation?

8. Are APPP management and oversight systems working effectively?
3.4.2, Evaluation

There will be two evaluations during the three year life-of -program. The
first will be at mid-term, about 18 months after program start-up, around
March 1990. The final evaluation will be one or two months before the end of
the program, about August 1991. Since most of the program's impact will
probably not be realized until at least a few years after APPP ends, a third
evaluation is planned for four years after PACD, in 1995,

The mid-term evaluation will be conducted by A.I.D. and GOG personnel who are
not involved in implementing the program but who are knowledgeable about
program assistance and their agencies' operating procedures and concerns. For
A.I.D., personnel for the evaluation will probably be provided by REDSO or
AID/W. For the GOG, evaluation personnel will probably be provided by the
MFEP and MOA units responsible for evaluation. This evaluation will focus on
process -- how the different parties are carrying out their responsibilities.
It will examine the implementation and monitoring of program activities,
including policy reform as well as activities supported by APPP cedi
generations, ana it will assess progress towards targets for different program
objectives. The evaluation will consider whether there is sufficient dialogque
between USAID, GOG agencies and other donors. It will also determine if there
are unexpected or external factors that are influencing implementation.
Further, the evaluation will make recommendations for improving program
implementation and for making any adjustments in the design if necessary.

The end-of-program evaluation will also examine implementation but will focus
on the program's accomplishments. It will measure the program's achievements
against targets at all levels of program objectives (discussed in section
3.2), and will assess the importance of internal and external factors for
their accomplishment. It will also make recommendations concerning any future
USAID initiatives in program assistance in Ghana and comment on lessons
learned for program assistance under the DFA. As for the mid-term evaluation,
the team will be comprised of A.I.D. and GOG representatives who are not
involved in the program's implementation. The team will also include one or
two private Ghanaian consultants knowledgeable ahout the agricultural sector,
including on-the-ground conditions and farming practices, institutions and
policies. These consultants will be recruited and funded, subject to USAID
and MFEP approval, by the National Centre for Development Strategies under the
APPP policy studies activity.
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The evaluation to be done about four years after APPP ends (about 1995) will
measure the program's long-term impact, focusing on purpose and goal level
objectives. Therefore, it will identify any beneficiaries of the program,
including: men and women farmers, others in the agricultural sector who
provide services to them, consumers, and others. It will determine what the
program's benefits were in terms of productivity, income, employment and other
indicators that may be proposed. It will also examine any unexpected
consequences of the program, identifying losers and measuring negative
impacts. This evaluation will be coordinated with the World Bank and will
draw on any final reports/evaluation of ASRP (Project Completion Report
planned in 1994).

The impact evaluation will be a complex exercise that will draw on major data
collection and analysis activities already underway (see section below). The
evaluation team should be comprised of Ghanaian and expatriate consultants
representing sevcral disciplines, including: agricultural economist,
agronomist, macro-economist, anthropologist, engineer, and private sector
specialist. Since this evaluation will occur after APPP ends, it will have to
be funded from PD&S or other AID/W sources.

As APPP is one of A.I.D.'s first non-project initiatives using the Development
Fund for Africa, AID/W may want to play a major role in designing or staffing
these evaluations. 1In any event, USAID will solicit AID/W and REDSO/WCA
comments on draft terms of reference and candidate team members for all three
evaluations.

3.4.3. Measuring APPP Impact

Evaluations will provide a basis for better measuring program impacts,
including APPP's benefits and cost-effectiveness. The evaluations will draw
on information from planned studies of agricultural productivity in Ghana, and
they will use statistical data now being collected on the impacts of
structural sdjustment on socioeconomic groups.

In the evaluation of program assistance under the DFA (and this proposed
APPP), it is anticipated that significant emphasis will be given to how well
the momentum of structural adjustment is being sustained, both at the
macro-level and in relation to agricultural food crop production. Such
evaluations coutd further refine the methodology underlying projected net
benefits in Section 4.2 (Impact of Policy Change and the APPP) to better
measure the extent those benefits have been or will be realized.

To support these evaluations, APPP has been designed to generate additional
empirical data and analysis, including 15-20 special studies relating to
policy change and implementation affecting agricultural productivity in
Ghana. These studies will lay the basis for better assessing realizable net
benefits and for measuring the cost effectiveness of productivity-inducing
policies in agriculture.
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These studies will be supported by efforts of the World Bank and A.I.D. to
improve knowledge of the impacts of policy change through the Ghana Living
Standards Survey (GLSS). The GLSS is part of a World Bank-sponsored social
dimensions of adjustment (SDA) project. SDA is designed to improve the
reliability of data in several sub-Saharan countries regarding income
distribution and welfare indicators, and to strengthen the capacity of
participating countries to maintain adequate statistical data on the social
dimensions of structural adjustment.

For Ghana, the GLSS was initiated through a field test in October 1987, and

the first six months of data have been gathered and will be analyzed by the
end of December 1988. The first draft of the report is expected to be
available from the World Bank's SDA unit in early 1989. This will be followed"
by a full report, based on one year's complete data, by mid-1989,

The initial survey will mainly provide income/expenditure data, useful in
building poverty profiles. The data and profiles will be disaggregated by
region, occupation, and crop growing groups. Much of the World Bank (SDA's)
work in this regard will be policy driven, analyzing: linkages between
structural adjustment policies and changes in socioeconomic conditions; and
how to better target programs for the poor to more effectively mitigate
adverse structural adjustment impacts. In Ghana, this could provide the basis
for more effective donor coordination in targeting local currency generations,
particularly in the latter stages of APPP.

The process will be iterative, modelled on a similar effort that has been
carried out over the last 3 years in the Cote d'Ivoire. The GLSS surveys will
be conducted annually, through the Fall of 1990. Upon completion of 4 rounds
of studies (including the initial start-up), a full country analysis of the
changes in socioeconomic conditions under structural adjustment will be
completed. USAID sees this as a source of important evaluative data, with at
least two year's data and analysis for the mid-term evaluation and a third
year by the final evaluation.

A.I.D. also has a related ongoing effort in siXx sub-Saharan countries,
including Ghana, through a cooperative agreement with Cornell University.
This is a more narrowly focused effort aimed at using SDA/GLSS data to analyze
changes in food expenditure patterns, nutrition, etc. It can be broadened on
a country-specific basis to address questions of concern in implementation or
evaluation of APPP. The GLSS survey in Ghana is also generating a wealth of
micro-level da:a about what is happening with agricultural inputs (use, by
crop, etc.), which can be a basis for measuring the impacts of policy change
on production and the marketing system. Also, there is a wealth of
employment-related data which can assist in measurement of relations between
agricultural productivity and the goal of improved employment and incomes.

Starting in early 1989, through the NCDS studies and the efforts of Cornell or
others, USAID anticipates efforts to begin evaluation of the GLSS first year's
data. This will provide a basis for strengthening the APPP evaluation plan.
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4. FEASIBILITY ANALYSIS

4.1. Institutional Analysis

4.1.1. The Bank of Ghana and the Foreign Exchange Regime

During its more than 30 years of operations, the Bank of Ghana has been
responsible for the issue and management of currency, regulation and control
of foreign exchange, monetary and credit policies, supervision of banks, and
development /promotion of a healthy banking system.

APPP is concerned with the BOG's role and responsibilities in the operation of
the foreign exchange regime, particularly its current efforts: to liberalize

the exchange regime by ensuring the smooth functioning of the auction market,

to increase the role of commercial banks and other dealers in the mobilization
of foreign exchange (in part through newly established forex bureaus), and to

reduce disparities between auction/burecau exchange rates.

The current dual rate system is gradually supplanting the restrictive trade
regime in place at the inception of the ERP. During the first two years of
the ERP, the BOG operated a system of import programming (or licensing) in
which it allocated scarce foreign exchange among competing uses. This was
accompanied by a system of exchange control for rationing the use of foreign
exchange for service transactions (workers', profit and dividend remittances,
etc.), and the supervision of special exemptions for exporters (using
supplier's credits, special retention accounts for debt servicing, or
procuring vital production inputs).

With the introduction of an auction system in 1986, the BOG's role in
administering the foreign exchange regime was fundamentally changed. Since
1986, the BOG has been allocating exchange via a weekly auction market. With
the exception of the special retention accounts and the operations of the
authorized bureaus, all foreign exchange earnings must be surrendered or sold
to the BOG, directly or through commercial banks. The BOG then decides how
much to channel back into the economy, taking into account special factors
such as the needs of public entities (some of which receive exchange outside
the auction, but at the auction rate), reserve management considerations, and
funds made available through donors.

Auction Procedures. On the demand side, there are few restrictions on the
eligibility of imports. A license is required from the Ministry of Trade
showing time required for import, amount of foreign exchange and the
source/quantity of imports. Similarly, for service payments, the approval of
the exchange control authority is required. Importers must also submit a pro-
forma invoice and bid documentation showing the amount of currency he
requested and the cedi rate offered in terms of U.S. dollars. Along with the
invoice and import license, the importer must also submit a bank guarantee or
authorization that allows the BOG to debit the bank's account with 100 percent
of the cedi equivalent of a successful bid.

The clearing of the auction is supervised by a foreign exchange auction
committee composed of representatives from the BOG, GOG ministries, and the
private sector. The committee determines eligibility (about 10% of all bids

are rejected as giving inadequate documentation) and the marginal exchange



47

rate at which the supply made available by the BOG satisfies the demand. A
Dutch auctic. method is now used, in which each successful bidder pays his bid
and any remaining exchange is prorated, if there is more than one bidder at
the marginal rate.

The results of the auction are made available every Friday afternoon, showing
number of bidders, highast and lowest bids offered, the marginal rate, total
foreign exchange demanded and supply available for the week. This information
is made available to the public and also submitted, along with a list of
winners, to the Development Finance Unit (DFU) of the BOG.,

From this information, the DFU matches the source currency with funds
available, considering also donor restrictions on commodities and their
source/content. Currently, the sources of funds include the BOG, the World
Bank and two bilateral agencies (Dutch and French). It is estimated that
during 1987-88, about $120 million supplied to the auction was derived from
the GOG's own sources while a remaining $180 million came from donors.

After the DFU has identified (matched) the source and satisfied any donor
restrictions, funds are generally moved directly to the foreign correspondent
banks of the importer's local bank, at which time the local bank can then
establish letters of credit.

Reporting and monitoring requirements are determined by the donors. The BOG
has informed USAID that it would be straightforward to monitor and provide
periodic reporting for APPP.

BOG and Donor Experience with the Auction. The other two bilaterals utilizing
the auction have somewhat restrictive eligibility requirements on sources and
commodities. The Dutch grant of DFL 5 million (of which DFL 3.6 million has
been disbursed) restricts the source to Holland or Third World Countries and
commodities to agricultural inputs, raw materials for industry or agriculture,
spare parts, or bitumen. A French loan agreement signed in December 1987 for
FF 26.5 million (of which 2.5 million has been disbursed) restricts the source
to France and the Franc zone and commodities to raw materials, spare parts and
vehicles.

Somewhat more onerous requirements by other bilaterals (including the U.K.
with program assistance requiring 100% U.K. content) and multilateral sectoral
import programs (ADB fertilizer imports) encountered difficulties in utilizing
the auction and the rate of disbursement was unsatisfactory. These and other
funds are now disbursed in separate accounts at the auction rate.

The World Bank and the IMF have strongly urged donors to utilize the auction,
and other bilaterals (Switzerland, Germany, Japan) are considering their
participation.

To date, experience with the auction has been generally satisfactory. The -
system has been efficiently and honestly conducted, and there appear to be no
significant delays for larger importers obtaining access to the auction and
obtaining letters of credit. With the elimination of most GOG eligibility
restrictions (including those on consumer goods), demand has been growing
rapidly. During 1986-1987, demand averaged about $5.6 million a week,
exceeding supply (averaging $3.9 million) by about 43 per cent. During the

L-
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first six months of 1988, demand has increased to about $6.5 million per week,
about 16 per cent higher than supply (averaging $5.6 million). The auction
rate has increased substantially during the course of the auction, from 128
¢/$ in September 1986 to 211 ¢/$ currently (7/29/88), With an increased
number of bidders (averaging about 150 a week during 1988, compared with 90 a
week during 1986-87), there is lessened tendency for selection of marginal
rates which satisfy groups of bidders whose bids are bunched at a relatively
low rate.

The Forex Bureaus. The BOG regulates the activities of the Forex Bureaus to a
much lesser extent. The regulations govern both authorized dealer banks that
have traditionally dealt in service transfers with correspondent banks as well
as newly established "bureaus de change” who are licensed to deal in the
purchase and sale of eight foreign currencies as well as travellers checks in
two currencies. The bureaus must register their purchases and sales, but
otherwise transactions are confidential and no information on documents other
than simple encashment or sales receipts can be demanded of those persons-
transacting with the bureaus.

The Bureaus are required to submit monthly statements to the BOG showing rates
of purchases and sales and total quantities, although the bank has not yet
compiled (or made available) information on the latter. Nevertheless, it is
estimated that activity now substantially exceeds the $100,000 per month in
transactions veported during the early months of Forex operations (February -
April, 1988). (One large bureau reports that it has had about $l million in
dollar transactions since February, but it has not been pessible to obtain
reliable information on the total recent flows through the Bureaus). The BOG
maintains that it is impossible for donors tc use the buying rates of the
bureaus (which have fluctuated in a narrow range of 255 - 265 ¢/$ during April
- July of 1988). The purpose of the bureaus is mainly to shut down black
market activities and increase the flow of service transactions (workers'
remittances, tourists, etc.) while also permitting access of small importers
who find the auction process too cumbersome. The BOG believes that the bureau
rates will come down sharply as the Forex operations become established and
authorized dealer banks enlarge their participation in the system.

On July 25, 1988, the BOG issued revised regulations that appear to greatly
expand the flexbility and potential role of the authorized dealer banks in
managing imports through the Forex system (at the Bureau rates). The new
regulations also expanded the flexibility of the system regarding inward
remittances and use of funds in export retention accounts. Although it is too
early to analyze the full impact of these changes, they could result in a much
greater shift of transactions including private sector imports into the Forex
market.

Meanwhile, GOG official policy is that the auction rate must continue to be
applied for official flows. The BOG expects auction rates to also rise and
converge toward the bureau rates. The difierence between auction (211 2/$)
and bureau (265 ¢/$) rates, as of 7/22/88, was about 26 per cent, and the
ratio of auction/hureau rates has returned to the range 1.25-1.30 that was
maintained during most of the fall of 1986. (buring the second half of 1987,
it was much higher -- 1.50 to 1.60). Since the inception of the auction, the
auction rate has increased some 57 per cent compared with an increase in
bureau/parallel market rate of 34 per cent.
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Most observers expect these rates to further converge during the coming months
with bureau rates falling proportionately more than the rise in the auction
rate. The BOG does not expect a unified rate, because these markets will
continue to be segregated for reasons of both transactions costs and the fact
that there will continue to be some capital flight which, in some ways, has
been facilitated by the hureaus. Regarding recent draft quidance that the
PAAD analyze potential problems of capital flight, it should be noted that the
bureaus were established to generate proportionately larger inward remittances
and service transactions relative to losses through capital flight, thus
making this a desirable feature of the foreign exchange regime. However, the
facilitation of capital flight makes the use of the bureaus for official flows
of donor assistance somewhat problematical.

For donors, use of the Bureaus would also be very difficult because there are
no established arrangements for obtaining information required by the donors.
Even information on the amount of the donor's grant actually sold and cedis
generated would be impossible :o obtain from the bureaus since they do not
report on sources. Moreover, some use of the currency for capital flight
would be unacceptable,

Since the establishment of the auction in 1986, both the World Bank and the
IMF have strongly urged bilateral donors to follow their lead in utilizing the
auction and to wove increasingly toward quick disbursing forms of program
assistance that can be channeled through the auction. Recent moves to expand
the demand for funds via the auction should also be accompanied by an
increased supply of funds, more than one-half of which has been coming from
donor sources. While the difference between auction and Bureau rates remains
fairly large, USAID believes there will be Ffurther convergance over the coming
months. Adequate time should be accorded the GOG to bring this about. It is
also possible that as Forex operations are expanded, they could replace the
auction as the determinant of official market rates, at which time the
government would have to give consideration to new arrangements for managing
official foreign exchange inflows. The gradual convergence of rates,
including a further rise in the auction/official rate and effective
depreciation of the cedi, together with further expansion of Forex operations,
will lay the groundwork for further liberalization of the trade regime and
eventual full convertibility of the currency.

Given these policy reasons (including IMF/World Bank requests that donors
support the auction), USAID proposes to utilize th. auction with no
restrictions on uses to facilitate local curcency generations with minimal
delays. These policy reasons, taken together with our assessment of the
implementation difficulties associated with the bureaus are the basis for
USAID's recommendation that the auction mechanism be utilized.

Finally, USAID will make clear in the program agreement that the auction
process will be carefully monitored and that USAID reserves the right, for
disbursement of other tranches to move funds outside the auction if
circumstances warrant.



50

4,1.2, Ministry of Finance and Economic Planning

The Ministry of Finance and Economic Planning is responsible for the

management and/or coordination and oversight of all macro-level financial and
economic planning affairs of the Government of Ghana. The policies and
programs may be initiated from within or outecide the Ministry but in all cases
they are coordinated and in some instances implemented by MFEP. MFEP has been
lead ministry for the design and coordination of the Economic Recovery Program.

Other governmental agencies that initiate macro-level financial and economic
policies include the Bank of Ghana and the National Revenue Secretariat. The
MFEP controls economic policies and budgetary allocations through one or more
of the following:

- government policy papers

- annual budgets

- development plans, such as the Economic Recovery Program
- the rolling three~year Public Investment Program.

Organization of the Ministry

The Ministry is headed by a Secretary and assisted by a Deputy Secretary. The
Ministry has six divisions. Their titles and functions are indicated on the.
accompanying chart,

The staff of the Ministry are grouped in three broad categories: technical,
administrative and support staff (secretaries, typists, clerical officers).
The hierarchy within the six divisions is as follows:

Technical Divisions Adminstrative and Budget Divisions
Chief Director Chief Director

Chief Economic Planning Officer Principal Secretary

Principal Economic Planning Officer Principal Assistant Secretary
Senior Economic Planning Officer Assistant Secretary III

Economic Planning Officer Assistant Secretary IV

Assistant Economic Planning Officer Assistant Secretary 1V

Role of MFEP Divisions in APPP

The roles of the various division in the implementation of APPP wifi’BE:

Planning and Research

- formulation of the program

- programming of funds

- definition of policy studies
- monitoring of policy reforms
~ monitoring of APPP overall

International Economic¢ Relations

- negotiations of the Agreement o

- responsibility for monitoring counterpart funds .

- advising Budget Division on release of counterpart funds
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CHART 1

ORGANIZATION AND FUNCTIONS

MINISTRY OF FINANCE AND ECONOMIC PLANNING

PNDC Secretary]
(Minister)

Deputy PNDC Secretary

[ Economic | Integrated
IPolicy Unit| Economic Policy
at Macro Level
International | Manpower Investments | |Planning § T | Budget |  General I
Economic | Division Preject ] | Research | IDivision |Administration|
Relations Analysis | | Division | | | Division |
Division (IERD) - Division (IPA)| I(P and RD) |
- Aid Coordination - Population Project Analysis - Sector Plans - Recurrent - Common Services
- Negotiation and Planning § Policy and Evaluation and Programs Expenditure - Administrative
Programming with - Education and Financial Institu- - Medium Term - Capital Support
Multilateral and Training tions § Government Plans Expendi ture - Personnel Matters
Bilateral Agencies - Manpower Investments - Development - Subventions - Maintenance
Plamming Public Debts Budget - Revenues : - Transport
(External) - Regional Dev.
Government Equity Plans
and Loans - District Dev.

Plans
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Budget Division
- ensuring that the counterpart funds are budgeted for in the various
activities to be supported
- release of funds to the implementing agencies
- monitoring of drawdown of funds, expenditures

PIP Task Force
~ Programming of funds in the Public Investment Program

Capabilities and Constraints

Two or three professional staff from each of the above-listed divisions will
be directly involved in APPP. They are judged to be capable of handling the
additional responsibilities and duties that APPP will present. For example,
the Senior Economic Planning Officer in the Planning and Research Division
with APPP responsibilities has a Masters Degree in agricultural economics and
considerable experience in planning and policy design and implementation for
Ghana's agricultural sector. The two other officers in the Division with APPP
responsibilities have bachelors-level training in planning and experience
working on issues in the agricultural sector. The other divisions of MFEP
with APPP responsibilities have considerable experience in budgeting and
monitoring expenditures of GOG implementing agencies, including counterpart
funds, and are taking measures to improve procedures. APPP procedures will
generally conform to those already established and regqularly used by the
ministry.

The main APPP-related constraints faced by MFEP are:
- inadequate logistic support for effective monitoring and inspection of
APPP, e.g., vehicles, operations and maintenance
- lack of funds for payment of adequate out-of-station allowances for
staff who go to the field for physical inspection and monitoring
~ lack of training opportunities for some staff in project planning and
monitoring

4.1.3. Ministry of Agriculture

Overview of Institutional Functions and Organization

The MOA is responsible for policy formulation, implementation, monitoring and
evaluation, as well as the delivery of certain services and inputs for the
development of agriculture, excluding cocoa, coffee and shea nut. The
Secretary for Agriculture is assisted by 2 Deputy Secretaries for Crops and
Animals, 10 Regional Deputy Secretaries, and two Chief Directors for Planning
and Technical services. The MOA is divided into 9 departments: Fisheries;
Animal Production and Health; Crop Production; Extension Services; Manpower
Development; Administration; Policy Planning, Monitoring and Evaluation;
Agricultural Engineering Services, and Bilateral and Multilateral Relations.
Seven of these Departments are headed by Directors who report to the Chief
Director (Technical Services). The exceptions are the Directors for Policy
Planning, Monitoring and Evaluation (PPMED) and for Bilateral and Multilateral
Relations, who are responsible to the Chief Director (Planning). The MOA has
decentralized some of its decision-making process by appointing Deputy
Secretaries of Agriculture for each of the country's ten political regions.
The MOA also supervises about 18 statal and parastatal corporations and
agencies.
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The s£ructure and functions of the four Departments of the MOA that will have
significant involvement in APPP are: ‘

1.

2.

4,

Policy Planning Monitoring and Evaluation Department (PPMED): PPMED has
overall responsibility for planning and monitoring agricultural policiesn
and programs and for reporting on these to the GOG. PPMED consists of
five divisions with the following functions:

a) Policy Planning and Analysis Division: Economic analysis and
development programming; preparation and implementation of
agricultural programs; farm management analysis.

b) Monitoring and Evaluation Division: program and project monitoring,
and evaluation; project coordination; extension policy evaluationy

c) Statistics Division: agricultural statistics collection and
maintenance of a Jdata bank; crop, livestock and fisheries '
forecasting; agricultural censuses and surveys; providing information
on Ghanaian agriculture to the public.,

d) Credit and Marketing Division: research on credit, marketing and
market institutions; market intelligence.

e) Project Preparation & Budget Division: identification and formulation
of projects; budget preparation and control for the entire MOA.

Extension Services Department (ESD): ESD is responsible for extension
planning, implementation and evaluction, farmer training, radio & TV
agricultural programs, publication/visual aids and research/extension
linkages. 1Its Women Farmers Home Extension Division supervises
women-related program planning, relevant subject matter special’sts, and
youth programs,

Crop Production Department (CPD): The Director of the CPD is assisted by
six deputies in charge of agronomy, horticulture, plant protection and
regulatory services, soil conservation, soil fertility and on-farm
Storage. The department coordinates technological and other support
services including rationalization of input services for the development
of food, industrial and export crops. Under the World Bank-supported
Agricultural Services Rehabilitation Project, a Crop Input Development
Unit has been established to implement the fertilizer privatization
program. The unit is headed by an expatriate fertilizer marketing
specialist.

Bilateral and Multilz:sral Relation Department: This department is .
responsible for the coordination of all donor agency-supported activities,

Assessment of MOA Capabilities

The MOA, like all other GOG agencies, suffered an exodus of trained
specialists during the late 1970s and early 1980s. This seriously reduced its
Planning, implementing and monitoring capabilities. Aan example is the Policy
Planning, Monitoring and Evaluation Department (PPMED) that now has only 30
professional staff although it is authorized 128. Although the GOG has
exempted PFMED from its general freeze on public sector employment, no

Lo o/
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progress has been made in the recruitment of additional staff. Other serious
constraints of the department include inadequate funding, poor logistical
support, and insufficient training, Current funding limitations severely
constrain the ability of field staff to travel and collect data.

Despite these constraints, PPMED is performing. Its Stutistics Division
conducts annual crop surveys which could provide support to APPP by generating
data to facilitate program monitoring. The activities of the Division are
currently being strengthened through a UNDP/FAQ project as well as the
A.I.D.-funded Food Needs Assessment Unit, whose mandate is to improve the
collection, analysis and management of agricultural statistics. There is a
close liaison between the Division and the GOG's central Bureau of

Statistics. The Monitoring and Evaluation Division has conducted a number of
assignments including the evaluation of several donor-funded projects. &
major initiative to improve PPMED's operations involves a UNDP-funded project
to strengthen agricultural planning in support of the sector rehabilitation
program. This project includes provision of technical assistance, equipment,
and training. Through the results of this effort and others under the World
Bank ASRP and the Structural Adjustment Program, the ability of the PPMED to
perform its functions has considerably improved and is expected to continue to
do so.

The assessment of the performance constraints and ci.pability of the Extension
Services Department is similar to that of PPMED. At present ESD has a
professional staff of 2,500, but without adequate funds for training and
logistics (primarily travel), it is unable to reach the large majority of its
target group of farmers. 1In 1988, about 75% of the approved recurrent budget
for ESD is for salaries and the balance for other recurrent expenditures
(e.g., travel, training). However, past experience is that while virtually
all of the budget for salaries is released by MFEP, little is released for
non-salary recurrent costs because of non-availability of funds. (A detailed
discussion of major constraints to effective delivery of extension services is
in Section 2.2 and Annex H.)

Under the restructuring program of MOA that is being carried out under ASRP,
all extension activities, except those for cocoa, coffee and irrigated
agriculture, will be conducted by ESD. To promote this effort, the World Bank
will conduct a study of extension to develop a national integrated extension
program. Also, technical assistance and training will be provided to ESD to
improve its ability to manage the program. As a first step, a pilot extension
program is being launched in 8 districts nationwide to test alternative
approaches to extension. Major outputs of ASRP will include improved systems
for communicating with field staff, training programs to improve staff
capabilities, and a system of contacting farmers in groups. Also under ASRP,
ESD will acquire and use audio-visual extension aids.

The Crop Production Division (CPD) is still in the process of defining its
role, especially in relation to the extension service. Under APPP, the CPD
will be responsible for developing support programs and management systems to
support fertilizer privatization. The major constraint it will face is lack
of information on fertilizer demand, imports, stock and sales. A World Bank
fertilizer marketing consultant in the Crop Input Development Unit regards
this as a priority activity, as well as the training of private sector
commercial agents in fertilizer extension. One of the advisor's functions
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is to work with CPD and the MOA Fertilizer Extension Advisory Committee to
develop a 1list of fertilizer types recummended for import. Also, the Seed
Certification Section of the CPD is presently non-functional. The major
reason for this is lack of budgetary support, as personnel qualified in seed
certification ana inspection are available to staff the unit.

In summary, although the MOA faces a number of constraints, other donors are
providing considerable assistance, including technical advisors and training,
to help the ministry overcome them. However, a large local currency budgetary
gap is not being filled by this assistance and would be a productive area for
APPP to intervene. With this support plus that of the other donors, it is
reasonable to expect that MOA will adequately perform its functions under APPP.

4.1.4. Ministry of Roads and Highways - Department of Feeder Roads {(Summary)

Ghana's road and highway network comprises about 35,060 km of which about
6,000 km are paved. The remainder are gravel or earth surfaced. The road
system is further classified as about 14,130 km of trunk roads (including
3,780 km of primary roads, 9,580 km of secondary roads, and 770 km of town
roads) and over 21,000 km of feeder roads. About 70% of trunk roads and 80%
of feeder roads are located in the southern half of the country where '
population and econonic activities are concentrated.

The Ministry of Roads and Highways (MRH) is responsible for this national
roads and highway network. The MRH operates through two agencies, the Ghana
Highway Authority (GHA) for trunk roads, and the Department of Feeder Roads
(DFR) for feeder roads. 1In 1983, a third agency, the Department of Urban
Roads (DUR), was set up under MRH to look after urban roads, but its role and
functions are yet to be properly established. Meanwhile, urban roads continue
under the de facto control of GHA. (For a more detailed analysis of the DFR,
see Annex J.)

DFR Scope of Responsibility

The Department of Feeder Roads is responsible for the feeder roads network.
Feeder roads are those roads that pass through farming areas to village
markets and connect the village markets to the primary and secondary trunk
roads that inter-connect urban markets and commercial centers. As noted
earlier, over 21,000 km of the more than 35,000 km of road that comprise
Ghana's road and highway network are feeder roads. Only 914 km of the feeder
road network are paved. The balance (over 20,000 km) have gravel or dirt

sur faces.

The DFR classifies the condition of feeder roads as good, fair, or poor.

Roads classified as good are those that can be transited by 2-wheel drive
vehicles throughout the year regardless of weather conditions. Roads that are
classified as fair are those that can not be transited during the rainy season
in 2-wheel drive vehicles. Poor condition roads can only be transited in
4-wheel drive vehicles and tractors regardless of the season. Approximately
12,000 km of feeder roads in Ghana (57% of the total) are in poor condition
and can only be transited in 4-wheel drive vehicles. Another 5,000 km (24% of
the total) are classified as fair. Only about 4,000 km (19% of the total),
are classified as good.



56

Consistent with other aspects of Ghana's economy, feeder roads are divided
into two broad categories for funding responsibility purposes: Cocoa Feeder
Roads and Non-Cocoa Feeder Roads. Cocoa Roads are those developed and that
serve the major producing areas of the country's cash export crops (cocoa,
coffee and sheanuts). 1In 1988, 12,000 km of feeder roads (57% of the national
total) were classified as Cocoa Feeder Roads. The balance, (9,000 km - 43%)
was classified as Non-Cocoa Feeder Roads.

Prior to 1987, COCOBOD built and maintained all Cocoa Roads. That year the
responsibility of the DFR was expanded to include Cocoa Feeder Roads. Separate
accounts and data are maintained for Cocoa and Non-Cocoa Roads because funds
that COCOBOD makes available for Cocoa Roads may not be co-mingled with funds
made available by the GOG from its fuel tax-based Road Fund and general
revenue for Non-Cocoa Feeder Roads. The use of Cocoa Road funds are subject
to COCOBOD approval at the planning stage and for each specific disbursement.

The Current Feeder Roads Program

Roads that are unusable at critical times of the year are serious constraints
to efforts to increase agricultural productivity because both farming inputs
and marketable output of areas with such roads are often limited to what can
be carried on the heads of principally women and children. Recognizing this
and the deteriorated condition of most already-existing roads, the GOG has
adopted a policy under its Economic Reccvery Program to focus almost all
feeder road investments on the rehabilitation and maintenance of already built
roads.

The basic objective of the current (1988-90) feeder roads program is to
improve accessibility of rural areas to facilitate the movement of people ang
agricultural produce, that is, eliminate the condition of feeder roads as a
serious constraint to increased agricultural froductivity.

The GOG has included four major feeder road activities or projects in the
current three-year (1988-90) Public Investment Program: 1) Non-Cocoa Feeder
Road Development; 2) Non-Cocoa Feeder Roads Rehabilitation and Maintenance; 3)
Cocoa Feeder Roads Development, Rehabilitation and Maintenance; and 4) PAMSCAD
Labor Inteunsive Feeder Roads Rehabilitation. Descriptions and details
regarding planned outputs and costs of each activity are provided in Annex J.

DFR Staffing and Organization

The responsibilities of the DFR were more than doubled in January 1987 when it
was passed responsibility for Cocoa Feeder Roads. This required a substantial
increase in the engineering and administrative staff of DFR which is still
on-going. This change came while the DFR was in the process of reducing its
labor force as a consequence of an earlier decision to privately contract most
field activities. The resulting increase in the number of new key staff and
contractors might surface as a significant constraint to the achievement of
the DFR's rather ambitious output targets if adequate attention is not given
to their training.

The DFR, in response to recommendations of World Bank-financed consultante,
has undergone several adjustments in its organization since it was created in
1982, The most recent adjustment, which became effective January 1988,
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included the creation of a second level unit for development (planning) and
another for administration. (The resultant new organization is shown on
Chart 1 of Annex J). A qualified planning engineer has been appointed to the
new Deputy Director (Development) position and will assume his
responsibilities in late 1988 after completing specialized World Bank-financed

training abroad. An on-board employee has filled the new Deputy Director
(Administration) position.

Local Private Sector Contractors

It is now GOG/DFR policy to contract most feeder roads development,
rehabilitation and maintenance activities with local private sector
contractors.

The DFR used to award contracts on a pre-determined unit rate basis. In
January 1987, as the GOG had agreed with the World Bank, the DFR began to
convert to the use of competitively-awarded contracts. The new system became
effective nationwide on January 1, 1988. As of July 1, 1988, 600 local
contractors were identified as being interested in performing work for the DFR
under the new system. Of that number, 213 have satisfied the requirements and
are registered with the Ministry of Roads and Highways as prequalified. Of
these, 104 have already been awarded one or more contracts. It is reascnable
to assume that sufficient numbers of contractors wiil always be available for
activities to be contracted by the DFR.

The DFR is experiencing delays in the award of contracts under the new
competitive procedures. These delays are attributable in part to the new
procedures themselves but also to new DFR employees and contractors who are
still on the learning curve. Problems will likely be experienced in the
administration of contracts awarded under the new system. This is an area that
warrants close monitoring.

Technical Assistance and Training

The DFR has received and continues to receive substantial levels of technical
assistance. Both the level and types of assistance being provided are judged
to be adequate.

With the assistance of the ILO, a number of DFR engineers and

employees of candidate contractors are being provided training in labor
intensive rural road rehabilitation and maintenance tecunology. Otherwise,
little in-house training is being provided. Out-of-country specialized
training that is being provided under World Bank and other donor-financed
projects appears to be adequate. Training is needed in the new contracting
procedures and the documentation required to support requests for
disbursements from both the Ministry of Finances and donors.

Vehicles and Equipment

Mobility is crucial to effective administration of Ghana's extensive feeder
road network. Even though the most acute problems of transportation appears
to have been overcome, serious proublems still exist and more inspection and
supervisory vehicles are required to enable the DFR to be effective at all

levels and in all areas of the country. At the same time, minimum levels of
heavy equipment are required to support the Community Road Care Program and

perform work that for one reason or another should not or cannot be contracted.
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Sufficient numbers of handtools are required for the DFR to be able to
effectively use its remaining force account laborers and organize an effective
Community Road Care Program. Shortages of these tools have been and continue
to be a serious constraint to effective road maintenance., This is recognized
and additiocnal tools are being procured.

Program Funding Requirements

DFR funding requirements and other funding information are detailed in

Annex J. The 1988-90 funding shortfall for the Non-cocoa Roads Rehabilitation
program is ¢2183 million, equivalent to $10.3 million, and the 1988-91 funding
shortfall for the PAMSCAD Labor-Intensive Project is ¢2361 million, equivalent
to $11.2 million.

Conclusion

The policies, strategies and objectives of the GOG/DFR's overall Feeder Roads
Program are based on sound economic criteria and are well defined in terms of
planned output, geographical focus and costs. The Program appears to be well
managed with adequate technical, financial and administrative controls. These
assertions are substantiatew by the numerous endorsements and the assistance
the Program is receiving from a number of donors including the World Bank.

While even higher targets would be economically justified, the planned outputs
of the Program appear reasonable considering financial constraints and the
overall economic development requirements of the country. The work to be done
has been identified, and sound and reasonable cost technologies and
methodolcgies have been selected and to a large extent learned. The remaining
major uncertainty is the level of funding that will be available to finance
the Program.

It is reasonable to assume that any funds made available to support the

Non-Cocoa and PAMSCAD Feeder Road Projects will be well spent and properly
accounted for.

4.1.5. The National Centre for Development Strategies

The National Centre for Development Strategies (The Centre) is an independent
government-sponsored institute that reports directly to the Secretariat of the
Provisional National Defense Council. The Centre coordinates research and
provides policy advice and training on national development strategies and
their implementation. The Centre was established in 1985 as an autonomous
entity sharing administrative and logistical support services, including
accounting, with the Ghana Institute for Management and Public Administration
(GIMPA). 1In 1986, the Centre began maintaining its own azcounting records.

The Centre is headed by an Executive Director and Deputy Director who work
under the advice and guidance of an Executive (Implementation) Committee, its
governing council. The Centre has a staff of fifteen, comprised of six senior
staff (including an agricultural director), four research fellows, and nine
support personnel, including one accountant (with a second to be added
shortly). The Centre is housed with GIMPA on grounds adjoining the University
of Ghana in Accra.

b7
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During 1987-88, the Centre's total budget (recurrent and capital) was about
$800,000. However, as of June 1988 only about $30,000 had been released,
In part, this disparity reflects relatively low expenditures that have been
incurred on recruitment (mainly due to lack of adequate housing of research
fellows). 1Instead, the Centre is drawing on its large roster of
researchers and has relied largely on provision of government transport,
without charge, for seminars and much of its field work.

The Centre has two main operational units, the National Development
Research Institute (NDRI) and the College of Strategic Studies {(CSS). The
NDRI does research and provides advice in the areas of agriculture and
rural development, economic development and planning, energy and natural
resources, financial markets and public finance, health and population and
human resource development. The CSS is concerned with the process of
policy formulation and implementation in such areas as development,
international relations, defense strategy, and governmental management
processes.

Scope of Activities

Through the NRDI the Centre will undertake a series of studies in support
of the APPP. The initial focus of these studies will be on problems
affecting small farmers and the constraints identified in Section 3.1
affecting smallholder productivity. The initial emphasis of the studies
will be on traditional food crops, in the context also of the potential for
cash cropping, linkages to agrobased industries, and export/marketing
(particularly of non-traditional cash crops). A secondary emphasis will be
placed on non-price policies affecting agricultural productivity. Topics
tentatively identified for study are consistent with APPP objectives. An
illustrative list of studies is provided in Section 3.3.3 under the
heading, "Policy Studies and Seminars."

The Centre estimates that between fifteen and twenty studies in these areas
could be carried out in support of the APPP over the life of the program.
The Centre will seek to link these studies to its overall program of
research in agriculture and rural development. Its research parameters
deal with broader developmental issues such as population growth and food
security, land tenuring, water resources management for agriculture, and
prospects for self-sufficiency in food grains production.

With APPP funding the Centre also will seek to identify and undertake a
series of activities that will have maximum impact on effective government
policy direction and implementation. Toward this end, its initial and
broader research program will be aimed at more effective identification of
developmental constraints affecting agricultural resources in each of
Ghana's ten regions and in involving local decision-makers in the policy
development process.

The Centre will use the CSS to organize seminars for discussion and
dissemination of its own research results as well as of topics where a good
deal of rescarch has been conducted (or is on-going) and is of immediate
interest to policy makers. An example is rural credit and its support
institutions, which appear critical in facilitating access to agricultural
inputs. The GOG, the World Bank and USAID perceive the need for a more

B
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concentrated focus on this area even though it will not be addressed directly
by the APPP (at least not by the first tranche). Participation of the Centre

in organizing seminars on this and other topics, where research is ongoing,
will contribute to overall APPP objectives.

Coordination

To guide the research agenda in support of APPP, the Centre has suggested a
special steering committee that would include representatives from the Centre,
MOA, MFEP, USAID and the World Bank. Other agencies/organizations would be
brought into the consultative process, as appropriate. For example, issues
-involving export/marketing of non-traditional cash crops might involve the
Ministry of Trade, the Export Promotion Council and private entities.

World Bank participation is recommended in order to better coordinate
research, including planning and sharing of results. However, its
participation is also contemplated, in part, because of its expressed concern
about the difficulties of recruiting local researchers to carry out specific
investigations relating to structural adjustment and agricultural or rural
development. According to the Bank staff, thare may be limited capacity in
relation to a potentially large agenda of possible research initiatives. The
Centre believes that the local research capacity can be significantly
expanded, particularly with appropriate Ghanaian institutions coordinating the
process and seeking to involve capable Ghanaian researchers who might not
otherwise participate.

The Centre has already compiled an impressive roster of individuals competent
to undertake research investigations in agricultural and rural development
including the specific tasks that have been identified vo support APPP. With
an appropriate consultative mechanism, it should be possible to expand the
research agenda in relation to proven ability to carry out the investigations
and to address additional research needs as more data become available. For
example, a significant potential appears to exist ‘or local research utilizing
the data base generated by the GLSS in support of the Bank's social dimensions
of adjustment project (see section 3.4.3.) and related USAID acuivities to
measure improvements in living standards (particularly for smaller farmers).
The APPP study agenda would initially focus on two or three studies using GLSS
and other data to botter measure the demand for food and consumption patterns
in Ghana. Depending on results, the agenda would gradually be expanded as
appropriate.

One of the potential strengths of the proposed initiative is the definition of
a research agenda involving local researchers and institutions that takes
fully into account the cultural and political factors affecting agricultural
productivity and the welfare of farmers. Although the initial APPP-supported
research program will be concerned primarily with economic issues affecting
agricultural productivity, the implementation of policy and other
(technological) changes involving farm level practices must deal with all the
relevant factors -- economic, social, cultural and political. The Centre will
contribute some importanc advantages in this regard. The Centre can also
contribute to a meaningful internal dialogue on how to most effectively bring
about increases in agricultural productivity. For example, there are strong
domestic concerns (reflected also in the Centre's initial research agenda)
about the achievement of food self-sufficiency, food (grain) reserves, and
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tedhnological changes involving farm mechanization. The APPP-supported
program may lead to policy deliberations that show how important domestic
political goals can be realized in ways that are consistent with basic
comparative advantage and economic efficiency.

The cost-effectiveness and potential returns of a research program utilizing
the Centre appear rather large. Current costs of some research initiatives
have been very low -- on the order of $2,000 to $6,000 per study -- even when
involving complex topics such as land tenuring systems. These costs, however,
most often do not reflect the use of government facilities and services.
Centre overhead is also low. APPP anticipates higher costs, perhaps up to
$10,000 per study, and some additional overhead costs for administration of
the activity and for effectively getting local researchers into the field.
However, comparing the costs of investigations by expatriate researchers with
those led by local researchers, it would appear that the relative cost
effectiveness of Centre~directed agricultural policy research activities may
be very high.

To make effective the Centre's activities in support of APPP, it will be
necessary to have a streamlined set of procedures for oversight, approval, and
monitoring of activities, while ensuring additional logistical support
(particularly for transportation and accounting).

For oversight, the MOA, MFEP, and USAID representatives on the Special
Steering Committee will be experienced in agricultural economics or related
disciplines and will collectively manage the research agenda. For this
reason, it may not be necessary for the Centre to hire additional senior staff
parsonnel or a research fellow to manage APPP activities. The Steering
Committee also is expected to assist the Centre by reviewing its APPP budget
for a planned allocation of about $225,000 in counterpart funds over three
years. The Steering Committee can also help by making recommendations on the
agenda for seminars and by assisting with the preparation of terms of
reference and the selection of researchers and contractors.

Assuming adequate direction from the Steering Committee and its careful
coordination of research priorities, the Centre appears capable of directing
the proposed APPP activity while contributing importantly to a process for
disseminating research findings and encouraging more effective policy
implementation as it affects the goals of APPP,
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4.2, Impact Analysis

An evaluation of the benefits and other impacts of APPP should consider the
impacts of: 1) the cash grant, which generates additional imports through the
foreign exchange auction; 2) the policy reforms affecting the supply of
agricultural inputs (fertilizer and improved seed); and 3) the improvements in
rural infrastructure and services made possible through local currency
generations. Examination of the first of these constitutes a macro-level
analysis of APPP, which follows immediately below. Examination of the second
and third categories of impact is included in the sector-level analysis which
follows in section 4,2.2. (Additional information on sector-level impact is
in Annex I.) ‘

4.2.1. Macro-level Impact

The cash grant will assist Ghana in sustaining the momentum of the Economic
Recovery Program during its second phase. To gauge the potential magnitude of
net benefits involved, it is useful to relate incremental growth in GDP
achieved under ERP I and projected under ERP II to donor assistance and policy
reform. When compared with the results of ERP I, the analysis below suggests
that incremental donor assistance of the type proposed in APPP may sustain
somewhat less dramatic, but nevertheless substantial, increments to growth
made possible by continued adherence to the policy framevork and structural
adjustment process now in place.

The Impact of Donor Assistance During ERP I. To portray the likely impact of
incremental donor financing at the inception of the ERP, the World Bank (1984)
made rough estimates of the impact of additional capital inflows and policy
change employing the methodology illustrated in Table 7 of Annex F (which
isolates additional financing from the continuation of donor commitments in
the pipeline). With a relatively smail increase in capital inflows
approximating $700 million during 1984-86, +he World Bank projected a rather
large impact in terms of GDP growth over the succeeding five yearz (from .1%
to 3.5% per annum). 1In real terms, this projection translated into a growth
increment for 19R4-90 of $3.1 billion, which is greater than the 1983 GDP
(approximately $3 billion). Discounting both benefits and cost at a
reasonable opportunity cost of capital (10%), the growth increment associated
with additional assistance and policy change was approximately $1.9 billion
between 1984 - 90, generating a net present value (less discounted costs) of
$1.3 billion, and a benefit cost ratio of about 3.2.

The World Bank noted that the growth rate would vary according to both changes
in world market conditions and the policy environment. Holding those factors
constant, it still estimated the elasticity of the growth rate to
proportionate increases in aid to be greater than one. Noting also that the
very large projected impacts migut seem eXaggerated, the conditions at the
time made it possible to: 1) raise the overall growth of imports from about
zero to 4.2 percent per annum over the projected period (in the past the
growth rate of GDP to import growth had been close to one), 2) to double
capital goods imports to permit a doubling in investment, and 3) undertake
substantial rehabilitation investment that would bring existing capacity back
into production.
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Even if the existing aid pipeline (1984-86) of about $500 million had been
added to costs (recognizing that much of it was necessary to cover
amortizations), the net present value would have been significantly positive.
Also, actual 1984-87 growth rates have been much higher than originally
projected (averaging 5.9% versus a projected 3.5%), generating much larger
actual benefits to date, though some of this growth may have been realized in
the absence of increased assistance and policy change.

Benefits and Costs (1984-95) Under ERP I and II. Recognizing the difficulty
of isolating the effects of incremental flows of foreign assistance and policy
change on growth rates during limited time periods, it is useful to also
compare growth increments that might be reasonably attributed to total foreign
assistance inflows and policy change during 1984-95,

For purposes of this comparison, Table 7 in Annex F adopts the latest
available (1987) differences in growth rates shcwing actual and projected
impacts under (a) continued implementation of the ERP versus (b) what would
nave happened in the absence¢ of the ERP and adjustment fatigue during

1988-95. The incremental effects of ERP implementation are 3.5 percent growth
during 1984-87, 2.5 percent during 1988-90, and 2.0 percent during 1991-95,

Table 7 then compares the benefits of the growth increments (expressed in
constant 1987 dollars), discounted from the 1983 base at a 10% opportunity
cost of capital.

- Table 7 shows total net benefits ($5.22 billion, exceeding net donor
assistance of $2.72 billion by some $2.5 billion), generating a
benefit/cost ratio of 1.91.

-- Even if all amortizations ($1.46 billion in present values) are
included, the benefit/cost ratio is significantly positive (1.24).

To develop more refined estimates on the cost side, it would be necessary to
isolate actual concessional assistance (grants plus the grant element in
loans) and more effectively isolate net transfers from basic debt recycling.
This we have not attempted to do.

The Projected Impacts of ERP II. Several methods were used to generate a
range of net benefit estimates and B/C ratios deriving from ERP II and donor
financing during 1989-95,

- One method involved separating the benefits and costs of ERP I where
1984-88 discounted costs (not counting amortizations) of $1.5 billion
were attributed to 1984-90 discounted benefits of $2.58 billion.
Remaining benefits (1991-95) of $2.64 billion exceed discounted costs
(1989-95) of $1.22 billion by $1.42 billion, generating a benefit/cost
ratio of 2.16. Adding in amortizations ($667 million), the B/C ratio is
1.4,
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== A significantly lower B/C ratio is derived from a comparison of 1988~95

benefits (discounted from 1987) with all net donor assistance during the
same period. If one compares growth increments occurring after 1987

- (2.5 percent during 1988-90 and 2.0 percent after 1990), discounted
benefits of $2.26 billion would only slightly exceed the discounted
value of net transfers ($1.93 billion) with a benefit/cost ratio of
1.17. Adding in amortizations (about $900 million), the ratio would be
less that one (.80).

- Adopting the original 1984 World Bank methodology, the additional
financing reguired during 1988-90 beyond disbursements in the pipeline
can be compared with 1991-95 benefits. Additional financing required
during 1989-90 (see Table 6 in Annex F) is about $260 million in
discounted costs. If as much as half of total incremental benefits
during 1991-95 is associated with this additional financing, the
benefit/cost ratio would be in excess of three. With all net donor
financing included in the 1988-90 scenario (and compared with 1991-95
benefits), the benefit/cost ratio would also be about 2.

On balance, we would conservatively expect a flexible cash grant supporting
the policy framework, the auction and relieving the import constraint to
generate a benefit cost ratio that is significantly positive, but below those
ratios associated with ERP I (2 to 3) or the average associated with net donor
assistance and policy change during 1984-95 (1.9). An estimated B/C ratio
somewhere in the range of 1.2 to nearly 2 would appear reasonable.

A cash grant disbursed during 1989-90 will have particular utility in
relieving Ghana's import constraint, allowing import volume to grow from about
5 percent to as much as 6.5 percent during 1989 and 1990. The impacts on GDP
would be far smaller than the one-to-one relationship observed in the past,
generating about $150 million in GDP from a $20 million grant. But increments
in the $24-40 million range, with a best estimate of about $30 million, are
consistent with the benefit/cost ratios derived above. This would be
equivalent (in present value) to about .6 to 1.0 percent of 1987 GDP, or a net
impact of .1 - .4 percent of GDP.

To the extent the grant stimulates more rapid implementation of intended
policy changes, including, for example, increased efficiency of the auction
and further liberalization of the foreign exchange and trade regime, the B/C
ratio might tend toward the higher end of the range. The assumptions about
agricultural productivity growth, however, are very conservative {only 3 per
cent real growth in food crops under the high growth scenario compared with
1.5 per cent under an adjustment fatigue scenario between 1988 and 1995).
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4.2,2, Sector-level Impact

Contributions to Impact

Fertilizer privatization. Privatizing the fertilizer market will eliminate
government spending on fertilizer subsidies which amounted to ¢538.4 million
in 1988. While fertilizer prices faced by farmers will increase, the real
increase probably will not be so substantial since there are are hidden costs
in the current unsustainable subsidy program. These include the opportunity
costs of late fertilizer arrivals and of travel/transport of fertilizer from
distant retail points. Improved marketing and increased supply will send
better signals to farmers on efficiency of fertilizer use.

Private sector importation and distribution of fertilizer will increase the
numbers and types of marketing outlets and ensure timely delivery. This will
increase access to fertilizer by all farmers, especially small farmers. Also,
to the extent that supplies increase, the actual levels of consumption and
demand can be more accurately determined. Furthermore, private importation is
likely to promote use of more efficient and high-analysis fertilizer. Also,
if urea use is increased, it will provide higher-value nitrogen and less
acidic effect on soils than sulphate of ammonia.

Foodcrop production is generally responsive to fertilizer use as exemplified
by maize (see Annex I). Fertilizer application contributes 64% of the
increase in maize yield from applying improved technology, and 38% in the case
of rice yields, and it is generally profitable for farmers. Even at current
levels of minimum guaranteed prices (MGP; #48,000/MT for maize and ¢62,195/MT
for paddy rice; which are much less than market prices) and production costs,
eliminating the subsidy will raise the cost of fertilizer in total production
cost of maize frem 20% to 27% but only marginally lower the benefit-cost ratio
for farmers from 1.42 to 1.34. The result is similar for rice production.

The 13988 MGP of maize will have to fall by 25% for maize and 11% for rice for
the application of unsubsidized fertilizer to be unprofitable for farmers.

Seed industry. Privatizing or restructuring the Ghana Seed Company will
increase its seed supply and encourage other potential suppliers to enter the
market. The technological and production capacity presently exists in the
industry to increase supply of improved seed of the open-pollinated varieties
currently planted to meet market needs.

Improved seed accounts for 20% of the increase in yield from improved maize
cultivation (13% from rice) but constitutes only 6% of total production costs
in 1988. Increased private sector efficiency in producing foundation seed and
marketing certified seed will lead to a slower rate of increase in the price
of seed.

With improved extension and fertilizer supplies the proportion of cultivated
area planted with improved varieties will increase. IFf farmers purchase seed
every year, the estimated demand for improved maize seed (1320 MT) will
increase by 60% without increasing the area currently under improved maize
cultivation or increasing the seeding rate.

Privatizing/restructuring the GSC will curtail government outlay on the

Company. Between 1983 and 1987, net GSC operating losses, outstanding bank
loan and interest on the loans amounted to #533.31 million.
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Feeder Roads. APPP funding will maintain at least 2100 additional kilometers
of feeder roads (about 10% of the feeder roads network) using the ’ '
equipment-intensive or labor-intensive approaches. Feeder road maintainance
‘will improve accessibility to rural areas and markets, facilitate faster
movement of people and goods and reduce marketing costs to raise the share of
farmgate prices in market value. The time of housenolds, mainly women, spent
on headloading could also be reduced and the operating costs of road-using
vehicles lowered.

Extension. APPP support will promote MOA's plans to expand and modify the
Training & Visit approach, expand Global 2000 programs, incrcase MOA extension
service participation in the research trials of the Ghana Grains Development
Project (GGDP), expand women extension programs, conduct a series of training
sessions for its staff, and increase farmer contact through groups of contact
farmers and wider use of audio-visual equipment. The MOA will crain 100
additional agents annually, increase the number of training sessions attended
per agent annually by 90%, and increase the number of farmers having extension
contact. The program will promote enhanced farmer awareness and adoption,
improved quality and quantum of the technical message, increase the number of
new adopters of improved technology and promote intensified production by
present adopters. The experience of donor-supported programs such as the
Global 2000 project and Volta Region and Uprer Region Development Projects
indicates that these outputs can be achieved when credit, inputs and
technology services are concurrently provided with improved extension.

APPP support to the MOA extension program will be the first major country-wide
initiative to promote food crop extension in many years. This will contribute
significantly to long-term improvement in technology dissemination, especially
if the government is later able to increase non-salary recurrent expenditure
on extension.

Overall APPP Impact

Yield impact. Based on fairly modest assumptions regarding adoption rates and
yield under improved technology (see following table), average national maize
yield -er hectare increases by 10% to 1.2 MT/HA in 1991 and to 1.5 MT/HA in
1995. Per capita production increases by 7% in 1991 and 23% in 1995. The
national average yield of paddy rice increases by 10% in 1991 and by 20% in
1995, while per capita production shows a more modest increase reflecting the
lower level of research and extension support to rice production relative to
maize. Under the lower adoption rate, average national maize yield stagnates
at 1.1 MT/HA in 1991 but rises by 18% by 1995, However, per capita production
falls marginally in 1991 before rising slightly in 1995,

Benefit-cost of APPP. At the levels of expected adoption rate and prices (the
real price of maize falls by 10% from 1988-95), APPP support results in a net
economic gain to the agricultural economy of Ghana. 1If it were assumed that
APPP will contribute 25% of the incremental net benefit from increased crop
vields, the net present value (NPV) of that share from 1989-2000 is ¢6353
million ($29 million at the exchange rate of ¢220/$), and the benefit-cost
ratio is 1.9 in cedis and 1.4 in dollar values. If the APPP contribution were
expected to be 50%, then its benefit-cost ratio would jump to 4.9 in cedis and
3.4 in dollar values. At the lower rate of increase in yield from improved
technology, NPV is still positive at #1652 million ($7.5 million) but the
berefit-cost ratio is less than unity. Lowering the price of maize at a

wE



67

greater rate than that predicted would reduce the NPV of APPP. The
'sensitivity of benefits to changes in yield and food prices underscores the
need to develop storage and marketing infrastructure to raise consumption
demand, and to develop alternate marke:s for Cereals, such as agro~-industry

and exports,

Employment impact. Increased fertilizer use will raise labor requirements per
unit area due to higher labor use for increased output. Also, additional .
employment will be generated for about 1,700 laborers using the
equipment-intensive technique of feeder road maintainance, or 22,000 laborers
using the labor-intensive technique.

Other impacts. It is likely that, given the relatively poor state of rural
infrastructure in northern Ghana where most of the fertilizer supplies is’
used, fertilizer use may fall in the short term due to the expected price
increase in the absence of credit and improved rural infrastructure.

It is likely that the larger, more prosperous farmers will be better able to
take advantage of the increased availability of improved technnlogy. But
while redicing the fertilizer subsidy would cost smaller, lower income farmers
more, the positive benefits from using improved technology might be relatively
more significant for them than for higher income farmers. Although these
equity issues will be exanined through the APPP study and evaluations program,
the government should accelerate refornms to promote small-farmer access to
improved technology and support services and partly finance this with the
saving from eliminating subsidies.

Privatizing the GSC will have a negative impact on workers laid off. But
those remaining and private contract growers will be more likely to be paid
fully and on time.

The expected fall in farmers' income if food prices fall can be mitigated by
improved marketing infrastructure, increased crop use by food-processing
industry, and through exports. Obviously consumers will gain from increased
supply of food and any lowering of prices. Rice importers will lose to the
extent that domestic production and quality improve to compete with imports.,

Assumptions on Area and Yield under Improved Technology

1988 1989 1991 1995

Maize - expected adoption rate

percent of total area 30 32 36 42
yield (MT/HA) 1.4 1.5 1.8 2.4
Maize - lower adoption rate v
percent of total area 30 32 36 - .42
yield (MT/HA) 1.4 1,4 1.5 1,8
Paddy rice - percent of total area 30 30 +33% 37
yield (MT/HA) 1.5 1.5 1.6: 148

Sorghum & Millet : R
percent of total area 8 © 8 15 23
yield (MT/HA) 1.5 1.6 1.8 2,0
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AIDAC

F.0. 12256: N/A :
SUFJECT: AGRICULTURAL FRPODUCTIVITY PROMOTION PPCGRAM,
641-0117

RFF: (A) ABTDJAN 12848 (B) ACCRA 4271 (C) ACCRA 4:66

1. 7®C®» MET CN JUNE 14, 1988 AND APPROVED TFE PAIP FOR
THE AGRTCUTTURAL PRCDMUCTIVITY PKOMOTION PRCGRAM (APPT)
ANT DFYRTIOPMWFNT CF PAAD Fr®w REVI®Y AKD APPROVAL IN
AID/w. THE FCPR WAS CHAIRFED BY DAA/AYR T. SAIERS AND
ATTENDED™ BY RFPRVSWNTATTIVTC FROM AFK/PD, ATR/CCWA.
AFR/TR, AFR/DP, AFR/MDT, GC/AFR AND AF/W. THE MISSION
WAS RTTPTERNTEN BY J. WCIOIN, AND CARLED COMMENTS
COMTATNFD 2FFTFLS A AND P WERF DISTRIRUTFD FOR FCPR.
TUF TALLOWINA GUIDANCF 1S PPOVIDFD ¥OR MISSION
DRYFLCPMENT OF PALD.

2. PXCPANGT™ RATW POTICY, SINCF AID POLICY IS TPRAT
DOLLAPS BW TY(OHANGED AT THE FIGHFST RATW AVAILABLE TC
ANYOM™ mupm 1T NOT UNLAWWINL IN ™HE PFOST COUNTRY, THE
PAAD WILT N®ED T0 PROVIDE A STRONG AND SUBSTANTIATED
JUSTITICATICN *OF AN ¥XCEPTION ™0 THAT REQUIREMENT.
THIS CCULL FOTLOW ALONG TFFE HATTONATT PROVIDEFD IN
PFFTETS R AND C. MISSICMN IS 27180 REFFRRED T0 GENFRAL

ATD/W "UIDANCF OM TUT FYCFANGE RATE ISSUY PROVIDED IN 87
STATE 1RFA2,

2. PRCGRAM RATIOM AI™. T™H® ECPR DISCUSSED TFE ISSUE CF
AGRICUTTURAT PRODUCTTVT™™ IN GHANA, PAST AND PRESENT,
AND PUR STATYS QF SYSTEMS TOSONTTAL TO THE PRODUCTION,
PTSTRIRUTION AND MARYETING OF FOCL (H0PS. THE FAIP
IDENTTFIED OBCTACTWS IN THE APKFES CF
TRANSPORTATTON/DISTRIRUTION AND TE® PROVICTICON NF CREDIT,
BUT™ CONCLUDED THAT TH® VRIMAKY CONSTHRAINT 0 PRCTULCTION
[¢ mu™ DELIVERY O¥F FARM INPUTS, TARTICULARLY SEET AND
FFRTITI?FR, IN DEVFIQPING TFE PAAD, AN ANAIYTICHL
FPAMTWAPE SHOULD FW PPYUCENTWFN THA™ PROVIDES TEE TASIS
POR TDNFNMTPVING FFY COMITRAINTS ™0 PFPF PROGHAM PrEPCS
OF INCPFASED PoCTUCT™IVIT™Y [N FOCD CRCP TRCTICTICON ANI
TNW TYEST ARE EFST TIPEVED UNDEF TEFT APTP.  THY TAAD
SEOULN SHOW A CLFAW TIHVAGY Y¥TWwrXkN THRY APVF PLCCERAM CF
POLICY wEFCPM, LCCAT CMPRENCY FSCTS™ANCE AMD PROVISICM
¥ FORFIGN FYCHAMGE T TRE CCNSTLATANTS ™0 ¥E ALDFESSED.
PEF APPP SFAULD ALSQ BT¥ ADTPESSED ANALVTICALTY WITEIM
[AF BROADFR CONTTY™ NT "HE WOKLD RANV-LFAT MULTT- JONCE

\TD UNCLASSIFIED  STATE zeo1e3 ) )


http:PFlCFTPmEF.IT

AID UNCLASSTIFIED

PROGRAM OF ACTIVITIES THAT WILT OPERATE IN GHANA'S
AGRICULTURE SECTOR.

4, POTICY RPFFCRM: A, GHANA SE¥D COMPANY (GSC). THE ECPR
FYPRFSSED CONCFRN AT THE TQNG VISTCRY OF USATD
INVOLVFMENT WTTH TF¥ GSC UNDFR TFE MIDAS PROJECT AND THE
PPOJECT’S PF¥REISTFN™ INABILITY TN TURN THF COMPANY INTO
A TINANCIALLY NR TPCHMTCALIV VIAGLE OPFRATTON CR, MOYE
PFCENTLY, PO RECOME PRIVATIZED. GIVEN THIS BACKCDCUNT,
ANT meATD e PRESFNT™ REQUFST TOC DF-OELIGATT rIDPc FOR
FATIU™E TO ACHTEVE PROJECT QEJY¥CTIVES, THE PAIF’S
°ﬁTTONALF PCP MAVING PRIVATIZATION CF THE £SC ONF CF TFF
CP’S ™0 DISBUKSEF:M™ IN THF PROPOSFD PROGFRAM OF
ASSIS™ANCY IS NC™ PEFSUACIVF, A DRCISTAN N THE IART OF
TPE MISSTON TC GO FomwARD WIT™® DIYRSTITURT AND
PRTVATIZATION OF TRT® CSC AS A (P TG THIS PKCGRAM WOULD
RFQUTRF A CSTRONG JUSTIFICATION BASET OL SCRUTINY OF THY
TFCHNTCATL, TNSTITUTIONAI ANDT POLITICAT FACTCES TUVAET EAVE
IMPEDWL ACHTFVEMFNT 0T THTS ORJECTIYFR 70 T:TF, !
RFASONABTE PLAN TO CVFRCOME THEST COI\QTRAT'\Tc ALT
MANTFVQ™ RVIDFNCF OF A0G COMMITMFN™ TQ TEIS “FTOW Ir
MTSSICN CAN DTOYIN® AN ANATVTICAT EASIS FOR BITI‘VIN
TFAT PRIVATT7ATION OF TUT GSC 1S IMPORTANT AND FT ASTELE,
THEN COMDITTIONATI™Y WITF BFSPECT TCQ PRIVATIZLTION SHOUTD
RF RETATNFD IN THT PRONRAM. HOWFVER, AS NCTED EBFIOW IN
PerA 5, TOCAT CUPETMOY NENTPATIQONS S“OUID NOT BF USED,
PATH¥®R THYT MISSICH SHOVPTLD COorSTNTR AMMENDING MIDAS SC £S
TO TMPIPMPENT THE FRIVATIZATION CIJFLTIVE. ALDITIONAL
COMMENTS AND GUIDANCY ON TEF ISST® CF AN AMENDMENT TQ
MIDAS WITT TOLTOW STPTFT AS PART OF THF PIu RFFCQETING
CARTT,

P. FFRTITI7FR SURSIDI®S. THF FCPE SUPPOPTED MISSION
PIANS ™0 FRQORDINATE PNALTCY REFORM MFPASTRES WITP TEE
#ORTN PAN” PROGCRAM TFROUGF CONLITIONATITY ENCOURAGING
[TRFPALIZA™ICN CF T™FET FEPTITIZER SUPTLY SYSTEM. THE
PAAT gHQUID CTTARIY TECCRIRY FYFFCTFD IMPACTS CF THIS
CONDI™TONAT.I™Y CN ™HF QPRJTCTIVF® ~T ENHANCED ¥OOT CROP
PROTICTIVITY PND ®YPLORF RTLFTICNSHTPS CT THIS PHOGRAM
TC OTFFR TONOR ACTIVITI¥S, INCLUDING PCSSIFLE NEGATIVE
[MPLTCATIONS OF TARGF CONTPIRUTICNS % FERTITIZTR
[MPORTS RY QTYFR ILONCRS (F.GC. AFDE THROUGY THE %W SLL
PANY PROGFRAM), AND WHAT ASSURANCES TEERE ARFE THAT oFT
FPRTITTZFR IMPORTED WILL BF THF MOST FFFICITNT TYTR FCR
JERWAT PRCNUCTION. THE PAAT SFOULD AILSO TY¥SCRIPF PLANS
"OR AN EVALUATION OF TWF IMPACT NF FERTILIER REFCRM ON
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AG PRODUCTIVITY AND/OR PRODUCTION, AND 4WOW IT COULD EF.
COORDINATED WITH WOKLD BANY FVALUATIOM PTAMS.

5. LOCAL CUPRENCY PPRCAPAM, CONCFRN WAS TYPRPFSSED AT THE
NUMRER OF STPARATF ACTIVITIFS TDENTIFTED IN TFE PAIP TFOR
LOCAT. CPRENCY FINANCING, ANT THF TVMPLIGATIONS TLAT THE
PROJFCTIZATTON CF THEST AC™TVITIFS COMTM KAVE IN TFRMC
OF STAFF MANAGFMFNT™ AS WFLIT AS RFGUISITE F¥ASIRILITY AND
FNVIRONMFNMAY, CONSITTPATIONS. MISSION'S TOST-DATT CARLE
(RF¥™TT B) CLAPIFIFN TTF INTENT TQ APPTY ICCAT CURRTHCY
GFNFRATIONS T PRCADFR PRCARAM SUPFORT AS GPPCSET TO
PPOIFCPIZET ACTIVITIES., TFF FCP® STRONALY FNLORSED
LOCAT CWRRFNCY UST FPOR BRCAD-FASFL NG DEVTLOPMENT
RUDCTT™ SUPPORT, MISSION WITI NY¥FD, EOWPVEP, TO JUSTIFY
STCF AN ATPRQACH IN DAAT USINA GUINETINYS CONTAINED IN
87 STATR 2274%4, TFIS IMITIFS CAREITULLY DCNT TAALTD
ANALYSIS O% GOG BrQOrpAM AND RUTGFT SYSTEMS AS WRIL AS
IMPLEMENTINC AGENCY CAPABITITTI®S,

ATTRIPUPICNE T TPF TEVETQ™MTNT FUDGTT SLCTLD CT*ARLY BE
LIN¥ED mo me® AVOWEL PURPOST QF THY APPP. TFCHNTCALLY
FPAST®LY PROCRAMS TTFMPTIFIED IN THE DATP THAT REC™ PIT
TFTSF CRITERTA APPTAX TC BE THWF IMPROVEMENT OF RURAT
INFRAESTRIICTIDT  STVPPORT FOP MOA TYTLNSTINN SERVICFS AND
POTTCY ANATYSTS (S¥CTORKEIATFL'. FSTAELISEMFNT OF &
USAIT TeueT TUNDL 1S ALSQO APFRCPRIAT®, SUPTQRT NT
OVWRATL SCF DNIvwerJTrp™ AC TFSCRTPED IN TF% “ATF TEALS
ONLY PARTYATIY OF INDIRTCTLY WITH TFT AG SIFCTCR, AND
STRENATUTNTING AF TUF Map SETD IHSFFCTTON TNTT IS5 ¢
PPOIJFCT-TYPT ACTTVITY INCONGRICUS WTTE THT NON-FUCJECT
ASSISTANCY MODT PROPNCRT FNAP TFE APPF,

PARTICUTAP TSSUES WERF RATSFT IN CCONNECTION WITE THT
PROPOSAL TOR A RWPRAT CREDI™ ACTTVITY, INFLUDINR - THE
NTED Tn ADDFFSS TNSTITUTICNAT CAPACITY CONSTRAINTS I
QRD=® ™0 CAPRY QU™ A SWCCFSSTUL PURAL CREDIT PRCNPAM]
TUF TNPRTTT™Y ™n (DDPPSS PRIVATF SFCTOR RUTAL CREDIT
NFEDS TWpQUrE A TCCHL CURTFNCY PPCARAM UNDFRTAYEN EY
QEESAPATPSHNM Sy en™ ¥NF CDULYNCOTIMS ATCFDS: @MC SGT
LARGE, COMPREMYNSIVE RUKAI CETTTIT PRCGPAM NG%W BFIKG
DESIANED PY TFF WOPLT PNV, TFNF TFESF PRASCNS, TT IS
RPCOMMFNDFD THWAT FPRAT CRFDIT #C™ FF THCTURIL IN THE
APPP,

€. CNAUNTZRPART CONTRIFUTION. TPE REQUIRFMENT FCk A 2F
PFPCENT™ HOST COUNTRY CONTRIPUTTICN APFLIES FO® DFA-FUNDFD
PPOGRAMS, WOWEVFR, TOCET CURRFNCY GENFRATTIONS MAY BE
USED ™ MTE™ THIS BRFOUTTLEMENT,

7. INITIAL, FNVIPCNMFNTET FVATUATICON. TEFE IFE FaS BEEN
PFVIEWED AND ATPR(CVED RV mU¥ RURTAU FNVIRONMONTAL
OFFICYR AND CC/AFR, END WTLT ET FAND CAPRIYD T5 ACCRA BY
T, CLanyrw,

B, PVR RTCFNTIY KTCFTVFD RFQUEST EY ACCRA azce, MISSION
#ILL RT RRT®FYD CN STAT™US OF RURFAU GUIDANCE CN
NON-PPOJFCT ASSISTANCE UNDFR THF DFA RY T, CLARYE

SHOLT?

V7C7CTARRZ1IFR QP4 79
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ANNEX B

STATUTORY CHECKLIST -- NONPROJECT ASSISTANCE

CROSS REFERFNCES:
UP TO DATE? HAS STANDARD ITRM
CHECKLTST BFEN REVIEWED?

A. GENFRAL CRITERIA FOR
NONPROJECT ASSTSTANCE

1. TY 1988 Continuing Resolution
Sec. 523: FAA Sec. 634K, Tescribe
how authorization and appropriations
committees of Senate and House have
heen or will be notified concerning
the project,

2. FAA Sec. 611(a)(2). If further
Tegislative action is required within
recipient countryv, vhat is basis for
reasonable expectation that such
action will be completed in time to
permit orderly accomplishment of
purpose of the assistance?

3. FAA Scc. 209, 1Is assistance
more efficiently and effectively
provided through repional or
multilateral orpanizations?

If so, whv is assistance not so
provided? Tnformation and
conclusions on whether assistance
will encourape developing countries
to cooperate in regional development
programs,

4. TAA Sec. 601(a). Information

and conclusions on whether assistance
will encourage efforts of the country
to: (a) increase the flow of
international trade; (h) foster
private initiative and competition:
(c) encourage development and use of
coopcratives, credit unions, and
savings and loan associations;

(d) discotirage monopolistic practices;
(e) improve technical efficiency of
industry, apriculture, and commerce;
and (f) strengthen free labor unions.

IS COUNTRY CHECKLIST

Yes

Congressional Notification

N/A. No further legislative
action is required.

No. The program focusses on
country-specific policies not
subject to regional execution.
The program is, however,
supportive of World Bank

policy goals fostered through
the Bank's Agricultural Services
Rehahilitation Project.

The program requires elimination of
GOG price controls and subsidies in
major agricultural inputs.
Consequently it opens the way for
private initiative and competition.
The program also supports GOG efforts
to improve apricultural efficiency and
productivity which should improve
trade position and encourage
development of credit market,



5. FAA Sec. 601(d). Information and
conclusions on how assistance will
encourage U.S. private trade and
investment abroad and encourage
private U.S. participation in

foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

6. FAA Secs. 612(b), 636(h): FY 1088
Continuing Resolution Secs. 507, 5009,
Pescribe steps taken to assure that,
to the maximum extent possille,
foreign currencies ouned by the U.S,
are utilized in lien of dollars to
meet the cost of contractual and
otler services.

7. TFAA Scc. 612(d). Toes the U.S.
own excess foreigon currency of the
country and, if so, what arrangement
have been made for its release?

8. FAA Scc. 601fc). Will the
assistance utilize competitive
selection procedures for the
avarding of contracts, except
vhere applicable procurement
rules allow otherwise?

0. TFAA 121(d). If assistance is
being Turnished under the Sahel
Pevelopment Program, has a
determination been made that the
host government has an adequate
system for accounting for and
controlling receint and expenditure
of A,T.N. funds?

B.  TFUNTING CRITERTA FOR NONPRQJECT
ASSISTANCF,

1. Nonproject Criteria for Fconomic
Support Fund [S5pecific criteria
omitted |

B.2 .

Program will open foreign fertilizer
market to private sector in Ghana,

Any services required will be financed
with host-country-owned local
currency.

No.

This cash grant assistance does

not require contracting. Note,
however, that COC activities under
the agreement will utilize Ghanaian
competitive procedures.

N/A

N/A. Not ESF

9



2. Nonproject Criteria for
DeveTopment Assistance

a. FAA Secs. 102(a), 111,113,281(a).
Extent to which activity will (a)
effectively involve the poor in
development, by expanding access to
economv at local level, increasing
labor-intensive production and

the use of appropriate technology,
spreading investment out from cities
to small towns and rural areas, and
insuring wide participation of the
poor in the benefits of development
on a sustained basis, using the
appropriate U.S. institutions;

(b) help develop cooperatives,
especially by technical assistance,
to assist rural and urban poor to help
themselves toward better life, and
otherwise cncourage democratic
private and local sovernmental
institutions; (c¢) sunport the
self-help efforts of developing
countries; (d) promote the
participation of women in the
national economies of developing
countries and the improvement

of women's status: and

(e) utilize and encourage regional
cooperation hy developing countries?

B.3

(a) The Program is directed at
increased productivity of the small
farmers who are among the poorest
sepgments of Ghanaian society.
Through the privatization of seced
and fertilizer distribution, farmers'
access to needed inputs should
improve their production and,

with it their incomes and ability

to participate. Moreover, the GOG
undertakings will increase farm
access to town markets by improving
feeder roads, strengthening
agricultural extension services and
encouraging labor-intensive
production and improved agricultural
methods.

(b) The Program is not specifically
directed at the development

of cooperatives, but may well pave the
way by improving awarcness and
communication among farmers.

(c) The undertakings of the GOG with
Tocal currency funds, while subject
to consultation with A,I.D.,, are
self-help efforts.

(d) Pecause women already have major
responsibilities in both farming and
marketing of food crops, the Program
will directly benefit them and
improve their position in the economy
as a whole,

(e) The Program will not have a
direct direct effect on regional
cooperation, although the study and
development of better apricultural
policies may encourage such
cooperation.

q>



b. FAA Secs. 103,103A, 104, 105, 106,

120-21. Is assistance being made
available (include only applicable
paragraph which corresponds to

source is used for assistance, include

relevant paragraph for each fund
sources):

(1) [103] for agriculture, rural
development or nutrition; if so
(a) extent to which activity is
specifically designed to increase
productivity and income of rural
poor; [103A] if for agricul tural
research, account shall he taken
of the needs of small farmers, and
extensive use of (ield testing to
adapt basic research to local
conditions shall be made: (b) extent
to which assistance js used in
coordination with efforts carried
out under Sec. 104 to help improve
nutrition of the people of developing
countries throush encouragement of
increased production of crops with
greater mitritional value;
improvement of planning, research,
and education with respect to
nutrition, particularly with
reference to improvement and
expanded use of indigenously
produced foodstuffs; and the
undertaking of pitot or
demonstration proprams explicitly
addressing the problem of
malnutrition of poor and
vulnerahle people; and (c) extent
to which activity increases national
food sccurity by improving food
policies and manacement and by
strengthening pational food
reserves, with particular

concern for the nceds of the poor,
through measures encouraging
domestic production, building
national food reserves, expanding
available storapge facilities,
reducing post harvest food losses,
and improving food distribution,

B.4

Yes

(a) Increased food productivity

is the primary focus of the

Program which specifically

targets small farmers, increasing
their access to fertilizer,
improved seed, and extension
services, leading to better methods
of production.

(b) TImproved nutrition is a
biproduct of increased food crop
productivity but not a target of
the Program as such.

(c) By the same token, improved
food productivity and transportation
facilities will necessarily increase
national food security and permit
expansion of reserves.



(2) [104] for population planning N/A
under Sec. 104 (b) or health under
Sec. 104(c); if so, extent to which
activity emphasizes low-cost,
integrated delivery systems for
health, nutrition and family
planning for the poorest people,
with particular attention to

the needs of mother and young
children, using paramedical and
auxiliary medical personnel,
clinics and health posts,
commercial distribution systems,
and other modes of community
outreach,

(3) [105] for education, public N/A
administration, or human resources
development; if so, (a) extent to
which activity strengthens

nonformal cducation, makes formal
education more relevant, especially
for rural families and urban poor, and
strenghtens management capability

of institutions enabling the poor

to participate in development:; and

(b) extent to which assistance
provides advanced education and
training of pcople of developing
countries in such disciplines as are
required for planning and
implementation of public and private
development. activities.

(4) [106] for technical assistance, N/A
energy, research, reconstruction, and

selected development problems; if so

extent activity is:

(i) (a) concernad with data collection
and analysis, the training of skilled
personnel, rescarch on and development
of suitable energy sources, and pilot
projects to test new methods of energy
production; and (b) facilitative of
research on and development and use

of small-scale, decentralized, renewable

B.5
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energy sources for rural areas,

emphasizing development of energy resources
which are environmentally acceptable and
require minimum capital investment;

(ii) concerned with technical
cooperation and development, voluntary,
or regional and international
development, organization;

(iii) research into, and evaluation of,
economic development processes and
techniques;

(iv) reconstruction after natural or
manmade disaster and programs of
disaster preparedness;

(v) for special development problems,
and to enable proper utilization of
infrastructure and related projects
funded with earlier U.S, assistance;

(vi) for urban development, especially
small, labor-intensive enterprises,
marketing systems for small producers,
and financial or other institutions to
help urban poor participate in economic
and social development.

(5) 1120-21] for the Sahelian region; ‘”N/A,

if so, (a) extent to which there is
international coordination in

planning and implementation;
participation and support hy African
countries and organizations in
determining development priorities:
and a long-term, multi-donor
development plan which calls for
equitable burden-sharing with other
donors; (h) has a determination been
made that the host povernment has an
adequate system for accounting for and
controlling receipt and expenditure of
projects funds (dollars or local
currency generated therefrom)?

B.6



c. FAA Sec. 107. Is special emphasis
placed on use of appropriate
technology (defined as relatively
smaller, cost-saving, labor using
technologies that are generally

most appropriate for the small farms,
small businesses, and small income

of the poor)?

d. TAA Sec. 221(b). Describe extent
to which the activity recognizes the
particular needs, desires, &nd
capacities of the people of the
country; utilizes the country's
intellectual resources to encourage
institutional development; ani
supports civic eduration and training
in skills required for effective
participation in governmental and
political processes essential to
self-government.

e. FAA Sec. 101(a). Does the
activity give reasonable promise
of contributing to the development
of economic resources, or to the
increase of productive capacities
and self-sustaining economic
prowth?

B.7

Yes. GOG extension services
intend to foster labor-

intensive farming methods ,
and otherwise improved technology
such as use of fertilizer,

The Program will utilize Ghanaian
specialists to study the country's
agricultural needs, address the
training of farmers through extension
services and permit the private sector
to participate in agricultural
enconomy,

- Yes.

%l
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Goal

to accelerate creation

of productive employment
in the private sector,
especially in agriculture

PUIEOSE

to increase productivity
in food crop procuction

OQutputs

1. liberalization
of fertilizer supply

2. liberalization of
seed supply

3. imported inputs

4. policy analysis
relevant to ag.

5. improved rural
infrastructure

6. strengthened MOA
extension service .

Inputs
l. U.S. dollars

2. cedis
3. evaluations

ANNEX C —-- LOGICAL FRAMEWORK

AGRICULTURAL PRODUCTIVITY PROMOTION PROGRAM

Indicators

increased per capita
increased employment
private sector

in th

1988 1991 1995

maize:
kg/capita 43 46 53
mt/ha 1.1 1.z 1.5
rice:
kg/capita 6.1 6.3 7.0
mt/ha 1.0 1.1 1.2

1. implem. plan by 10/88,
subsidy reduced to 15%
5/39 and eliminated by
8/90, private internal
sales by 8/90, launch
private import. by 8/90

income,

e

by

2. studies by 5/89, implem.

plan for GSC privatiz.
by 5/89, GSC privatiz.
launched by 8/90

3. $20 million in imports

4. 15 policy studies

5. 700 km/yr additional
feeder roads maintained
or rehabilitated

6. farmers having contact

Means of Verification

per ag=nt increases from

350 (1988) to 1150 (1991)

1. $20 million
2. ¢ equivalent of $20 m.
3. A.I.D., GOG perscnnel;

pPrivate consultante

GOG & donor reports,
statistics, GLSS,
Cornell U. study

GOG and donor reports &
statistics, GLSS,
evaluation

1. GOG and donor reports,
GOG announcements,
spot checks in field,
evaluation

2. GOG and donor reports,
GOG announcements, spot

checks in field, evaln.

3. Bank of Ghana reports,

evaluation

4. GOG & donor reports,
evaluation

5. GOG & donor reports,
field checks, evaln.

6. GOG & donor reports,
field checks, evaln.

| GOG & USAID reports, audit

Assumptions

political and economic
stability, no external
shocks, favorable weather '

increased demand for goods
and services, Structural
Adjust. Program continued,
polictical and economic
stability ’

Structural Adjustment.
Program continued,

no new regqulations

or policy changes
restricting agriculture

stable U.S.-Ghana relations,
timely A.I.D. reviews



Project Country:

Project Title:

Funding:
IEE Prepared by:

ANNEX D

INITIAL ENVIRONMENTAL EXAMINATION

or

CATEGORICAL EXCLUSION

Ghana
Ghana Agricultural Productivity Promotion Program
US$ 20 Million FY(s) = 1988-90 |

Jeffrey W. Goodson
Regional Environmental Officer, REDSO/WCA

Environmental Action Recommended:

Positive Determination

Negative Determination

Categorical Exclusion X

Deferral

Summary of Findings:

With the exception of any possible acquisition or use of
pesticides, all of the activities to be undertaken during this
pro ject are categorically excludable pursuant to the provisions
of 22 CFR 216.2(c)(1)(1), 216.2(ec)(1)(41), 216.2(c)(2)(111),
216.2(c)(2)(1x) and/or 216.2(c)(2)x. The activities either
will not have an effect on the matural or physical environment,
or AID does not have knowledge of or control over, and the
objective in furnishing assistance does not require knowledge
of or control over, the details of the specific activities that
have an effect on the physical and natural environment for
which AID is providing financing. Provision of assistance for
the procurement or use or both of pesticides will be prohibited
under the terms of the project agreement.

Clearance:

Mission Directoy: F- G. Towery Date: May 9, 1988

Concurrence.
Burea 1 o ffioér: APPROVED: X

Bessj é{ o]

Clearance:

GC/Africa:

vd , R/TR/ANR DISAPPROVED:

DATE: 6/8/88




'ANNEX E

MINISTRY OF FINANCE AND
ECONOMIC.PLANNING
(CONTROL DIVISION)

P.0.BOX M.40 ACCRA

In case of reply the
number and date of this
letter should be quored.

My Ref Noo. JASAJ] /OO ‘
Your Refo No-.vvevevaess REPUELIC OF GHANA e Jd MY e, 19,88,

Dear Mr. Towery,

REQUEST FOR GRANT FINANCIAL ASSISTANCE OF
$20 MILLION FOR AGRICULTURAL PRODUCTIVITY
PROMOTION PROGRAMME

The Government of Ghana hereby requests grant financial assistance
of approximately US$20 million for a proposed Agricultural Productivity
Promotion Programme, which is designed to help improve productivity of
Ghanaian farmers in the production of food crops.

2. The programme will involve a cash transfer through the foreign
exchange auction, to be released in tranches upon performance of
reforms in the privatization of the supply of fertilizer and improved

seed.

3. The counterpart funds generated will be used to support activities
that promote the programme's objectives, such as agricultural extension,
rural infrastructure (roads) and policy studies. It is expected that

a flexible approach will be adopted in programming the counterpart
funds so that the programme may support other important activities such
as rural credit and water supply.

4, I believe that your staff and mine have worked well together in
exploring the feasibility of this programme, and we look forward to
negotiating and implementing such a proposed programme with USAID as
soon as possible.

PNDC SECRETARY FOR FINANCE
AND—ECONUMIT PLARNIYG

am——

MR. ¥. GARY TOWERY
REPRESENTATIVE

AID MISSION TO GHANA
P.0. BOX 1630

ACCRA
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ANNEX P

'MACRO-ECONOMIC AND AGRICULTURE TABLES

TABLE 1

Economi¢ Performance Indicators

.l

Actual Est. Projected
1984 1985 1986 1987 1988 1989 1990
Growth Rates (% per year)
Real GDP 8.7 5.1 5.3 4.5 5.5 5.0 5.0
Per Capita 6.7 1.6 2,2 1.0 1.9 1.9 1.9
CPI (annual average) 39.7 10.3 24,6  39.0 20,0 10.0 8.0
Shares of GDP (% - market price)
Government Budget , o ,
(surplus/deficit) -l.6 ~2,0 ° 0.1 0.5 0.4 - 0.6 0.8
Revenues and Grants 8.4 10.8 14.4 15.0 14.8 15,0 15.2
Savings/Investment
Gross Investment 7.2 7.4 11.9 13.0 15.0 17.2 17.9
of which: Private 3.6 3.6 5.2 NA NA NA NA
Domestic Savings 4,4 5.1 10,2 10.8 13,1 15.3 16.0
External ‘
Current Account e
(excl. transfers) -2.7 -3.9 -4.0 -5,0  -5.0 -4.7 -4.,6
Debt Service 2.9 5.3 7.4 11.7 13;4 10.7 7.9

* As percent of exports and NFS

Sources: World Bank (3/87)
IMF (3/88)



TABLE 2

Medium-Term Balance of Payments Projection
1987-90

(Millions of U.S. Dollars)

1987 1988 1989 1990
Exports (f.o0.b.) 787.0 812.1 894.8 954.9

Cocoa Beans 464.7 432.6 468.0 488.0

Gold 139.8 177.8 203.4 221.3

Timber 89.8 93.6 108.0 124.4

Other 92.7 108.1 115.4 121.3
Imports (f.o.b.) -763.8 -815.4 -898.9 975.3

0il -141.1 -152.2 ~167.9 -182.5

Non-o0il -622.7 -663.2 -731.0 -792.8
Trade Balance 23.2 3.2 -4.1 -20.4
Services and Private

Transfers -244,2 -237.1 -242.5 ~249.7
Current Account, exc.

official trensfers ~230.9 -240.4 -242.6 ~-270.2
Net Official Transfers 123.2 148.4 142.7 156.4
Net Official Capital 210.4 208.5 214,2 228,.8
Net Private and Short-

Term Capital 26.0 8.5 "4-2 500
Overall Balance 138.7 125.0 110.0 120.0
Memorandum Items:

Cocoa Exports

{vol. thous. tons) 197.1 201.3 - 210.0 220.0

Price ($/ton) 2,211.0 2,000.0 2,000.0 2,000.0

Export Vol. (% growth) 11.0 5.1 5.4

Import Vol. (% growth) 1.4 5.0 5.0
Sensitivicy (reductions in
overall balance, if:

Cocoa Price declines by e s

20% (to $1600/ton) -82,0 . -85.6 - -89.4

Non-oil import Volume doubles - ‘

to 10% growth in 1989-90 .=38,3

Source: IMF 3/88

f§5;5 f



Total Revenue and Grants

Revenues
Foreign Grants

Total Expenditure
Recurrent
Capital (incl. net
lending)

Efficiency *

Surplus -

TABLE 3

Central Government Finances

(Billions of Cedis)

1986
(Actual)

73.6

73.3

60.8

12,5

1987
(Bst.)

111.0

105.0
6.0

107.0
80.5
23.4

3.1

4.0

* Redeployment, retraining and relocation

Source: IMF 3/87

1988

139.4

128.0
11.4

135.6

100.8

31.7

3.1

3.8

1989
Projected

163.0

151.0
12.0

156.9
115.0
38.0
3.9

'6-1

F.3

1990‘!.‘

187.2

174.8
12.4

177.5

127.6

44.8

5.1

9.7



TABLE 4

Public Investment Program
1988-90

Project Aid, Grants and Budgetary Investment

(Billion Cedis)

Planned EXpenditures

Sector Total Percent of Total
Productive 112.6 3l
Agriculture 42,2 12
Industry 25.9 7
Mining 44.5 12
Infrastructure 214.5 .39
Roads 66.0 ti&f
Transport and o
Communications 62.5 17
Energy 44,1 12
Water 21.6 -6
Other 20.2 6
Social 36.0 10
Education 9.7 3
Health 14.1 4
Other (including ‘
PAMSCAD) 12.2 3
TOTAL 363.1 100

Agriculture Sector Budget (1988)

Food Crops (1) 5.6
Cash Crops (Cocoa and other) 4.7
0.4

Ministry Support and other B

Livestock, Fisheries and

Irrigation Development 1.0
TOTAL 11.7

(1) Includes improvements in quality and distribution
of inputs (seed, fertilizer), enhanced research and
extension supponrt, reduced crop losses, mechanization,
and grain storage and handling.

Source: Republic of Ghana (1988), Public Investment Program

48

40

Io w

1988-90, Volume 2.1; Ministry of Finance and Economic Planning

F.4



Donor Assistance

Commitments

of which:
Bilateral
(U.S.)
Multilateral
{ IBRD)

Disbursements

of which:
Bilateral
Multilateral

IMF
Net lending
Purchases
SAF
Repayments

Memorandum Items

Rate of Disburse-

ment (percent)

TABLE 5

Donor/IMF Assistance

1984-87

($ Millions)

F.5

Non-~-project assistance/

total (percent (2)

(1) Total disbursements/Total assistance pipeline

Projected
1984 1985 1986 1987 1984-87 1988-90
425 487 391 747 2,050 NA
119 167 164 371 821 NA
(21) (17) (11) (21) (70) (63)*
306 320 227 326 1,229 NA
(125)  (187) (93) (243) (648) (550) %
258 224 358 484 1,324 1692
119 92 101 173 485 603
139 132 257 311 839 1689
214 122 16 -17 335 -138
218 122 38 92 470 321
. (52) (52) (120)
-4 -22 -161 -187 -559
34 22 31 30
70 48 46 53

(2) Inclucdes food/commodity aid
* Projected, hased upon estimated 1988-89 USAID and World Bank committments
of $43.4 and $370 million, respectively.

Sources: "Official Development Assistance to the Economic Recovery Program of

Ghana," S. Vordzorbge, USAID/Accra 1/88;

IMF, 3/88



TABLE 6

External Financing Requirements

1988-90
($ Millions)

High Scenario

F.6

1988 1989 1990
Capital Required
Current account deficit 240 242 270
Amortizations 209 207 224
Short~term capital outflows plus
Arrears repayments 35 23 20
Net repayments to IMF 47 49 41
Increase in reserves 55 26 45
TOTAL 586 547 600
Assumed Capital Available
Official concessionary assistance
and loans from existing pipeline 582 443 353
of which: 1Multilateral (365) (317) (266)
Direct foreign investment 4 8 9
TOTAL 586 451 362
Financing Required 0 106 238
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TABLE 7

Growth, Donor Assistance and Policy Change

F.7

1984-95
Assumptions 1984-87 1988-90 1991-95
(average)
Growth rate (percent)
- with ERP 5.9 5.2 4,5
- w/0 ERP/or Adjustment Fatique 2.4 2.7 2.5
Difference 3.5 2.5 2.0
Incremental growth benefits and Discounted (10%) Benefit/
donor financing with policy change Benefits Costs Cost Ratio
($ millions)
1. World Bank (1984)
1984-90 incremental
growth (3.5%) 1,900
1984-86 incremental
financing costs 600 3.2
with existing pipeline 1,100 1.72
2. Total incremental benefits of
ERP (1984-95) 5,220
Net donor assistance 2,720 1.91
with amortizations 3,760 1.24
1989-95 net donor assistance 1,220 2.16
with amortizations 1,887 1.40
3b. ERP II (discounted from 1987)
1988-95 benefits 2,260
Net donor assistance 1,930 1.17
with amortizations 2,830 .80
3c. Same as 1 above, with
1991-95 benefits 1,620
1989-90 incremental
funding (Table 6) 260 6.23%
1988-90 net donor assistance 790 2.05

* B/C ratio of 3.1 if one-half of incremental benefits are attributed to
1989-90 incremental funding.

Ob



Ghana's Foreign Exchange Auction

TABLE 8

F.8

Cedis/$US
Dates Auction Parallel
9/19/86~
12/19/86 128-152 190-200
1/9/87-
6/26/87 148-161 200-250
7/3/87~
12/18/87 162-176 240-260
1/8/88-
7/15/88 176-196 255-270
7/22/88 201 255
Average
1986-87 128-196 190-260
1986-to
Present 128-201 190-270

l/ After February, 1988,
the Forex Bureau rate

1986~88

Weekly $ Millions Aver. Weekly
Ratio Demand Supply  #Bids #Wins

1026" 4-8 2-7 65 42

1.56

1,30~ 4,17 3.5 76 58

1.55

1-53- 609 5.2 121 89

1.60

1.30- 6.5 5.6 153 114
1.47

1.27 10.5 4,1 257 49

1.26 5.6 3.9 90 60

1,60

1.26- 5.9 4.6 108 75

1.60

BN
S



TABLE 9

Index of Per Capita Food Production

(1972 = 100)
Year Food Maize Cassava
1972 100 100 100
1973 101 103 98
1974 110 115 121
1975 102 79 78
1976 87 65 58
1977 78 68 66
1978 75 57 70
1979 79 65 67
1980 70 72 83
1981 66 66 76
1982 66 51 54
1983 62 27 37

Source: FAO and MOA
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TABLE 10

Area Production and Yield: Maize

Year Production (0OOMT) Area (OO0OHA) Yield (MT/HA)
1970 482 452 1.1
1971 465 433 1.1
1972 402 389 1.0
1973 427 406 1.1
1974 486 425 1.1
1975 343 320 1.1
1976 286 273 1.0
1977 312 291 1.1
1978 269 258 1.0
1979 309 314 1.0
1980 354 320 1.1
1981 334 316 1.1
1982 264 276 1.0
1983 141 280 0.5
1984* 574 486 1.2
1985* 432 388 1.1
1986* 472 559 0.8
1987* 489 553 0.9

*Unrévised'GOG estimates. .
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TABLE 11

Area Production and Yield: Rice (Paddy)

Year Production (000MT) Area (000HA) Yield (MT/HA)
1970 49 55 0.9
1971 52 61 0.9
1972 70 70 1.0
1973 62 66 0.9
1974 73 66 1.1
1975 71 79 0.9
1976 70 77 0.9
1977 63 61 1.0
1978 61 59 1.0
1979 63 61 1.0
1980 64 65 1.0
1981 44 46 1.0°
1982 .37 ‘44 0.8
1983 27 37 !
1984* : 76 169" Al
1985+ 80 87 0.9
1986* 76 70 1.1
1987* 82 88 0.9

*Unrevised GOG estimates.
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TABLE 12

Area Production and Yield: Sorghum and Millet

Year Production (000MT) Area (00Q0HA) Yield (MT/HA)
1970 327 492 0.7
1971 302 463 0.8
1972 251 476 0.7
1973 275 413 0.7
1974 331 468 0.7 -
1975 257 406 0.6
1976 333 492 0.7
1977 273 421 0.6
1978 268 388 0.7
1979 308 460 0.7
1980 292 438 0.7
1981 302 443 0.7
1982 246 468 0.5
1983 220 428 0.5
1984% 119 482 0.2
1985%* 116 ‘ 472 0.2
1986* 243 . 342 0.7
1987+* 271 355 0.8

*Unrevised GOG estimates.
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TABLE 13

Area Production and Yield: Cassava

Year Production (000MT) Area (000HA)  Yield (MT/HA)
1970 2388 351 6.8
1971 2388 350 6.8
1972 2840 380 7.5
1973 2865 373 7.7
1974 3606 389 9,3
1975 2398 286 8.4
1976 1819 250 7.3
1977 2119 257 8.2
1978 2334 283 8.2
1979 2319 280 8.3
1980 2896 386 7.5
1981 2720 337 8.1
1982 19086 274 7.2
1983 1375 275 5.0
1084% 4065 436 9.3
1985% 3075 356 8.6
1986% 2876 387 7.4
1087% 2876 409 7.0

*Unrevised GOG estimates.



National Per

TABLE 14

Capita Annual Consumption

Source: MOA

Crop Level (KG)

Mai ze 34

Rice 10

Wheat 6

Millet & Sorghum 17

Cassava 150.9

Yam 62

Source: MOA

TABLE 15
Food Imports (000MT)

Year Maize Rice Wheat Total
1975 0.8 0.7 164 166
1976 11 4 89 104
1977 0 9 98 107
1978 0 45 170 215
1979 0.1 3 92 95
1980 13 66 32 111
1981 27 32 84 143
1982 82 16 53 151
1983 63 31 60 153
1984 38 13 - 55 106
1985 0 21 72 93
1986 0 25 o 77 102
1987* 0 25 i 78 103

F.14

*Does not include PL 480 maize imports presumably because.
it was yellow maize used for poultry feed. ‘
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TABLE 16
Index of Nominal National Average Wholesale Price: 1980-1987
(1980 = 100)
Year Maize Rice
1980 100 ‘ 100
1981 187 144
1982 193 268
1983 933 806
1984 566 879
1985 493 682
1986 796 874
1987 1299 1372
TABLE 17

GFDC Purchases - Maize (MT)

Estimated National GFDC
Year Marketed Surplus Purchase % of Surplus
1982/83 204,547 5,000 2.4
1983/84 128,400 7,500 5.9
1984/85 427,940 18,500 4.3
1985/86 325,575 14,230 4.4
1986/87 333,000 16,445 4.9

Source: GFDC
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TABLE 18

Minimum Guaranteed Prices (Cedi/MT)

Year Maize Rice
1982 3000 -
1983 5000 -
1984 18000 36000
1985 20000 40000
1986 26000 50000
1987 42000 48780
1988 48000 62195
TABLE 19

Per Capita Production (KG)

Year Mai ze Cassava
1983 12 115
1984 47 333
1985 35 246
1986 37 225
1987 38 226

Calculated from data in Tables’io;énéiiQ

TABLE 20

Percentage Growth Rate of Agricultural Production

1984 9.7
1985 0.2
1986 4.8
1987 1.4

Source: Government of Ghana



Year

1982/83
1983/84
1984/85
1985/86
1986/87

Year

1982/83
1983/84
1984/85
1985/86
1986/87

TABLE 21

GFDC and Open Market Prices

(A) Maize (Cedi/MT)

GFDC Price
Purchase* Selling
3000 6000
5000 6200
18000 24000
20000 28000
26000 46000

(B) Local Rice (Cedi/MT)

GFDC Price
Purchase* Selling
36000 56000
40000 68000
50000 86000

*Minimum Guaranteed Prices

Open Market Prices
Wholesale Retail
7976 47292
38576 49660
23378 31400
22430 34538
51000 55833
Open Market Prices
Wholesale Retail
40876 42620
123100 116900
134200 147100
104140 122720
133492 143484

F.17



ANNEX G

POLICY FRAMEWORK PAPER

Ghana: Summary and Time Frame for Macroeconcmic
and Structural Adjustment Policies, July 1987-June 1990

Objectives and Targets

Strategies and Measures

1.

where one year or eeveral years are sped.f:led :lt: means that actions will be taken esch year,

Source:

External sector policies

a. Exchange and trade system

b. External debt management

IMF (9/87)

Pursue a flexible exchange
rate policy and further
liberalize the exchange
and trade system.

Simplify and rationalize
the trade tax system.

Provide further incentives

for export production and
irssard remttances.

Reduce external debt service

Ensure smooth functioning
of the auction market for

foreign exchange.

Extend access of remaiming
imports of consumer goods
under SIL scheme to auc-
tion market in two stages.

Reduce further foreign ex-
change retention privileges.

Progressively lift restic-
tions on payments for
services and transfers.

Increase the role of comer-
¢lal barks and other author-
1zed dealers in the mobdliza—
tion and saie of foreign
exchange arising from
nontraditional exports and
remittances.

Complete comprehensive review
of the tariff system.

Duplement necessary tariff
reforms.

Waive or reimburse import
taxes paid on production for
export, improve exporters'
access to working capital,
and strengthen the Export
Promotion Coumcil.

Strictly limit new external
borrowing by the Government
or with government guarantee
in the maturity ranges of
1-5 and 1-12 years.

1987, 1988, 1989,

September 1987
and January 1938.

September 1987.

1988, 1989 and

January 1988.

1988, 1989, and
19%.

1987, 1988, 1989,
and 1990.

1987, 1988, 1989
and 1990.




G.2

Table 2, Ghana: Summry and Time Frame for Macroeconomic
and Structural Adjustment Policies, July 1987-June 1990 (continued)

Timing of
Objectives and Targets Strategies and Measures Measures 1/
Re-establish orderly rela-  Progressively eliminate all 1987, 1988, 1989,
tions with external remining external payments and 1990,
creditors. arrears.
2. Agricultural policy reforms
a. Cocoa policy Rationalize producer incem~ Increase producer price for 1987/88 crop
tives to ensure production  the 1987/88 crop to year.
goals. ¢ 140,000 per ton; and pro-
vide a borus of ¢ 10,000 per
ton at the end of the crop
year,
Establish a compensation September 1987.
account to share the benefits
of any unexpected exchange
rate depreciation, ag well as
world price increases, with
farmers,
Camplete study of cocoa April 1988,
incentives, incliding the
tax system.
Further raise the producer May 1988 and
price to an indicative target May 1989.
of 55 percent of the long-
run world price by the
1989/90 crop year.
Phase out input subsidies October 1987 and
over two years. October 1988,
Confine CDOOBOD's operations Divest 52 plantations and September 1987,
to those which camot be further reduce excess staff.
carried out more efficient—
1y by other public institu- Progressively withdraw from 1987 ard.1988.
tions or the private seccor; road haulage.
eliminate activities that
do not have a direct bearing Permit private sector to 1987, 1988, 1989,
on its basic purchasing, supply inputs and to and 1990,
marketing and extension provide storage.
functions; thereby reduce
ODC0BD's operating costs,  Establish joint venture for 1987.

net of retrenchment costs
to an indicative target of

insecticide formulation
plant.

1/ Where a single date is indicated, it means that the measure(g) will be implemented no later than that date;

where one year or several years are specified, it means that actions will be taken each year.



Table 2. Ghana: Summary and Time Frame for Macroeconamic
and Structural Adjustment Policies, July 1987-June 1990 (continued)

G.3

Objectives and Targets

Strategles and Measures

Timing of
Measures 1/

15 percent of the current-
ly projected f.o0.b. price
in the 1988/89 crop year.

Reorganize the Ministry of
Agriculture and strengthen
its policy planning and
monitoring capacity.

b. Other agricultural
policies

Strengthen agricultural
research and improve link
with extension services.

Improve agricultural
extension services.

Strengthen Irrigation
Development Authority.

Rationalize the budget
of the Ministry of
Agriculture.

Prepare three-year rolling
corporate plan for 00COBOD
to reflect rationalfzation

measures.

Conclude performance agree-
ment with Government based
on first corporate plan.

' Implement new organizational

structure for the Ministry
and set up policy coordina~
tion commttee.

Assesgs training and manpower
needs of Ministry.

Review agricultural research

and develop action program
based on results of study.

Implement action program.

Review extension services

and develop action program
based on results of study.

Implement action program.

Twinning arrangement to be
set up; and agreement on
irrigation policy to be
implemented.

Gradually phase out ferti-
lizer subsidy.

Privatize ferilizer opera-
tions.

Discontinue mechanization
services.

July 1987, July
1988, and July
1989,

December 1987,

December 1987.

1988.

June 1988,

1989 and 1990.

December 1988.

1989 and 1990.

1988, 1989, ard
1990.

1987, 1988, 1989,
and 1990,

1988, 1989, and
1990.

1987, 1988, 1989,
and 1990.

ed
whre here 3 sinele dats fo Indlcaced, 1f meany

that: t ngaggae_(s) le E %ed yggr}ater than ctxéc @ace;

[
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Table 2. Ghana: Summry and Time Frame for Macroeconomic
and Structural Adjustment Policies, July 1987-June 1990 (contirued)

Timing of
Objectives and Targets Strategies and Measures Measures 1/
Implement cost recovery 1987, 1988, 1989,

measures for irrigation and and 1990,
veterinary services.

a. Reverue Improve domestic resource Camplete reform of personal 1987 and 1988.
mobilization, while pro- income tax by further reduc—
moting incentives for ing effective tax rates and
production. ' taxing a wider range of cash
allowances.

Implement reforms of company 1987 and 1988,
income tax and Investment

Code.

Increase excise duty on main 1988, 1989, and

petroleun products, except 1990.
kerosene,

Imitiste indirect tax changes; 1987 and 1988.
impose a uniform sales tax on
domestic and imported goods

(except for a higher rate on
luxuries); comsolidate the

sales tax and certain excise
duties; 1imit exemptions; sim-
plify taxes on beer and
clgarettes; increase purchase
tax on cars; abolish tawes on
SILs; and replace exemptions
for cuszoms duty by a standard
tax rate on imports.

Complete reform of indirect 1988 and 1989.
tax gystem with a view to

transforming the sales tax

into a major nondistortionary

_1_/ Where a single date is indicated, 1t means that the measure(s) will be implemented no later than that date;
where one year or several years are specified, it means that actions will be taken each year.
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Table 2. Ghana: Summary and Time Frame for Macroeconamc
and Structural Adjustment Policies, July 198/=June 1990 (continued)

' Timing of
Objectives and Targets Strategles and Measures Measures 1/

revenue source, limiting the
number of excise duties, and
ensuring that the import
tariff embodies an appro-
priate pattern of effective
protection, along the lines
recommmended in the IMF tech-
nical assistance report of
February 1986.

Study alternative means of 1988,
taxing cocoa production,

including the replacement

of the export tax by an

agricultural income tax.

Strengthen tax administration 1988, 1989, and
through implementation of 1990.

further reforms regarding

taxpayer registration, collec—

tion and agsessment procedures,

staffing and training, and

work facilities.
b. Expenditure ' Strengthen expenditure Improve plamning, monitoring, 1987, 1988, 1989,
coatrol and monitoring. and implementation capacity and 1990.

of the Ministry of Finance
and Economic Plaming, to
provide adequate budget
guidance to spending minis—
tries, and to facilitate
consultation.

Expand budgetary coverage to  1988.
inchide capital expenditure

financed through external

project aid.

Implement other major reforms 1987, 1988, and
to budgetary and expenditure  1989.

l._/ Where a single date is indicated, it means that the measure(s) will be implemented no later than that date;
where one year or several years are specified, it means that actions will be taken each year.

1"\
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Table 2. Ghana: Summary and Time Frame for Macroeconamic
and Structural Adjustment Policies, July 1987-June 1990 (continued)

Timing of

Objectives and Targets Strategies and Measures Meagures 1/

control systems recommendad

in the IMP techrical assis-

tance report of November 1986.
Improve provisions for Revise anmually a three~ 1987, 1988, 1989,
govermment services by year macroeconomic frame— and 1990,
correcting the imbalance work for public expenditure.
between wages and salaries
and other recurrent Limit total civil service 1987, 1988, 1989,
expenditure, wages and salaries to and 1990.

56 percent of (DP.

Develop guidelines for the October 1987.
allocation of recurrent ex-

penditure of the Ministries

of Agriculture and Health

and determine phased program

for implementation.

Develop guidelines for the 1588,
allocation of recurrent ex-
penditure in other key

gectors and determine phased

program for implar~ntation.

Raise goverment capital Fully fmplement public invest— 1987 and 1988.

experditure (including ment program for 1986-88.

projects financed by ex-

temal aid) from 6 per- Update and extend public December 1987.
cent of GDP in 1986 investment program to cover

to about 8 percent of @P period 1988-90.
in 1423; and improve
average rate of return on Apply appropriate criteria 1987, 1988, 1°

public sector investment. for project selection and and 1990.
protect budgetary funding
of key projects.

4, State enterprise reform Rationalize the state Continue to apply the morz— 1987, 1988, 1989,
enterprise sector through torium on the creation of and 1990.
mergers, divestitures, and  new state enterprises, except
lquidations. under agreed conditions.

y Where a single date 18 indicated, it means that the measure(s) will be implemented no later than that date;
where one year or several years are specified, it means that actions will be taken each year.
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" Table 2, Ghana: Smryand'l‘ineFraueforMacmeeauuc
and’ Stmctmal Adjustment Policies, July 1987-Jme 1990 (continued)

Objectives and Targets Strategies and Measures

Identify 30 state enterprises
for sale, liquidaticn, or
conversion to joint ventures.
Offer 5 of the above enter— December 1987.
prises for sale and initiate

liquidation proceedings for

another 5.

Estahlish and carry out action
plans for the remaining 20

enterprises.

1988 and 1989.

Eliminate arrears and re-
store financial discipline.

Identify arrears and cross—
debts for 14 major state
enterprises and prepare plan
for settlement.

Clear arrears of above 1988 and 1989.

enterprises.

Identify arrears and cross- December 1987.
debts for other selected
enterprises.

Establish guidelines on 1987.
access by state enterprises

to current and capital bud-

getary transfers, with a

view to reducing subsidies.

Strengthen Covernment's
ability to monitor the
performance of state
enterprises.

Monitor closely bank credit
to state enterprises.

Establish firgt—yesr work
program of the State Enter—
prises Commigsion.

1988, 1989, and
1990,

July 1987.

Design performance monitoring/ December 1987.

evaluation system,

1/ Where a single date is Indicated, it means that the measure(s) will be implementer] no later than that date;
wferea\eyearorsevemlyearsare sper_tfied it means that actions will be taken each year.
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Table 2, Ghena: Summary and Time Frame for Macroeconamic
and Structural Adjustment Policies, July 1987-=June 1990 (continued)

Timing of
Objectives and Targets Strategies and Measures Meegures 1/

Prepare audited financial December 1987.
statements (for 1985) end .

~ corporate plans for at least
10 of the 14 major state
enterprises.

Prepare draft performance December 1987.
agreements for 4 of the 14 ' .
major state enterprises.

Conclude performance agree- December 1987.
ment with COQOBOD.

Improve management of state Contimue to apply hiring 1987, 1988, 1989,
enterprises and rehabili- freeze. and 1990.
tate selected enterprises.

Identify excess staff in major 1987 and 1988.
state enterprises (including

CO00BOD), and take steps to

effect aggregate staff reduc-

tion of 5 percent per anmm.

Estimate cost of redundancies September 1987,
and develop financing plan.

5. Monetary poiicy and Mobdlize financial savings Liberalize interest rates by Sepienber 1987.
financial sector reforms and ephance financial freeing most deposit rates
deepening. and abolishing maximum lending
rates.

Develop an active money market November 1987.
through the establishment of a
discount house.

Introduce an auction market October 1987.
for Treasury bills.

Improve the financial posi~ Camplete financial and manage- December 1987.
tion of the banking system. wment audits of the Ghana

Camrercial Bank, the Social

Security Bank, and Barclays

Bank.

1/ Where a single date is indicated, it means that the measure(s) will be implemented no later than that date;
where one year or several years are specified, it means that actions will be taken each year.
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Tahlaz. Ghana: Smryand'rimtmfoﬂhcmewmic
and Structural Adjustment Policies, July 1987-June 1990 (continued)

Timing of
Objectives and Targets Strategies and Measures Measures 1/

Strengthen bank supervision. 1987, 1983, 1989,
and 1990.

Restructure the capital of 1988 and 1989.
the Ghana Commercial Bank
and the Social Security Bank.

Substantially reduce the Generate a significant 1987, 1988, 1989,
banking system's net claims overall government budgetary  and 1990.

on the Governent to ensure surplus and mobilize adequate .

an adequate flow of re~ nonbank resources.

sources to the private

sector within the constraints

set by the balance of pay-

ments and inflation targets.

Effectively control credit  Apply active money base 1988, 1989, and

and monetary expansion with- management through reserve 1990.
out discouraging the mobil~ ratios and discoumnt window.

ization of resources by

banks.
6. Public sector management Improve econamic policy Establish economic liaison July 1987.
reforms . coordination. unit for the secretariats of

the PNDOC and the Committee
of Secretaries to expedite
econcmic policy decisions.

Establish economic policy unit December 1987.
in the Ministry of Finance and

Economic Planning; and clarify

organizational and reporting

arrangements and appoint key

staff.

Strengthen key economic Prepare appropriate organiza- December 1987.
management functions, par~  tion and staffing plan for

ticularly policy analysis the Ministry of Finance and

and planning, budgetary Economic Planning.

conirol, aid coordination,

and external debt manage-

ment.

1/ Where a siigle date 1s indicated, it mesns that the measure(s) will be implemented no later than thac date;
mereoneyearoz'severalyeamarespedfied it means that actions will be taken each year.
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Table 2. Ghana: Summary and Time Frame for Macroeconamic
and Structural Adjustment Policies, July 1987-June 1990 (concluded)

Timing of
Objectives and Targets Strategies and Measures Measures 1/

Rationalize civil service Complete assessment of civil  November 1987,
salaries. service salary policy.

Revise salaries in 1988 budget 1988, 1989, and

and in subsequent budgets on 1990,
the basis of study of civil
service salaries.

Redeploy surplus persomnel. ‘Remove about 15,000 staff - October 1987.
from payroll in 1987 in two .

stages.

Carry out staffing and func~  December 1987.
tional review of the civil
service,

Subject to the above review, October 1988.
remove an additiomal 15,000
staff from payroll in 1988,

Establish a fiscally sound September 1987,
compensation scheme for re~
trenched workers,

Initiate skills motdlization  July 1987.
scheme, including supplemen—

tary remmeration of key

persomnel.,

Improve management of ex~  Establish a debt-management Septenber 1987.
termal financial resources. and information system. '

Improve management of public Strengthen office of the Head 1987 and 1988.
gector reform program. of the Civil Service.

1/ Where a single date 1is indicated, it means that the measure(s) will be implemented no later than that date;
where one year or several years are specified, it means that-actions will be taken each year.
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ANNEX. H

AGRICULTURAL SECTOR REVIEW

1. ELEMENTS OF THE AGRICULTURAL SECTOR

1.1. Physical Base

Ghana lies in three main ecological zones. The coastal savanna constitutes 7%.
of the land area and is covered with grassland and shrub. Rainfall follows a
bimodal pattern and ranges from 625 - 1,000 mm thus posing harsh ,
agroclimatological conditions for crop production. The major crops cultivated
are maize, cassava, legumes and vegetables. There is limited irrigation for
rice production and livestock rearing. The forest zone covers 36% of the
total land area and with annual rainfall ranging from 1,300 - 2,125 mm offers
a more favourable production environment. Major crops produced are cocoa, oil
palm, rubber, coconut, maize, cassava, yam and plaintain. The northern
savanna covers 57% of the land area and has a vegetation similar to that of
the coastal savanna. This zone has one rainfall season with an annual range
of 800 - 1,200 mm. It is a major crop production area, accounting for a large
share of the nations output of maize, rice, sorghum, millet, groundnut and
tomatoes and livestock. The major soil types in Ghana are Ochrosols, Oxysols
and Groundwater Laterites.

1.2. Structure

The level of land use is low: although 57% of total land is available for
cultivation, only about 22% of the 13.6 million HA of cultivable land is
cultivated; agricultural land per farm worker is 2.07 HA. The 1986 Annual
Survey of Agriculture of Ghana listed the total number of farm holdings in
Ghana as 1,432,000 with Ashanti, Bro:g-Ahafo and Eastern Regions accounting
for 44% of the total. Farm sizes are small: cultivated area in at least 60%
of these holdings were 3 HA or less; only 13% of all holdings were more than 5
HA. Mixed cropping predominates with 34% of farms cultivating maize as a pure
crop or the dominant crop in a mixture, often with cassava. In terms of crop
disposition, 26% of total farms are cultivated for subsistence (little or no
sales), 54% mainly for subsistence, and 20% mainly for cash. About 86% of the
farms are either owned or operated without rent payments, while some form of
rent is paid on 1l4s.

1.3. Production

Most farmers use tradititonal technology in food production. This involves
land preparation by slashing the vegetation and burning the crop residue.
Cereal seeds are of local varieties and are planted by dibbling, with hoes and
by broadcasting at wide spacings to allow’ intercropping. Soil fertility is
maintained by bush fallowing. Improved techniques are more common on medium
to large scale farms cultivating mono crops, which usually involves planting
improved seeds, applying fertilizer and caring for the c¢rop through the use of
herbicides and protective chemicals. A significant proportion of rice is
produced under irrigation and large-scale mechanized farming in northern
Ghana. Levels of area under cultivation and production of major crops in
Ghana are presented in the Annex F tables.

1
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1.4. Seeds

Improved cereal and vegetable seeds are produced and marketed by the Ghana
Seed Company (GSC) and other agencies. These agents in the industry undertake
seed development research and varietal testing, breeder, foundation and
certified seed production, seed treatment, quality control, seed inspection
and distribution and marketing. Other institutions such as the COCOBOD, Ghana
Cotton Company and 0il Palm Research Centre are responsible for developing
and/or marketing improved planting materials of other crops.

The Ghana Seed Company primarily produces foundation seed by multiplying
breeder seed obtained from research institutions on its foundation farms which
numbered 10 in 1987. Total output of foundation maize seed dropped from 164
MT in 1981 to 58 MT in 1987 while foundation rice seed production rose from 88
MT to 329 MT. The GSC cultivated 111 HA of maize and 174 HA of rice on its
foundation farms in 1987. Although the GSC produces some certified seed, all
of the certified cereal seed it salls are cultivated by contract seed growers
to meet specified quality standards on farnms which are inspected by the GsC.,
The Company agrees on a purchase price with the growers.

Certified maize seed production fell fronm 1,078 MT in 1983 to 181 MT in 1987
while that of rice also dropped from 747 MT in 1982 to 484 MT in 1987. 1In
1987, 655 HA was cultivated for certified maize seed while the area under
certified rice seed was 431 HA. The number of contract farmers growing maize
seed dropped from 104 in 1983 to 29 in 1986 while those cultivating certified
rice seed also fell from 61 in 1982 to 13 in 1986. No farmers were contracted
to supply certified seed in 1987. Certified seed is shelled, dried, treated,
cleaned and bagged for storage and distribution. Bagged certified seed is
supposed to meet quality control standards of germination and damage rates
with a minimum germination rate of 80%.

The GSC sells to farmers through various means involving its offices, sales
kiosks operated by its staff, Farmer Service Centers (FASCOM) marketing
system, contract seed agents, bank-supported sales in the Northern and two
Upper regions, and through rural sales during planting periods. 1In all, the
GSC operates 100 sales outlets nationwide. Sales of maize seeds dropped from
1,306 MT in 1978 to 90 MT in 1985 before rising to 460 MT in 1987. Rice seed
sales also dropped from 3,959 MT in 1978 to 55 MT in 1984 but rose to 414 MT
in 1987 (see Table 1). The price of seed has been falling since 1984; that of
maize dropped from ¢100.00/KG to #24.00/KG in 1986 before rising to #38.00/KG
in 1987. The price of rice seed also dropped from ¢#70.10/KG in 1984 to
£41.25/KG in 1985 and 1986 but rose to #56.42/KG in 1987 (Table 2).

Other parastatal institutions mandated to develop specific crops also produce
seed for their target farmer groups. These are the Bast Fibre Development
Board, Grains and Legumes Development Board (GLDB) and the Ghana Rice

Company. It is estimated that the GLDB produced 14% of the total supply of
improved maize seed, compared to 86% by the GSC, over the period 1984-1986.
The Ghana Cotton Company, Ejura Farms Ltd., the 0il Palm Research Centre,
VORADEP, Kpong Farms Ltd. and Ghana-Korea Farms also produce improved planting
materials of various crops.
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Most farmers plant seeds of traditional varieties obtained from their own
produce or from local markets. It is estimated that about 30% of Ghana's
maize acreage is planted to improved varieties. Assuming that farmers
purchase new seed every 2 to 3 years planted at a seeding rate of 20 kg/ha,
annual requirement for improved maize seeds is estimated at 1,320 MT. (See
Table 3.) Assuming further a minimum yield of 2 MT/HA from foundation and
certified seed, this level of annual maize requirement for improved seed can
be met from planting 660 HA of certified seed and 6.6 HA of Foundation seed at
a seeding rate of 20 KG/HA.

1.5, Fertilizer

All fertilizer used in Ghana is imported on behalf of the Government (MOA).
Some organizations such as the Ghana 0il Palm Development Project and the
tobacco houses also import small quantities of special fertilizers. Levels of
imports exhibit fluctuations, have declined since 1980, but are projected to
increase over the period 1988-90 (see Tables 4 and 5).

National storage capacity was estimated at 98,000 MT in 1986 but has since
increased; overall storage capacity is therefore adequate. Farmers purchase
from an estimated 400 retail points operated by the MOA and FASCOM's.

Data are unavailable on distribution according to crop use. Recommended
application levels depend on tha crop, soil conditions and cropping history.
For maize cultivation, the recommended levels are 4 bags (50 KG each) of
compound and 4 bags of sulphate of ammonia per hectare on savanna and well
cropped sites in the transitional tone, and half that rate on newly cleared
land in the forest zone. Crop response to fertilizer is high; data from
on-farm trials of the GGD? from 1979-81 indicated that fertilizer can
contributed as much as 64% of the increased in yield from improved technology.

Northern Ghana consumes the major share of fertilizers; between 1982 and 1984,
about 42% of total fertilizer supplies were allocated to the Northern and two
Upper regions. Fertilizer prices are currently determined by the Agricultural
Commodity Pricing Commitee. Although uniform prices are set for the whole
country, retail prices sometimes vary slightly since FASCOMs are allowed to
add small transport margins to the recommended price. The price of compound
fertilizer rose from #58.00 per bag in 1983 to ¢2,300.00 in 1988. The 1988
price includes a subsidy of 30% on each type of fertilizer, down from 42% in
1987 (see Table 6). The GOG sets prices to reflect margins for importers and
retailers. (See Table 7 for the GOG formula for the fertilizer subsidy and
price.) The cost of this subsidy to GOG in 1988 is ¢538.5 million.

1.6. Research

Food crop research is conducted by various categories of institutions
including institutes of the Council for Scientific and Industrial Research
(CSIR) and the universities. However, major responsibility for food crop
research lies with the Crop Resecarch Institute and Soil Reasearch Institute of
the CSIR. Functional areas of research by the CSIR have included breeding and
crop improvement, agronomy, weed control, entomology and pathology. 1In soil
science, major research in survey and classification, physics and fertility
has led to the mapping of suitable soil types for the cultivation of various
crops in Ghana. Food crops receiving major research attention are the
Cereals, grain legumes, vegetables, pineapple and oil palm. Moderate levels
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of research are being undertaken on the starchy staples. The Irrigation
Development Authority (IDA) conducts limited irrigation research whilst
relatively little work has been done on mechanization.

The activities of the CRI are supported by two research development research
projects; the Ghana Grains Development Project (GGDP) and the Ghana-German
Agricultural Research Project (GGARP). The Grains Development Board and
Extension Services Division of the MOA also participate in the GGDP by
conducting on-farm trials and verification/demonstration trials in cooperation
with CRI. The GGDP, through the farming systems approach, has developed
nation-wide maize and cowpea production technologies while the GGARP focuses
on developing low-input, soil and moisture-conserving technologies and
appropriate cropping systems involving cereals, lequmes and yam adapted to the
semi-arid environment and low-resource base of northern Ghana.

Two integrated agricultural development projects (VORADEP and URADEP)
undertake adaptive research through collaboration with GGDP and GGARP. The
three universities, apart from concentrating on basic research, also undertake
applied research on irrigated rice, vegetables, tree crops and starchy
staples. The Cil Palm Research Centre concentrates on oil palm while research
on cocoa and coffee is conducted by the Cocoa Research Institute.

The Ghanaian research system maintains strong linkages with the international
research system largely through the centers of the Consultative Group on
International Agricultural Research (CGIAR), especially CIMMYT, IITA, ICRISAT
and WARDA. Development agencies of foreign donors, including CIDA, GTZ, USAID
and the UN organizations (FAO, UNDP, and ILO) also support the national
research system.

1.7. Extension

Many organizations conduct agricultural extension in Ghana but the Extension
Services Department (ESD) of the MOA is the main agency responsible for
extension. The ESD has recently been carved out of the Crop Services
Department to centralize extension activities, concentrate on conducting
adaptive trials and disseminate agricultural technology information on almost
all non-cocoa crops using research results from the various research '
agencies. MOA extension staff are engaged in conducting demonstration trials
for the GGDP and the integrated projects in the Volta Region and nortnern
Ghana. Methods used include the Training & Visit system, on-farm verification
and demonstration trials and the focus and concentrate method. The GGDP uses
farmer-managed verification trials to demonstrate improved maize and cowpea
technologies.

A new approach to extension has been adopted by the Global 2000 project. This
project ensures the concurrent availability of essential inputs (improved
seeds and fertilizer), improved agronomic practices and credit. Project staff
demonstrate the technological package involving the use of improved seeds
planted in line and fertilized on the fields of selected farmers in the first
Year and supervise its application the following year on 1 acre. The number
of participating farmers in the project which now covers the whole country has
increased from 45 in 1986 to 15,000 in northern Ghana alone. Yield increases
have been spectacular while loan recovery rates have been 100%. All these
extension approaches are targeted at the small farmer.
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. 1.8. Agricultural Credit

The rural financial system consists of both the unregulated market and formal
sectors. The formal financial sector consists of three primary banks, seven
secondary banks, a cooperative bank and 120 rural banks. The informal sector
includes a form of rotating savings and credit association called "susu”,
moneylenders and credit unions.

Over the period 1984-86, an av: tage of 24% of total loans and advances from
the primary banks, 22% of those from secondary banks and 48% of those of rural
banks was lent to agriculture, including forestry and fishing. Total bank
credit to agriculture increased from ¢2,013 million in 1983 to Z 9,949 by
October 1987. Banks are mandated to maintain at least 20% of their lending
portfolio in agricultural credit. Following the liberalization of borrowing
and lending rates in 1987, commercial banks charged between 23% and 30% on
credit to the agricultural sector.

Rural banks are unit banks, owned and managed by local communities where they
are located. The rural banks account for less than 3% of the total deposits
mobilized by the banking system. The rural banks charge a flat interest rate
of 26.5%. However, including a 10% commitment fee and considering the limit
on lending per transaction, these banks charge effective annual interest rates
of about 60%. Borrowing from the informal "susu" system attracts annual
interest rates of about 40%.

1.9. Marketing

Three major types of traders operate in the traditional market: itinerant
traders who operate within limited geographical areas, the market-based
traders who dominate internal marketing, and food contractors who supply food
in bulk to large private and government institutions. The open traditional
marketing system functions with a great deal of competitive dynamism; price
levels and pricing sytems are based largely on the interaction of supply and
demand. Out of total annual maize production, 55% is stored by farmers at the
village level, 20% in private traders' stores and about 5% in public sector
storage facilities. Losses are greatest at the lowest level of the marketing
chain and are more for medium-scale farmers than small-scale farmers.

Where production and marketing cooperatives operate, they do so within the
context of the open traditional market, often acting more like wholesalers.
Cooperative marketing outlets are few at the retail level. In the state
sector, the Ghana Cocoa Marketing Board (COCOBOD) has a legal monopoly to
purchase, grade and expvort cocoa, coffee and shea nuts. Producer prices are
agreed on through negotiations between the COCOBOD, the government and
farmers. The Ghana National Procurement Agency (GNPA) undertakes bulk
importation of commodities such as rice, wheat and sugar for wholesaling and
also procures inputs such as tertilizer, farm machinery and implements. The
Ghana National Trading Corporation (GNTC) operates a large number of
distribution outlets for wholesaling and retailing both imported and domestic
agricultural products.

The GFDC's internal farm produce trade is dominated by maize and rice. The
GFDC purchosed only 16,445 MT of maize in the 1986/87 Season, representing
4.9% of total national marketable surplus. The Ghana Rice Mills Company, a
subsidiary of the GFDC, purchases all paddy crop from northern Ghana while the
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Créfﬁfﬁéréhohsing Company does so from southern Ghana and also distributes
maize. Total national storage capacity is 297,700 MT. o

1.10 Price Movements

Between 1970 and 1985, the prices of fruits and vegetables recorded the
highest price increases followed by yam and plantain., While cereal prices
rose less than the starchy staples as a class, the price of rice increased
higher than other cereals while cassava price exhibited the lowest increase.
Between 1985 and 1987, the national nominal average retail price of maize rose
by 171% while that of rice increased by 29%, while maize production increased
by 13% and rice production increased by 2% during the same period.

Prices exhibit extreme inter-seasonal fluctuations due to storage losses, food
shortages and inability of farmers and traders to hold stocks for long
periods. The average deflated wholesale price of maize rises by about 32%
during the low and high price months of October and April and 72% between the
trough and peak of the price curve in August and June. The low point of the
curve for grains is caused by early release by farmers of grain with high loss
potential onto the market and distress sales of small quantities to generate
cash for consumption use while the peak reflects low supply and a shift to
other staple foods in season.

2. CONSTRAINTS
For the purposes of discussion, the constraints to agricultural producEiVity
are classified into policy and non~-policy constraints, despite the

considerable overlap between the two categories.

2.1. Policy Constraints

A number of policy inadequacies constrain agricultural productivity in Ghana.
Public expenditure on agriculture has risen but is still inadequate. Public
expenditure on agriculture under the Public Investment Program was 2.0
billion in 1987 and is planned to increase to #12 billion in 1988-1990. There
still remain large subsidies on inputs and services supplied by public
agencies, especially in the cocoa sub-sector. Pai-territorial pricing of
inputs supplied by public agencies and GFDC salec hampers further
privatization of input supply and creates subsidized markets for those with
access to GFDC selling points. Agricultural income risk minimization policies
are undeveloped and inadequate. The GFDC cannot purchase more than 5% of
total national marketable surplus. It is thus a low-profile producer price
stabilization agent, although it has a bigger role to play in food security
through stock management.

It has been estimated that yield variability is a greater source of gross
revenue instability in maize production in Ghana than maize wholesale price
variability. Technological (such as breeding for yield stability in adverse
environmental conditions) and infrastructural interventions (such as
irrigation) are inadequate resulting in yield variablility. A proposed
experimental crop insurance scheme is yet to be initiated. There is no
agricultural technology development and dissemination policy regarding
priorities, funding mechanisms, manpower development and assessing technology.

19>
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‘2.2, Physical, Institutional, and Other Constraints

2.2.1. Land Management

Adverse environmental conditions such as drought and fragile soils render
production response tardy and inadequate. Evaporation exceeds rainfall during
5 out of 7 months in the southern savanna and during all rainy months in the
northern savvanna. Since production infrastructure such as irrigation and
drainage ~re inadequate, production response is dependent on the weather
resulting in uncertain and risky production.

2.2.2, Research and extension

Levels of Ffactor use and resource productivity in food production are low
largely due to the inaccessibility of improved technology to farmers and
inadequate levels of technical information dissemination through extension.,
Although agricultural research has a long history in Ghana, often research is
not tuned to fit into the target group's characteristics. Research needs to
be more closely tailored to the location and resource-specific circumstances
of the target group of small farmers. The system for evaluating variety
selection criteria such as grain yield, yield stability and adaptability and
milling quality at the research-institute level is not uniform. Apart from
breeding and agronomy, Jisciplines such as food sciences and economics are
rarely used in both the varietal development and agronomic research programs.
The management of the research system is entrusted to professional scientists
who may require managerial training. The coordination of research in Ghana is
extremely weak. The institutes of the CSIR are responsible to the Ministry of
Industries, Science and Technology (MIST). The coordination between MOA and
MIST, of on-farm and on-station research programs, between the CSIR and the
universities and, between the on-farm programs of the Ghana Grains Development
Project and the Nyankpala Agricultural Experiment Station needs to be
improved. A key constraint is inadequate funding of research. 1In 1984,
expenditures on agriculturat research, excluding research undertaken in the
universities, URADEP and VORADEP was 6% of the total agricultural budget and
only 0.2% of agricultural GDP, most of which was used to pay salaries and
emoluments of staff. The extension staff of the MOA are not adequately
involved in adaptive research to lay a solid foundation for effective
extension; most of the on-farm demonstrations under the GGDP was being done by
the staff of the GDB while a liason officer between the GGDP and the MOA
extension service was only appointed in 1985, six years fter the inception of
the project. However, MOA participation is now increasing.

A major cause of low adoption of improved technologies is that technological
packages for many crops have not been adequately extended to farmers. The'
agricultural extension system is extremely unwieldly as extension is
undertaken by many different organizations. This hinders effective
coordination and farmer targetting. Personnel lack adequate training in
extension methods and communications. Due to insufficent equipment and other
logistic requirements, mobility is seriously hampered; field personel lack
adequate transport to efficiently reach farmers. Extension aids are
inadequate. Almost 90% of the MOA expenditure on extension is on salaries for
staff and inadequate funds are available for essential non-salary recurrent
costs. Personnel are often assigned other tasks in addition to extension such
as input sales. The number of MOA extension staff has been estimated as 2500,
and the ratio of extension staff to farmers is low. There is inadequate
linkage with research.

\V
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Expensive, low quality and inadequate supply of farm inputs constitute the
major cause of the low level of modern technology use in traditional
agriculture. Late imports of fertilizer is a perennial problem; in the
current cropping season, fertilizer arrived at the ports in late April when
maize planting in southern Ghana had almost been completed. This lateness is
due to administrative projection of imports and delays in public secter
procurement. Furthermore, most of the compound fertilizers imported are not
the most efficient types for cereal vroduction. This is because fertilizer
recommendations were developed based on the types imported rather than the
opposite. The potassium component of the popular compound 15-15-15 fertiiizer
has negligible effect on maize and rice yield resulting in inefficient
application and reduced profitability. It is therefore necessary to
differentiate and promote grades and formulae that are tailored to the
characteristics of Ghanaian soils and crop nutrient requirements., However,
the MOA is now completing studies on what types of fertilizers are best suited
for Ghana, and it is reviewing the mix of fertilizer imports with donors who
are supplying them. A Fertilizer Extension Advisory Committee will be working
on this issue, assisted by a World Bank-financed advisor in the MOA Crop
Inputs Development Unit.

Fertilizer supplies are inadequate to meet demand levels as import levels are
determined by government buvigetary allocations, not by farmer demand while
requirements are estimated by the Ministry of Agriculture on the basis of
subjective estimates by district extension officers. Average annual import of
the popular 15-15-15 (N-P-K) compound fertilizer in 1984-87 satisfied only 12%
of the recommended agronomic requirement for cereal crops. The demand for
fertilizer is difficult to project because supplies are late in arriving,
adoption rates are not well measured and internal marketing results in large
losses. A majority of farmers are aware of fertilizers but few use it
reqularly; studies have indicated adoption rates of between 65 % in areas of
intense extension activity to 20% in other areas. Nationwide, the MOA
estimated that only 20%-30% of small farmers use fertilizers. Most farmers
apply fertilizer at rates far below recommended levels. The limited use is
due to many factors including poor extension knowledge and inadequate supply.

Pertilizer prices are fixed at the same level for the whole country resulting
in the cross-subsidization of users in the hinterland by farmers near the
ports and wholesale depots. The policy of pan-territorial pricing also
results in an overall subsidy on selling prices and acts as a disincentive to
private distribution and retailing. The subsidy is calculated on the CIF cost
as well as internal handling charges. The total cost of 30% subksidy on 35,709
MT of fertilizer imported in 1988 was ¢538.4 million. This total subsidy is
based on the retail price computed to include bank charges and interest in
bank loan that a private import would have incurred. Excluding the cost of
capital, the total subsidy was ¢384.69 million while the average subsidy per
bag drops to 24%. This high level of subsidy and inefficiencies in the
fertilizer supply system justify the need to privatize fertilizer importation
and marketing. '
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The inadequate supply and adoption of improved seeds is a key constraint to
increasing productivity. Quality control, processing and storage operations
differ among the various suppliers resulting in seeds of varied quality. Seed
certification and regulation services are non-existent due to the inactivity
of the National Seed Committee and the MOA Seed Inspection Unit. Many farmers
complain about the quality of seed sold by the GSC. The selling price of seed
is subsidised indirectly through government support for the Company's
operations which are not fully costed.

The GSC's sales performance has been very uneven. Based on rough estimates of
the demand for improved seed, the Company supplied 33% of the demand for
improved maize seed and 79% for improved rice seed in 1983. This fell in 1985
to 7% of demand for improved maize seed and 14% of demand for improved rice
seed. In 1987, the GSC recovered its 1983 market share in improved maize seed
but not in rice. However accurate demand estimates for improved seed are
lacking and need to be developed.

The present low demand for seed produced by the Company is due to a number of
factors including poor quality of products by the Company, increased prices,
low levels of extension activity resulting in low farmer awareness and
acceptance of improved seeds, the recommendation by extension workers that
farmers keep their own stock of open-pollinated composite variety maize seeds
and poor distribution and sales strategies and programs by the Company.

Although the Company contracts the cultivation of certified seeds to private
seed growers, and farmers purchase seeds from some private sector companies,
the direct role of the private sector in seed production and marketing is
limited. This is due to a number of factors including government subsidy of
seeds which results in a low seed:grain price ratio, lack of a seed inspecticn
and regqulatory service, the high cost of developing seed production facilities
and the perception in the private sector that the GSC was legally granted a
monopoly to supply cereal seeds. The inability of the GSC to operate
profitably severely limits the supply of improved seed since it could supply
all market needs if it operated efficiently. Further, the GSC is a drain on
the Government budget; net loss of the Company increased from ¢12.3 million in
1983 to ¢55.6 million in 1985 but dropped to ¢37.4 million in 1987. Total
accumulated loss between 1983 and 1987 was ¢154.4 million while outstanding
loan and interest rose from ¢44.0 million in 1983 to ¢123.6 million in 1987
(see Table 8). The assets of the GSC remain underutilized, and the

management of the GSC has not been able to turn the Company around.

2.2.5. Rural Infrastructure

Poor rural infrastructure acts as disincentive to improving productivity and
increasing production. There are about 21,000 km of feeder roads in Ghana.
Due mainly to lack of maintenance, this relatively well developed road network
has deteriorated to the point where economic activity was seriously affected.
In 1987, only 1168 KM of feeder road was maintained costing ¢7,061 million.
Despite increased allocations inder the PIP, budgetary resources are
inadequate to rehabilitate and develop rural infrastructure. Low levels of
irrigation contribute to low yield and instability in production and producer
incomes; less than 1% of total cultivable land is irrigated. The performance
of irrigation has been weak due to inappropriate choice of location, design,
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construction procedures and management systems. Returns from irrigated crops '

are low while irrigation facilities are expensive ranging from $10,000/HA to
$50,000/HA.

2.2.6. Marketing

This is one of the key constraints to increasing small holder productivity.
Poor rural roads and insufficient vehicular capacity, aggravated by inadequate
storage and marketing infrastruc:ture, contribute to a weak distribution
system. Underdeveloped distribution and marketing infrastructure and systems
as well as other causes of market failure raise production costs, hinder the
distribution and marketing of both inputs and products, lead to high storage
losses, result in excessively high marketing margins and reduce the potential
to produce high-value perishable crops. Farmers are often unable to store
produce for long periods. The prevalent practice of village-level storage
results in high post-harvest losses: total maize losses in farm storage hnas
been estimated to be in the range of 7% (after 1 month of storage) to 20%
(after 4 months) of quantity stored and slightly less of quantity harvested.
Measures are not adequately standardized, quality control is low while market
information systems are undeveloped; the MOA has only just started compiling
nation-wide retail price data. High marketing margins lead to an increase in
consumer prices without increasinc producer returns and increase the need for
more food imports.

2,2.7. Credit

The problem of 1low supply of improved technology and modern inputs is
exacerbated by inadeyiate access to formal crecit facilities by the majority
of small-scale farmers while the costs of credit from the informal financial
system are very high. The proportion of total credit from the primary and
secondary banking sector to the agricultural sector (including forestry and
fishing) fell from 35% in 1983 to 18% in 1987. Out of a demand of ¢7.9
billion for credit from the Agricultural Development Bank in 1983-1987, only
£1.6 billion was supplied. The unit Rural Banks lent under 3% of total credit
in 1987. Credit obtained for farmine is sometimes used on consumption
expenditures. 1Inadequate agricultural credit to the private sector limits
output and productive investment.

The banking sector is afflicted with many serious deficiencies including huge
non-performing loan portfolios, high operational cost, inadequate provisions
for losses, low capital base and inadequate acccunting and management

systems. The siiortage of agricultural credit, despite the mandate to banks to
lend at least 20% of their portfolio to the sector, is due to the weak
institutioral capacity of the banking sector and increased riskiness of
lending to small farmers. Also, small-scale farmers' demand for institutional
credit is low as they are discouraged by bureaucratic delays and other hidden
costs.

Information and incentive nroblems contribute to the undeveloped state of
financial markets. Effective institutional mechanisms for lending to farmers
and minimizing lending risks are undeveloped while the low level of technology
application lowers the farm-level profitability of agricultural credit. These
problems make lending to agriculture risky to financial institutions on the
supply side and result in high rates of credit default among borrowers on the
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demand side. The WOrld'Bank and other donors are now‘formulaﬁing programs to
address these constraints to rural finance.

Without credit it is doubtful if improved technologies can be effectively
adopted widely by small holders. The lack of farmer access to lower-cost
formal credit is a major constraint to farmer adoption of recommendations.

The example of the Global 2000 project supports this assertion. Prior efforts
at technology dissemination, such as through the T&V approach of VORADEP and
the on-farm verification/demonstration method of the GGDP and GDB, have not
resulted in the high rates of farmer adoption due largely to the lack of
credit to purchase inputs. Each farmer under the Global 2000 program is
granted credit in kind by banks to purchase fertilizer and improved seed. The
credit is repaid at harvest either in cash or in kind through MOA extension
staff to the bank. Although the system has merit, the practice of using
extension staff as debt collectors for the banks goes against the grain of
divesting the extension service of input sales activities to enable staff to
concentrate on delivering technological information. The banks need to
increase their role in debt collection under the project to ensure its
succesful expansion. It is likely that as private traders sell fertilizer and
seed, they will establish mehcanisms to extend credit to farmers.

2.2.8. Consumption

The relatively lower levels of cereals consumption compared to the starchy
staples constrains increased production. This is mainly due to low incomes
and because the use of cereals is largely limited to human consumption
requiring relatively little processing. It is necessary to develop expanded
consumption and alternate markets for cereals to encourage growth in
productivity.

2.2.9, Socio-cultural and Institutional

Factors such as low levels of farmer education, unequal access to land and
other production resources, high population growth rates and cultural taboos
on certain production practices act as impediments in the way of farmers'
response to economic incentives. The land market is relatively undeveloped
since most of the land is owned by traditional authorities on behalf of the
community. Although access to land for cultivation is relatively easy,
security of tenure and user rights are risky and weak.
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G £ IV A DD ComrLuy o LT ITD
W.TIOmA SALES TZTORT: = 195+

SEED 9t s R FRCETE T , L6 7
KIND Volume Sales vVolume Sales Voliums Sales Volume Sales Velums Salgs
CEREALS BAGS ¢ B3GS & BAGS ¢ BAGS ¢ BAGS g
Maize <, 300 7,740,000 1,200 12,006,000 900 4,32¢,000 %7180 7,632,000 <,586 17,587,236
Rice 11,750 11,750,000 750 3,825,000 2,000 &,00C,000 4,340 12,020,000 5,695 23,368,000
Sorghum 77 69,300 - - - - - - - - TF
Totals . 16,127 19,559,300 1,950 13,825,000 2,900 10,320,000 = 77,520 20,652,000 10,283 40,955,236 ~
LEGUMES ,
Groundnuts 1,475 1,180,000 575 1,437,500 - 925 1,387,500 185 370,000 . 1,009 2.521,7_51@
Cowpeas - - 77 1,078,000 99 1,108,800 70 980,000 130 1,565,060 -
Totals 1,475 1,180,000 652 2,515,500 1,024 2,496,300 - 255 1,350,000 1,132 2,086,810
VEGETABLE = 2,900,000 - 3,490,000 - 4,995,000 - 6,850,000 1,132 16,688,051
GRAND TOTALS - 23,639,300 - 21,830,500 = 17,811,300 - '28,852,000 - 61,730,097

Units: Maize - 100 KG/bag; Rice - 72.7 KG/bag; Groundmut - 36.4 KG/bag. (unshelled).



Year

1983

1985
1986

1987

crop

1 Maize
' Rice

Maize: .

h ,‘ 18‘
100"
24
38"

Table 2
GSC selling prices
‘ (¢/KG)

‘Rice -

13.8
170.1
41.25
41.25
.56.42

Table 3

Demand for Improved Maize and Rice Seed

Assumed Aver-
age Cultivated
Area (000 HA)

Area Under Sceding Gross Expected
Inproved Pate Mnual  Replace-
Seed (000) (kg/HA)  (MI) ment (%)

550
80

————

H.13

Estina ked .
Denond

165 IA 20 3300 402
24 1In 20 2160 50

(tar) -

1320
1ogo



Year -

1970

1971
1972
1973
1974
1975
1976
1977
1978
1979
-1980
1981
1982
1983
1984
1985
1986
1987

" Fertilizer Imports

Total

8250

8626
12307
16931
12470
22241
43983
26550
39360
58650
60460

46500

38350

29999

20100
32200

Table 4

(1)

H. 14

x

-
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Estumatea carry-over 1988
(MOA 1987 stocks)* 1989

1990
Sub-total
STP (HDF) 1988
1989
co 1990
E Sub-total
AFDB (ADF) 1988
’ 1989
‘ . 1990
Sub-total
Netherlands .1988
Japanese 1989
Others 1990
Sub-total
All sources 1988
i 1989
' . 1990
GRAND TOTAL (2 Year)

.- SOURCE MCA (FPME)

2

Table 5

" Projected Imports of Fertilizer (1988-1990)

0-206 15-15-15 - A/S (218N)

N/A -

8,500
10,000
18,500
12,500
13,000
25,500

1,700

11,700*
il,700
31,000
23,000
55,700

8,000
10,000
18,000

12,500
13,000
25,500
1z,000

13,509
13,709
20,50¢C
22,000
57,002

8,500
10,000
18,500

12,500
13,000
25,200
20,350
20,350
2C,250
20,500
22,000
64,550

N/A

5,000
3,000
§,000

Fertilizer Type (m.f.)‘j

5.S: #10-20-15 -

1,000
500
1,500
600

600
600
1,000
500
2,100

- * Includes-10,000 MT fertilizer of all wypes left over frcm 1987.

‘M/P¥ UREA . TOTAL

" ALL TYPES
-10,000

10,000

25,000
30,000
55,000

48,500
46,500
95,000

47,409
47,409
73,500
76,500
127,409

r——

~,
AN

b



- . Table 6 - .
Fertilizer prices and subsid
' (£/50 KG hag)

Y

Year Compound Fertilizer* Straight Fertilizer®

1983
1984
1985
1986
1987
1988

58
440
440
780

1380
2300

45
295
295
490
820

1600

" Subsidy (3)

45

NN

a0
66
42
30

* Compound fertilizer refers mainly to 15-15-15 and 20-20-0 wiiile
the straight type is mainly sulphate of ammonia.

- H,16
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-Table 7

1988 PRICE DETERMINATION BY AGRICULTURAL

POLICY- COORDINATION COMMITTEE'S FORMULA/BAG OF S0KG

COST ITEM —15-15-15 SULPHATE OF AMMONIA MURIATE OF POTASH - 10-20-15

1. CIF Cost #1,928.76 #1,118.30 1,726.02 3,026.89
2. Bank Charges 5% 96.40 55.92 " 86.30 151.85
3 Interest on Bank Loans 7.5% 144.65 .~ 83.87 1129.457 © 227,77
4. Transport and other charges. S N e

from Tema to Tamale 650;995‘5 650.00 1650.00. ~ . ./650.00
5. Total Expenses 2,819.81. 1,908.09 2,501.77 4,066.51
6. Importers Margin (7.5% - - . e o -

of Item 1) 144.65 83.87" 1 129,45 £.227.77
7. Wholesale Price(Item . - . e

5 + 6) - 2,964.46 1,991.96 " 2,721.22 4,294.28°
8. Retail Margin (108 of : o

. Item 7) . 295.45 $199.20 - 272.12 429.43
9. Retail Price without . .

subsidy (Item 7 + 8) 3,260.91 2,191.16 2,993.34 4,723.71
10. 30% subsidy 12,282.64 ©1,533.81 2,095.34 3,306.6

Reccmmended Price - .2,300.00 1,600.00 2,100.00 3,300.00

11.
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Table 8
. ANNUAL _OPERATTONAL, RESULTS
1987 1986 1985 . f 1985 1963
1. sales 75,809,901 54,474,520 34,556,728 35,734,928 23,725,636
2. Total Operating/Adm Expenses = 113,226,668 110,138,222 45,848,565 73,390,269 36,046,014
3. Bet Loss  377',"416,7'67 55,663,693 11,291,837 37,655,341 12,320,378
4. Number of Workers . .‘,‘349 375 391 493 504
5. Salaries & Wages 32,748,624 31,901,537 15,815,212 9,757,997 7,666,533
6. Outstanding Loan 110,137,505 98,137,505 53,322,532 36,942,664 36,281,576
7. Interest on Loan 13,520,000 19,621,432 6,530,761 3,672,067 797,832
- 8. Total Fixed Assets 45,615,210 40,256,584 34,925,769 34,564,194 22,637,465
9. ‘Current Depreciation 5,914,313 5,378,449 4,846,207 4,808,305 3,17?,313
| 98,228,586 61,190,692 44,761,185 68,529,069.

: 10. Current Assets

70,899,095



ANNEX I
' SECTOR IMPACT ANALYSIS
1. INTRODUCTION

This Annex contains selected analyses and tables to supplement the
presentation in Section 4.2.

Analyzing the impact of APPP interventions on the agricultural sector involves .

estimating the impact of policy reforms (in liberalizing and privatizing
fertilizer and seed supply) and local currency support (for MOA extension
services, policy stud es by the National Centre for Development Strategies,
(NCDS) and rural road program of the DFR) on agricultural productivity and
production at the purpose level, It also includes examining the impact of
these productivity and production changes on per capita income and employment
at the goal level.

It is difficult to attribute achievable yield to various causative factors
such as technology, credit and rural infrastructure. Therefore, although the
output of APPP interventions are estimated individually, the impact of the
outputs on program purpose and goal is determined jointly. It is also
difficult to isolate the impact of APPP interventions on yield from the impact
of other on-going agricultural development efforts. Cunsequently, in the
economic analysis of the overall APPP impact, it is assumed that APPP
contributes a certain percentage to the overall increase in benefits.

2, CONTRIBUTION TO APPP IMPACT

2,1, Pertilizer Privatization

Quantitative aspects

The cost of the subsidy on fertilizer in 1988 was ¢538.4 million.,.
TABLE 1

Cost of 30% Subsidy on Fertilizer - 1988
(including the cost of capital)

» , Unit Subsidy Import Total Cost of Subsiay
Type (per 50 kg ) (MT) (Cedis million)
15-15-15 ¢960.91 13,509 259.6
s/a* #591.16 20,550 243.0
Muriate of Potash #8935, 34 1,050 18.8
10-25-15 ¢1,423,71 600 17.1

* Sulphate of Ammonia

I.1
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Foodcrop production is generally responsive to fertilizer 'use as exemplified
by maize. o

TABLE 2

Maize Yield of Local and Improved Maize Varieties
from Farmer-Managed Fertilizer Trials (MT/HA) -- 1985'

Treatyiernt Local Improved (La Posta) 

No fertilizer 1.1
45-19-19kg of N:P:K 1.9

2.8

3.7
Source: GGDP (1986)

Even at current levels of minimum guaranteed prices (which are.much lower

than market prices), it is profitable for farmers to use unsubsidized

fertilizer.

TABLE 3

Impact of Fertilizer Subsidy on the Profitability
of Fertilizer and Improved Seed

Fertilizer cost* Benefit*

Total Cost Cost

Maize Rice** Maize Rice
Subsidized 0.20 0.17 1.42 l.Zéf
Unsubsidized  0.27 10,37 1.34 113

* Costs account for credit repayments while benefits include 5% return to
management

** Grade A paddy rice

2.2, Seed Industry

Privatizing or restructuring the Ghana Seed Company (GSC) so that it is a
self-sustaining supplier of improved seed will improve the environment
for the seed industry overall, encouraging market forces to play a
greater role in the supply of seed. This will have a large positive
impact on food crop production.

The capacity presently exists in the industry to increase supply of
improved seed to meet increased demands. The central Winaeba processing
and storage facility of the GSC alone has a designed stor:ge capacity of
2,000 MT while other GSC facilities exist, and contract growers possess
the technology to grow seeds of open pollinated cereals.

Y

-_
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Another potential result is a reduction in the cost of improved seed.
The yield of seed from GSC foundation farms is low. With high overhead,
management and credit costs, this results in high seed prices.

At present, only about 30% of cultivated area under maize production is
planted with improved varieties; with improved extension and fertilizer
supplies the proportion will increase. Assuming that farmers purchase new
maize seed every 2 to 3 years and new rice seed every year, the estimated
annual demand is 1320 MT and 1080 MT for maize and rice seeds respectively.
These estimates exclude essential provision for security stock.

TABLE 4

Demand for Improved Maize and Rice Seed

Crop . Assumed Aver-  Area Under Seeding Gross Expected Estimated
age Cultivated Improved Rate Annual Replace- Demand -
Area (000 HA) Seed (000) (kg/HA) (MT) ment (%) (MT)

Maize 550 165 HA 20 3300 40% 1320

Rice 80 24 HA 90 2160 50 1080

The genetic potential of the open-pollinated improved varieties of maize seed
presently available is not the limiting factor to increased yield. 1In order
to raise the genetic potential and increase the market for improve seed,
research has been initiated to develop hybrid maize varieties. However,
analysis of variety trials by the CRI showed that the best hybrid yielded only
9% more than the best open-pollinated variety.

TABLE 5

Maize Grain Yield in Farmer Managed Variety Trials (1985)

Maize Variety Yield (MT/HA)
Dobidi 2,49
Aburotia 2,26
Farmers Variety 1.81

Source: GGDP (1986)

2.3. Feeder Roads

The benefits of maintaining rural infrastructure are difficult to
estimate, as they have long-term impact and exhibit many externalities.

It is estimated that, between 1989-1991, APPP funding will maintain at
least an additional 2,100 km of feeder roads representing about 10% of
the feeder roads network in Ghana using the equipment-intensive method
and the labor-intensive approach.



TABLE 6

Impact of Local Currency Financing for Feeder Road Maiutenance
Labor-Intensive Grading and Shaping

1989 1990 1991 TOTAL
Employment generated*
(person-years) A
(a) Equipment ©.220 220 220 660
(b) Labor 1,980 © 1,980 1,980 5,940
Wage earning**
(¢ million) « ‘ ; e
(a) Equipment 5.7 7.6 9.2 .. 22.5
(b) Labor 76.0 101.9 122.4 + 300.3

Th1s refers to equipment-intensive and labor- intensive techniques.,
**Assuming that a laborer =arns #96,000 in 1988,>W1th a nominal
annual increase of 30 per cent,

3. OVERALL APPP IMPACT

3.1. Yield and Production Impact

The impact of APPP support on crop yield is expected to occur
through an increase in the yield from both the area presently under
improved technology (IT) and the new area to be brought under IT.
The analysis of the impact of APPP funding on cereal crop production
is based on fairly modest assumptions regarding adoption rates
presented in Section 4.2. The implications of these assumptions for
yield and production are shown below.

TABLE 7

Yield and Production Impact - Maize
(Percentage change from projected 1988 values)

Percentage Change
1988 1989 1991 1993 1995

Area under improved technology (000 HA) 550 5 18 31 58
Yield under improved technology (MT/HA) 1.4 7 29 57 ol
National average yield (MT/HA) 1;1‘ o 7 27 36
Total national output (000 MT) - .578 2 14 1337 ,;6

Per capita production (KG) 4 | 43 '}74‘ 7 ﬁféf 23

1.44’
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TABLE- 8

‘Yield and Production Impact - Rice’
‘(Percentage change from projected 1988 values)

Pecentage Change
1988 1989 1991 1993 1995

Area under improved technology (000 HA) 24 4 13 33 46

Yield under improved technology (MT/HA) 1.5 o 7 13 20

National average yield (MT/HA) 1.0 "0 ' 10 - ‘;07 29;

Total national output (OOO_uT) ‘:81 : '{; L%ﬂ 25 53;5

Per capita production (KG) €“‘6,¥ }Bf 3 Qib;fg;ig
TABLE 9

Yield and Production Impact - Sdrghum/Millet
(Percentage change from projected 1988 values)

Percentage Change
1988 1989 1991 1993 1995

Area under improved technology (000 HA) 29 -10 60 76 155
Yield under improved technology (MT/HA) 1.5 7 13 27 33
National average yield (MT/HA) 0.8 1] 13 13 25
Total national output (000 MT) 275 -2 . 8 12 16
Per capita production (KG)*¥ 21 -5 0 -5 —5”

* The decline in per capita production is because sorghum and millet
production is limited to the Northern, Upper East and Upper West regions.
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3.2, Benefit-Cost of APPP

The approach and assumptions used in the analysis are as follows. Since maize
and sorghum/millet are not traded, the domestic marke: price is the economic
price. But rice is valued at the import parity price which is the domestic
price equivalent of import, valued at the shadow exchange rate and adjusted by
a milling factor of 0.66. Production costs excluded contingency, debt
repayment and return to management. Labor was valued at the shadow wage rate
assumed to equal the going wage rate for agricultural labor in rural areas.
Externalities, especially those from the feeder road maintainance program were
difficult to quantify and were not included.

TABLE 10

Price and Cost Assumptions
Cumulative Percentage Change from 1988 Values

(A) Maize - Expected Price

Cumulative % Change

1988 1989 1991 1995
Fall in real price level 55,000 5 10 10
Increase in production cost 66,000 0 5 25

(B) Maize - Lower Price

Cumulative % Change

*

1988 1989 1991 1995
Fall in real price level 55,000 10 35 35
Increase in production cost 66,000 0 5 25

(C) Paddy Rice

Cumulative % Change

R : 1988* 1989 1991 1995
Fall in real price level 65,000 5 10 10
Increase in production cost 77,000 0 5 25

(D) Sorghum & Millet

Cumulative % Change

1988 1989 1991 1995
Fall in real price level 60,000 5 10 10
Increase in prcduction cost 65,000 0 5 25

*Units of 1988 values: Price ¢ 000/MT; Cost ¢ 000/HA
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Qverall APPP Cost-Benefit Analysis I: Baseline

The baseline case involved the expected adoption rate of maize technology and
the eipected maize price was calculated using the following parameters. It
was assumed that 25% of the incremental benefits from crop (maize, rice,
sorghum/millet) production is due to APPP support. Net benefits are
discounted at 25% to reflect the opportunity cost of capital. Benefits from
other crops and the feeder rcad program are not included. Cedis generated
from APPP dollars were valued at the shadow exchange rate and therefore
discounted at 30%.

TABLE 11

Overall APPP Cost-Benefit Analysis - Baseline

Discounted activity net benefit Discounted* Discounted. net
(¢ million) APPP cost APPP benefiti

Year Maize Rice Sorghum/Millet Total (¢ million) (¢ million)

1989 596 96 154 846 934 -88
1990 844 89 178 1111 1243 =132
1991 842 57 205 1104 1092 =12
1992 901 61 158 1120 - 1120
1993 961 34 154 1149 - 1149
1994 700 36 161 897 - 897
1995 691 34 123 834 - 843
1996 517 28 95 640 - 640
1997 498 19 108 625 - 625
1998 405 26 84 515 - 515
1999 371 16 74 461 - 461
2000 285 9 50 344 - 344
NPV = #6353 million

- Bre=1.9

* Discounted at 30%. Assumed shadow (homihal) exchange rates for
1989,-1990, 1991 are 270 (220), 250 (240),‘3QQ,(250).
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ANNEX J

INSTITUTIONAL ANALYSIS
MINISTRY OF ROADS AND HIGHWAYS
DEPARTMENT OF FEEDEF. ROADS

BACKGROUND

Ghana's road and highway network comprises about 35,000 km of which about
6,000 km are paved. The remainder are gravel or earth surfaced. The road
system is further classifieu as about 14,130 km of trunk roads (including
3,780 km of primary roads, 9,580 km of secondary roads, and 770 km of town
roads) and over 21,000 km of feeder roads. About 70% of trunk roads and 80%
of feeder roads are located in the southern half of the country where
population and economic activities are concentrated.

The Ministry of Roads and Highways (MRH) is responsible for this national
roads and highway network. The MRH operates essentially through two agencies,
the Ghana Highway Authority (GHA) for trunk roads, and the Department of
Feeder Roads (DFR) fur feeder roads. In 1983, a third agency, the Department
of Urban Roads (DUR), was set up under MRH to look after urban roads. It
became functional in 1988.

The organization and methodologies of the MRH and its dependencies have a
history of inadequate funding and inefficiency and are currently being
improved with technical and managerial assistance provided by the VWorld Bank
and other donors. Impressive progress has already been made in the Department
of Feeder Roads. The Ministry and GHA are not included in this analysis.

THE DEPARTMENT OF FEEDER ROADS

Scope of Responsibility

The Department of Feeder Roads is responsible for the feeder roads network.
Feeder roads are those roads that pass through farming areas to village
markets and connect the village markets to the orimary and secondary trunk
roads that inter-connect urban markets and commercial centers. As noted
earlier, over 21,000 km of the more than 35,000 km of road that comprise
Ghana's road and highway network are feeder roads.

Only 914 km of the total feeder road network are paved. The balance (over
20,000 km) have gravel or dirt surfaces. Several thousand kilometers were
built by mining and timber companies without concern for long-term maintenance
requirements and costs. Consequently most of these have few culverts,
inadequate or no side drainage ditches, and steep grades that become slippery
during rains. During the long economic depression, many of the roads that had
been properly designed and built were neglected and allowed to deteriorate.

The DFR classifies the condition of feeder roads as good, fair, or poor.
Roads classified as good are those that can be transited by 2-wheel drive
vehicles throughout the year regardless of weather conditions. Roads that are

V7
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classified as fair are those that cannot be transited during the rainy season
in 2-wheel drive vehicles. Poor condition roads can only be transited in
4-wheel drive vehicles and tractors regardless of the season. Approximately
12,000 km of feeder road (57% of the total) are in poor condition and can only
be transited in 4-wheel drive vehicles. Another 5,000 km (24% of the total)
are classified as fair. Only about 4,000 km (19% of the total), are
classified as good. [(See Table 4.)

Consistent with other aspects of Ghana's Economy, feeder roads are divided
into two broad categories for funding responsibility purposes: Cocoa Feeder
Roads and Non-Cocoa Feeder Roads. The Ghana Cocoa Board (COCOBOD) is
responsible for the main export cash crops of Ghana (cocoa, coffee and shea
nuts) and is now required to provide up to 6% of the revenue it receives from
the export of these crops for the development and maintenance of the trunk and
feeder roads that serve the major producing areas of these crops. These roads
are known as COCOA ROADS. 1In 1988, 12,000 km of feeder roads (57% of the
national total) were classified as Cocoa Feeder Roads. The balance, (9000 km
- 43%) was classified as Non-Cocoa Feeder Roads.

Prior to 1987, COCOBOD built all Cocoa Roads and provided them limited
maintenance. That year the responsibility of the DFR was expanded to include
Cocoa Feeder Roads. Separate accounts and data are maintained for Cocoa and
Non-Cocoa Roads because funds made available by COCOBOD may not be co-mingled
with funds made available by the GOG from its fuel tax-based Road Fund and
general revenue for Non-Cocoa Feeder Roads. The use of Cocoa Road funds are
subject to COCOBOD approval at the planning stage and for each specific
disbursement.

Basic Program Policy

Roads that are unusable at critical times of the year are serious constraints
to efforts to increase agricultural productivity because both farming inputs
and marketable output of areas with such roads are often limited to what can
be carried on the heads of primarily women and children. Recognizing this and
the deteriorated condition of most already-existing roads, the GOG has adopted
a policy under its Economic Recovery Program to focus almost all feeder road
investments on the rehabilitation and maintenance of already built roads.

Other important feeder road policies include:

a) community participation in routine maintenance of rehabilijtated roads
under a "Community Road Care" (CRC) program;

b) the continued shift from force account crews to the use of local private
sector cc-tractors; and

c) the introduction of labor intensive methodology for feeder road
rehabilitation and maintenance.



N Jl3
Program Objectives

The basic objective of the current (1988-90) feeder roads program is to
improve accessibility of rural areas to facilitate the movement of people and
agricultural produce, that is, eliminate the condition of feeder roads as a
serious constraint to increased agricultural productivity.

Program Strategies

To achieve the objectives of the Program, the DFR has adopted strategies that
have been demonstrated to be effective in Ghana and other countries. The
framework of the strategies are:

a) spot improvement of rnads which have been rendered impassable by isolated‘
physical obstructions, erosion, slippery slopes, etc.; o

b) grading, reshaping and improvement of the drainage of roads rendered bad
by loss of shape due to poor side drainage and neglect;

c) construction of new or replacement of damaged or undersized culverts on
passable roads to reduce maintenance costs;

d) clearing of right-of-ways and general improvement of roads which have
been reduced to "non-road condition"® as a consequence of poor or
non-engineered design and/or construction or decades of neglect or both;

e) full gravelling of spot-improved and reshaped roads;

£) the intensification of routine maintenance through the involvement of
local communities; and

g) expanded use of the ILO-sponsored labor-intensive technology that was
acquired under the World Bank-funded Roads Rehabilitation and Maintenance
Project. The aims of the use of the technology are to create jobs and
reduce dependence on expensive imported heavy construction equipment.

Program Activities

The GOG has included four major feeder road activities or projects in the
current three-year (1988-90) Public Investment Program (PIP): (a) Non-Cocoa
Feeder Road Development; (b) Non-Cocoa Feeder Roads Rehabilitation and
Maintenance; (c) Cocoa Feeder Roads Development, Rehabilitation and
Maintenance; and (d) PAMSCAD Labor Intensive Feeder Roads Rehabilitation.

a) New Non-Cocoa Feeder Road Development

The GOG has recognized that some already started roads should be finished and
that a few new feeder roads will be required to link such neglected areas as
the Afram-Plains which have great potential for agricultural development. In
line with the policy to focus on rehabilitation and maintenance of existing
roads, new non-cocoa feeder road development is planned to average no more



than 100 km of new road per year during the three-year period. Roads to be
conStructed will be selected using the following criteria:

(i) roads already under construction that are substantially completed
and which it would not be economically feasible to stop; and

(ii) new roads which have a calculated economic rate of return of no less
than 15% and are demonstrated to be vital to other economic
development plans and activities.

b) Non-Cocoa Feeder Roads Rehabilitation and Maintenance; and

c) Cocoa Feeder Roads Development, Rehabilitation and Maintenance Programs

The DFR has developed distinct projects for each of these two categories of
roads because, as already noted, it must account to COCOBOD on how it uses
COCOBOD-provided feeder road funds. Except for quantities and the inclusion
of new cocoa road development in the Cocoa Roads Project, the projects are the
same.

At a cost of ¢#¢4,995 million, planned three-year outputs and cost elements of
the Non-Cocoa Feeder Roads Project are (a) 11,400 km of road graded and
reshaped, (b) 1,170 km of full regravelling, (c) 444 km of spot improvement,
(d) 840 drainage structures installed/replaced, (e) the rehabilitation of 23
graders, 11 rollers and 10 bulldozers, and (f) the purchase of 10 new motor
graders. Technical and training assistance is being provided under the World
Bank sponsored Roads Rehabiitation and Maintenance Project which is listed
separately in the PIP. The World Bank-sponsored Transport Rehabilitation
Project indicates the Economic Rate of Return of the Non-Cocoa Feeder Roads
Project activities to be 25%.

For the Cocoa Feeder Roads Project, the planned outputs are: {a) 5,400 km of
road graded and shaped, (b) 1,400 km regravelled, (c) 300 km of spot
improvement, (d) 800 drainage structures installed/replaced and (e) 80 km of
new road built. The estimated three-year cost of the Project is ¢3,960
million., Technical assistance and other foreign exchange cost elements of this
project are being provided under the World Bank-sponsored Cocoa Rehabilitation
Project which is also listed separately in the PIP. The PIP project
description specifies that cocoa roads and networks will be selected that
provide a minimum economic rate of return of 15%.

d) PAMSCAD Intensive Labor Feeder Roads Rehabilitation and Maintenance
Project

In addition to the three "regular" programs, the DFR has been requested by the
GOG to develop an intensive labor feeder roads project for funding under the
GOG's proposed "Programme of Action to Mitigate the Social Costs of
Adjustment” (PAMSCAD). (Summaries of PAMSCAD and the PAMSCAD Feeder Roads
Project are provided in Attachment J-1, available in USAID files).

The aim of the PAMSCAD Feeder Roads Projec 1is to create jobs in the Eastern
region, which is near the capital and has a very high unemployment rate,
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through the rehabilitation of important feeder roads using labor-~intensive
technology that is being acquired with ILO assistance under the
already-mentioned World Bank-sponsored Roads Rehabilitation and Maintenance
Project.

The total cost of the four year project (1988-91) is estimated to be cedis
2,361 million. Although the Economic Rate of Return has not been calculated,
it is expected, based on pilot project experience, that costs for the same
work using labor-intensive technology will be about 5% less than the use of
capital-intensive technology. The project is expected to provide 1,320 jobs
for laborers working approximately 2 months each year for each of the 18
contractors to be engaged on the project.

DFR Staffing and Organization

The responsibilities of the DFR were more than doubled in January 1987 when
the COCOBOD was required to pass its responsibility for Cocoa Feeder Roads to
DFR. This required a substantial increase in the engineering and
administrative staff of the DFR which is still on-going. This change came
while the DFR was in the process of reducing its force account labor force as
a consequence of an earlier decision to contract most field activities. The
resulting increase in the number of new key staff and contractors might
surface as a significant constraint to the achievement of the DFR's rather
ambitious output targets if adequate attention is not given to their
training., Table 5 summarizes DFR staffing changes from 1985-88. Table 7
provides similar information for contractors over a longer period. The trends
reflected in the tables will continue through the 1988-90 period.

The DFR, in response to recommendations of World Bank-financed consultants,
has undergone several adjustments in its organization since it was created in
1982. The most recent adjustment, which became effective January 1968,
included the creation of two new second level units; one for development
(planning), and the other for administration. The resultant new organization
is shown on Chart 1. A qualified engineer has been appointed to the new
Deputy Director (Development) position and is currently abroad receiving
specialized World Bank-financed training. An already on-board employee has
been selected for the Deputy Director (Administration) position.

Except for the filling of the two new positions, there have been no recent
changes in senior DFR management. The Director of the DFR has served in that
position since the DFR was created. He is recognized by both his colleagues
and donor representatives as being well qualified and thoroughly committed to
DFR's mandate.

Local Private Sector Contractors

As already noted, it is now DFR policy to contract almost all feeder roads
development, rehabilitation and maintenance activities with local private
sector contractors. The only regular exceptions are routine grass cutting and
some culvert cleaning by DFR's ever decreasing in number force account crews
and routine maintenance activities under the not yet fully sperational



J.6
Community Roads Care Program. Quantities and estimated costs of activities
that are scheduled to be contracted under the current program are summarized
in Tables 1, 2, and 3.

The DFR used to award contracts on a pre-determined unit rate basis. 1In
January 1987, as the GOG had agreed with the World Bank, the DFR began to
convert to the use of competitively awarded contracts. The new system was to
have and did become effective nationwide on January 1, 1988.

An important element of the new system is the pre-qualification of contractors
in accordance with pre-determined, objective criteria to perform the various
types of work required. As of July 1, 1988, 600 local contractors were
identified as being interested in performing work for the DFR. Of that
number, 213 had satisfied the requirements and were registered with the
Ministry of Roads and Highways as prequalified. Of these, 104 have already
been awarded one or more contracts. Table 7 provides similar information for
earlier and later years. fThic information strongly suggests that sufficient
numbers of contractors will always be available for activities to be
contracted by the DFR.,

While the numbers of contractors available does not appear to be a problem,
the DFR is experiencing delays in the award of contracts under the new
competitive procedures. These delays are attributable in part to the new
procedures themselves but also to new DFR employees and contractors who are
still on the learning curve. Fcr the same reasons, problems will likely be
experienced in the administration of contracts awarded under the new system.
This is an area that warrants close monitoring. Special attention should be
given to the identification of training needs.

Technical Assistance

Reference has been made to substantial levels of expatriate technical
assistance that the DFR has received and continues to receive. A summary of
the assistance is provided in Table 6. (More detailed information is provided
in the Attachment J-1 under the summaries of the Roads Rehabilitation and
Maintenance, Transport Sector Rehabilitation, and Cocoa Rehabilitation
Projects). Both the level and types of assistance being provided are judged
to be adequate.

Training

With the assistance of the ILO, a number of DFR engineers and

employees of candidate contractors are being provided training in
labor-intensive rural road rehabilitation and maintenance technology.
Otherwise, little in-house training is being provided. Out-of-country
specialized training that is being provided under World Bank and other
donor-financed projects appears to he adequate. An important area where
training is not being provided but apparently is needed is in the new
competitive contracting procedures and the documentation required to support
requests for disbursements from both the Ministry of Finance and donors. This
observation is based on reported delays in the award of contracts and a



statement in a recent quarterly report of DFR consultants that incomplete
documentation submitted to support requests for disbursements was a
contributing cause for the delays in disbursements by the Ministry of Finance

and

donors. (See Table 11.)

Vehicles and Equipment

Mobility is crucial to effective administration of Ghana's extensive feeder

road network.

Even though the most acute problems of transportation appear to
have been overcome, serious problems still exist and more inspection and

supervisory vehicles and radios are required to enable the Department to be

effective at all levels and in all areas of the country.

At the same time,

minimum levels of heavy equipment are required to support the Community Roads
Care Program and perform work that for one reason or another should not or

cannot be contracted.
requirements and procurement plans of the DFR.
already available for these purchases,

Tables 8 and 9 summarize current vehicle and equipment
Substantial donor funding is
More foreign exchange could be made

available if required by using some of the large amounts that are budgeted
under the Roads Rehabilitation and Maintenance Project and other projects to

cover local currency costs.

Sufficient numbers of handtools are required for the DFR to be able to

This would require that additional local currency
be made available to replace the rebudgeted foreign exchange.

effectively use its remaining force account laborers and organize an effective

Community Road Care Program.
to be a serious constraint to effective road maintenance.

and
the

be required, it might be obtained as suggested for the case of vehicles.

Shortages of these tools have been and continue
This is recognized

additional tools are being procured. Table 10 summarizes the needs and
current status of procurement. If additional foreign exchange is found to

Funding Requirements

The funding requirements of the four feeder road activities described above

are:

a)
b)

c)

d)

Costs
¢ x 106)
FX LC Total
New Non-Cocoa Feeder Road Development - 1,200 1,200
Non-Cocoa Roads Rehabilitation
and Maintenance 1,140 3,855 4,995
Cocoa Roads Development, Rehabilitation
and Maintenance —-— 3,960 3,960
PAMSCAD Intensive Labor Feeder Roads ,
Rehabilitation and Maintenance 1,022 1,339 2,361
TOTAL 2,162 10,354 12,516

J'7
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The status of funding for each activity is as follows:

a) New Non-Cocoa Feeder Road Development

According to the PIP, the annual funding requirements are: 1988 - ¢151
million; 1989 - ¢200 million; 1990 - ¢300 million; and 1991 - ¢549 million.
(Requirements and shortfalls are tabulated in Table 12).

As of 6/30/88, the GOG had allocated ¢294.4 million for this activity for
1988. The excess is to cover the cost of contracts that were signed in 1987
and completed in 1988. Sources of funds to cover the requirements of
subsequent years have not yet been identifiied.

b) Non-Cocoa Roads Rehabilitation and Maintenance

CIDA is providing ¢918 million equivalent in foreign exchange to cover the
cost of rehabilitating road maintenance equipment. The World Bank is expected
to cover ¢2,700 million of the local currency cost under the Transport Sector
Rehabilitation Project., The GOG must find funds for the balance of the costs
(£1,300 million) of which ¢222 million are foreign exchange costs and ¢1,100
million are local currency. The PIP shows the total annual funding shortfalls
to be: 1988 - ¢1221 million; 1989 - ¢530 million; and 1990 - ¢432 million.
(See Table 12.)

Actual allocations to 6/30/88 for 1988 amounted to #£337.5 million. The GOG is
still searching for funds to cover this year's shortfall and the requirements
of 1989 and 1990.

c) Cocoa Roads Development, Rehabilitation and Maintenance

As defined in the PIP, this activity does not have foreign exchange costs.

The local currency cost, (the total cost) is ¢3,960 million. According to the
PIP, only ¢1,000 million of this amount has been sourced leaving the annual
funding shortfalls as follows: 1988 - ¢368 million; 1989 - ¢1,556 million,
and 1990 - ¢989 million.

As of 6/30/88, ¢1,047 had actually been allocated for 1988. The GOG is also
searching for funds to cover the funding shortfalls.

d) PAMSCAD Intensive Labor Feeder Roads Rehabilitation

and Maintenance
The total estimated cost of this project is ¢2,361 million of which ¢1,022
million eguivalent is in foreign exchange costs. The balance of the costs,
#¢1,339 million, is local currency. The PIP shows the total annual funding
requirement to be: 1988 - ¢160 million; 1989 - ¢494 million; 1990 -~ #791
million; and 1991 - ¢916 million. As of 7/31/88 none of the funding required
had been sourced.

The PIP indicates that the World Bank is expected to help mobilize external
sources to cover the foreign exchange costs of the project.

Conclusions

The policies, strategies and objectives of the GOG/DFR's overall Feeder Roads
Program are based on sound economic criteria and are well defined in terms of
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planned output, geographical focus and costs. Also, the Program appears to be
well managed with adequate technical, financial and administrative controls.
These assertions are substantiated by the numerous endorsements and support
the Program is receiving from a number of donors including the Worid Bank.

While even higher targets would be economically justified, the planned outputs
of the Program appear reasonable considering financial constraints and the
overall economic dovelopment requirements of the country. The work “o be done
has been identified, and sound and reasonable cost technologies and
methodologies have been selected and to a large extent learned. The remaining
major uncertainty is the level of funding that will be available to finance
the Program.

It is reasonable to assume that any funds made available to support the
Non-Cocoa and PAMSCAD Feeder Road Projects will be well spent and properly
accounted for.

|

J
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CHART 1

ORGANIZATION CHART
DEPARTMENT OF FEEDER ROADS
MINISTRY OF ROADS AND HIGHWAYS

DIRECTOR

INTERNAL
AUDIT

DEPUTY DIRECTOR
DEVELOPMENT

DEPUTY DIRECTOR

PLANNING
SURV. & DESIGN

QUANT. SURV.
DEV. PROT.

DEPUTY DIRECTOR

10
REGIONS

ADMINISTRATION MAINTENANCE
PERSONNEL MICE. PROJ.
GENERAL ADM. COCOA PROJ.
ACCOUNTS SPECIAL PROJ.

& MONITORING
MECHANICAL

32 ROAD
DISTRICTS
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| TABLE 1 | |
NON-COCOA FEEDER ROADS REHABILITATION AND MAINTENANCE BY-CONTRACT (EXCLUDING PAMSCAD) -

ACTIVITY

CALENDAR
YEAR GRADING § FULL SPOT DRAINAGE STRUCTURES TOTAL
SHAPING REGRAVELLING IMPROVEMENTS(1) INSTALLED/REPLACED
OUTPUT _ EXPEND. OUTPUT _ EXPEND. OUTPUT __ EXPEND. OUTPUT _ EXPEND. TOTAL
(M) (¢ x 106) (xM) (¢ x 100) (XM) (¢ x 109) NUMBER (¢ x 109) (¢ x 106)

1983
(ACTUAL) 2,000 28 31 6 - - 39 10 44
1984
(ACTUAL) 1,522 40 54 24 - - 37 20 -84
1985 : . . _ o :
(ACTUAL) 660 75 ; - - - - < - 75
1986 Lt . o S L E e
(ACTUAL) 717 . 74 . 257 . 165. - .29 268
1987 N ‘ e o L ST Ty o
(ACTUAL) 1,055 105 113 143 19 142 198 80 ... 470
1988 S . : S e
(PLANNED) 2,000 260 - 400 = 480 100 200 300 - 150 ‘1,090 -
1989 , R T e
(PLANNED) 2,000 260 500 600 100 200 300 .. 150 1;210
1990 - T R :
(PLANNED) 2,000 260 600 720 100 200 400 200 - 1,380
TOTAL R ST R L
(PLARNNED) e i : : o B .
1988-1990 6,000 .. .780 .1,500 1,800 300 600 1,000 500 3,680




J.12

COCOA FEEDER ROADS REHABILITATION AND MAINTENAMCE BY CONTRACT

TABLE 2

ACTIVITY

CALENDAR
YEAR GRADING § FULL SPOT , DRAINAGE STRUCITURES — REHABILITATION TOTAL
SHAPING REGRAVELLING IMPROVEMENTS(1) INSTALLED/REPLACED ~ § CONSTRUCTION
OUTPUT _EXPEND, OUTPUT _ EXPEND, OUTPUT  EXPEND, OUTPUT  EXPEND,  OUTPUT EXPEND. TOTAL_
() (¢ x 106) (M) (¢ x 109) (kM) (¢ x 106) NMBER (¢ x 108)  (KM) (¢ x 106) (¢ x 106)

1988
(PLANNED) 3,800 502 800 960 150 300 350 180 55 440 2,382
1989
(PLANNED) 2,000 260 600 720 100 200 300 150 30 240 1,570
1990 _ . | _
(PLANNED) 2,000 - 260 800 960 100 200 400 200 . 300 240 1,860
- - _
(PLANNED) | ) ,
1987-1990 7,800 1;022; 350 700 1,050° 530 “115 - 920 5,812

02,200

2,640



TARYLE 3

PLANNED OUTPUTS AND COST

 PAMSCAD INTENSIVE LABOP FFEI'YR ROADS

REHABILITATION AND MAINTRMANCE PROJECT

YEAR Ceneral! Teliabilitation
and Tmprovement
CUTPEITY  ITXPEMD
(€ (¢ ¥ 106)

1988 I 160

1989 234 104

1990 596 791

1901 617 "6

Total 1,458 2,36]

J.13
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TATIY 4

ACTUAL AND PROJECTED CHANGES IN FEEDFR RCAT INVENTORY AND CONTITION CATEGORIES

Calendar Total Kilometers
Year Kms of Feeder Road Good (2} Fair (3) Poor (4)
National in Inventory(l)

1686

(Actual) 14,000 2,000 3,000 9,000
1087

(Actual) 14,000 2,800 4,200 7,000
1088 « ~

(Planned) 21,000 4,000 5,000 12,000
1989 |

(Planned) 24,000 | 6,000 6,000 12,000
1090

(Planned) 24,000 8,000 8,000 8,000
1991

(Planned) 24,000 10,000 10,000 4,000

(1) Changes as a result of ar on-soing inventor lus minor amounts of new construction.
[=] <o o

(2) Good: Poads that can he transited bv 2-whee! drive vehicles through out the vear regardless of
weather condition.

(3} Fair: Roads that can not be transited during the rainy season in 2-wheel drive vehicles.

(4) Poor: Roads that can only be transited in 4-wheel! drive vehicles and tractors regardless of the
season.



LaLepory

Management /Engineers -

Technicians
Administration
Laborers

Total

1985
34
339

154
1,275
1,802

TABLE 5

. EMPLOYEES ON DFR PAYROLL

1986
38
340

153

1,142
1,673

1567
1,081
1,651

11988

50
352

185
940
1,527

J. 15
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Year/Type
1986

a. Management Advisors
b. Engineers

c. Planner/Economist
d. Trainers

1987

a. Management Advisors
b. Engineers

c. Planner/Economist
d. Trainers

1988

a. Management Advisors
b. Engineers

c. Planner/Economist
d. Trainers

1989

a. Management Advisors
b. Engineers

c. Planner/Economist
d. Trainers

1990

a. Management Advisors
b. Engineers

c. Planner/Economist
d. Trainers

TABLE 6
LONG-TERM EXPATRIATE

CONSULTANTS AND TRAINERS

Number

Required/Planned

On-Board

Sonm. conH

N O

oo MNH cCom

J.16
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DFR CONTRACTORS
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Calendar Number Available Number Used
Year Registered Unregistered Registered Unregistered
(1) (2) (1) (2)

1985
(ACTUAL) - 600 - 40
1986
(ACTUAL) - 600 - 80
1987 ‘ .
(ACTUAL) 33 - 567 L= 160
1988 S it i
(PLANNED) 213 387 104 -
1989 i A 2
(PLANNED) 250 350 120 =
1990 o R i
(PLANNED) 300 300 140: -
1991 ‘ R o
(PLANNED) 350 250 140 -

(1) Refers to Contractors who have been prequalified by the Ministry of Roads and

Highways for Roads work of the Ministry.

(2) Refers to Contractors who have not been prequalified.
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© TABLE 8
DFR VEHICLES

Number of Units

TYbé of Vehicle Required On-Hand Shortage On-Order
1. ’Supervisory

4 x 4 Vehicles 166 32 134 11
2. Dump Trucks 41(1) 12 29 : _@
3. Ag. Tractors 73(2) 15 «53 o f@f
4. Trailer 103(3) 45 *5éf fé?
5. Motorbikes 163 31  i;:f 0
6. Buses 11 fOi‘ gii %br
7. Flat Truck 2 10:; i:Z 0
8. Lowbed Truck z fij; ij? {ig
9. Water Tanker Zf :b5i fiZ? jbi
10. Mobile Service Truck 2 1 Y i0f1

(1) 1 Truck each for 29 districts for routine work plus a tOtalﬁofffo
for labor intensive work in 3 districts. -

(2) 2 Tractors each for 29 districts for routine work plus a total of 15 -
more for labor intensive work in 3 districts. Coe '

(3) Three trailers each for 15 tractors plus 1 each for the balance of : -
tractors (58). iy .01 ‘



 TABLE 9

DFR EQUIPMENT

Type Required

Number of Units

On-Hand Shortage On-Order
1. Motor Grader 32 10 22 10
2. Bulldozer 32 10 22 0
3. Roller S 39(1) 20 19 o
4. Concrete mixer 32 0 ;32; ié;
5. Chainsaw 3 45' f28ﬁ fbf
6. Water pump 32 4 5 ;28f %6;
7. Concrete vibrator 64 {Of_ }@ﬁ* tbg
8. Tractor with . - o
loading attachment 32 0 132~ fp;
(1) 1 each for 29 districts for routine work pius a totas or Lu extra:

units for labor intensive work in 3 districts.

J.19



TABLE 10

= HAND TOOLS FOR DI'R CREWS
AND COMMUNITY ROAD CARE PROGRAM VOLUNTEERS

Serviceahle
Type Requi red On-lland Shortage On-Order
1. Cutting 21,402 1,460 20,442 0
2, Digging 26,400 1,200 24,800 0
3. Spreading and
Compacting 7,612 330 7,282 0
4, Measuring 1,460 66 1,394 0

J.20
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TABLE 11
LABOUR INTENSIVE METHODS TRAINING REQUIRBMENTS, 1985 - 1991 (1)

‘ DFR PERSONNEL ] . CONTRACTOR PERSONNEL
Calendar " Total Total Total Total Balance Estimated Estimated Total Total Balance
Year Number Number Mumber Number Requiring Total Total Number Number Requiring
on-Board Requiring Already Finishing Training Number Number Already Finishing Training
Training Trained(2) Training(3) BY 12/31/91 on Work Requiring Trained(2) Training(3) by 12/31/91
Force Training
1985
(Actual) 1796 367 0 0 367 NK NK NK NK NK
1986
(Actual} 1773 378 0 0 367 NK 28 0 0 NK
1987 .
(Planned) 1551 403 28 0 375 NK 28 28 0 - NK
1988 . -
(Planned) *1527 402 . 28 - 28 346 NK 24 28 : 24 NK
1989 Co .
(Planned) *1512 346 56 < 28 - 318 NK 48 52 48 NK
1990 . -
(Planned) *1497 318 84 28 290 NK 48 100 - -48 - __NK
1991 L . _
(Planned) *1482 290 112 28° 262 NK 48 148 48 NK

(1) Refers to the training required for thz adoption of labour intensive rehabilitation and routine

maintenance methods and the new lowest bid based contracting system in all regions of Ghana.

(2) Number already trained as of 1st day of respective year.

(3) During the respective year.

NK = Not known

* Projected figures are based on an increase of 5 engineers and a reduction of 20 laborers/year on DFR's staff.



" AND SHORTFALLS OF NATIONAL FEEDER

TABLE 12
FUNDING REQUIREMENTS

J.22

ROADS PROGRAM
(¢ x 109)

ACTIVITY

YEAR

1988

1989 1990 1991 TOTAL

1. Amount actually allocated by 6/30/88.

New Non-Cocoa Roads
Development

a. funding required
b. funding secured
c. funding shortfall

Non-Cocoa Roads
Rehabilitation

a. funding requird
b. funding secured

c. funding shortfall

Cocoa Roads Development

and Rehabilitation
a. funding required
b. funding secured
c. funding shortfall

PAMSCAD Labor
Intensive Project

a. funding required
b. funding secured
c¢. funding shortfall
Total Program

a. total funding
required

b. total funding
secured

c. total funding
shortfall

completed in 1988,
2. Amount actually allocated by 6/30/88.

151
294(1)
-143

1,559
338(2)
1,221

1,415
1,047(2)
368

160 -
160
3,285

1,679(1)

1,606

o494 791916

200 300 549,

o 294
200 300 549 906

1,874 1,52 - 4,995

1,34 1,100 - 2,812

1,55 989 - 3,960
SR o 1,04

1,55 989 - 2,913

S494 791 916 2,361

2,361

4,124 3,642 1,465 . 12,516

1,344 1,130 - 4,153

2,780 2,512 1,465 8,363

Includes funding for 1987 contracts
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ANNEX K
FINANCIAL MANAGEMENT ASSESSMENT
Peat Marwick O%oh Consultants, Accra July 1988

. [Full Report in USAID Files]
EXECUTIVE SUMMRRY K.2

This report comprises seven parts, viz
1. Introduction
2. Methodolagy
3. wecutive Summary
4, Findings and Récébméﬁdéﬁi@hé
. | Eﬁpected Impact af“ébﬁ§ ?Qnﬁé;
&, Currency Trackiné Systeh,.éﬁd

7. Conclusion

Certain instituticons of Government namely.

The Department of Feeder Roads

Ministry of Agriculture Extension Services Department
Volta Regicn Agricultural Development Project, and
Ghana Center for Develoapment Strategies

have been identified by the USAID Missicn to Ghana to
participate in a proposed Agricultuwral Productivity Fromotion
Program which will involve the release of US%20 m in tranches
cver a three vear pericd toc augment the effurts of these
instituticons in their development activities.

SpecitTic tasks under the Financial Management Oszessment were
tee analyse how these institutions prepar-e their budgets and
wouwld prepare budgets using APPF . funds. how they make
evpenditure, the roles of the Ministry of Fimance and Economic
Flamming and the Accountant-General in the budgeting and
payments procedures, and to propose a currency tracking system
Tor AFFF funds.

The main points in Secticns 4 to 7 are summarised below @

Findimgs and Recossendations
(1) Ministry of Finance and Economic Plamming (WEFP)
We found that MFEF plays a significant role in both the

budgeting and payment processes of the implementing agencies
which are all departments of Government.
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FE regarde budaeting. the MFEF sende out circulars to all the
implementing agencies in or about Jume of gvery vear, spelling
aut guidelines - general and specific - Tor the preparation of
the ensuing vear s vecurrent and capital budaets. The MFEF
requires thnat estimates 1n the recurvent tudget be justitied in
detail. In the case of the Developmernt Camital estimates, it
requires trnat budgets prepared cover the appiravedt list oof
development projects for both the Fublic Irvvestment Progeam

(FIF) ang wmon-FIF proyects.

Budgets prepared by the implementing agencies are to hbe
chamnelled thirough the sector Miviietry before submission to the
Budoet Division of the MFEF. Budget hearings are conducted
before Tinal estimates are arrived at for incorpeation in the
mational bdaest. It ie MFEF reguirement that agencies incur
expendlture only on ltems budgeted for and incooporated in the
mational budaet.

MFEF = role 1 the pavment process iz limited to the provision
ot estimates of expenditure relating te all the agencies and
the issue of & general warrant to the Comtroller and
Aoecountant-General to effect payments to the agencies. In the
case of development/capital projecte & speciftic warrant is
issued fTor specific projectss to the Controller and Accountant-
berneral to enable 1t pay the approved amounts on behalf of the
KOENC 185,

The MFEF has some weaknesses which are delays in the receipt of
menthly expenditure returns from agencies and the delay in
despatching levels of expenditure from time to time within the
budget pericd to Regicnal O0ffices of the Controller and
Aroccowntent-General *s Depar-tment due to communmication
difficulties.

The MFEF has prescribed sclutions in attacking these wealknesses
including the issuing of bulletine to improve performance at
the regional level.

{11) Controller and Accountant—-General s Departeent (CAG)

The Controller and Accountant-General "= Department is alsc
invoelved in the cperaticns of the agencies as regards the
payment procese.

It is in charge of all Government funds and issues ocut cheques
to mgencies on Bovernment subvention whilst making payments
directly to suppliers with respect to agencies which are not on
subvention. This 1s the case with recuwrrent edpenditure., As
regards development experditure. all payments are made direct
to suppliers without the agencies handling the related cheques.

Another area of CAG involvement in the control of Government
funds is in the establishment and caperaticn of & Counterpart
Fund Account: & special account inte which grant monies are
depceited and later transferred to the implementing agencies
upon instruction from the MFEF.

| v
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The Department alseo has some weskrnesses relating to the won-
recelpt of documents covering grant agreements as well as tne
1rreaular veceipt of statemernte from the Benbk of Ghana maliang
1t difficult foor the preparation of monthly reports on recelpts
and pavment positico of the varicus grants recelved.
it 1s rvecommenved that the liasen efTTorts betwesn the
Depsrtment on the one hevd and FFEF and the Banlh of Gheana orn
tihe oither be lntensitied.
{1i1) The Degartment of Feeder Roasds
It was found that the Department has three 3) major investment
programmes ruaening. These are Development.Maintenance and
Corcoe Roads., The Department alsco prepev-es budgets annually.
poth recurrent and development.s Tor MFEF approval. Budoets are
alew prepared hand in hand with the COCOEROD with respect fo
COCORBOD projects.

The proczuure for making expenditure is determined by the
objyect of such exxpenditure as well as the =puwrce of funging.
A Fegards recurvent and development expenditure, pavmente are
made by the Controller and Accountant—-General s Depactment
directly to suppliere upon the presentaticon of evidence of
expendituire vizs, bills, i1mvoices. etc.

The Department also operates & Road Fund Account at the Bank
for Housing and Cdnstruction from which payments are made foor
maintenance projects az well as the local componsnt of the 4th
Highway project which are feeder vroad pilot projuect in
Sefwi-Wiawse and Kumasi. The Department, in conjunction with
the sector Ministry, the Ministry of Roads & Highways, controls
the banlk accourit. Cheques avres therefore, drawn by them for
payment tc contractors without the invoelvement of MFEF oo the
Controllier and Accountant-General e Department.

In the case of Cocobod projects. the Department keeps an
operaticnal account at Sccial Security Bank Ltd. (85E). Upon
arm applicaticon for the release of Tunds supported by coniract
claimss, arm avthorisation by the Secretary Tor Finance triggers
off a release of money (the egquivalent of tctal claims) from
the Cocos Roads Maintenance fccount alsce at 88K into the
cperational account. Chegues are then issued by the Department
to contractors inveolved after auvthorisation by personnel of
boath the Department of Feeder Roads and the Sector ministry.
The Miwistry of KRoads and Highwavs.

The Department is faced with zome constraints., These are
mainly the delays in the submission of expenditure reports from
the Regiocnal Centers, and the proeblem of office accommodation,

It is recommended that firstly the number of accounting staff

is augmented to enable the Accounting Secticn cope with the
increase in activities. Secondly, the provision of an

b/



additicomal office for the fAccounting Secticon and the re-
eouzatiorn of persermel at the regional cernters on required
reEports will g0 a long way to improve the effTiciency of the
Department .

viv) The Ministryv of fSgricwlture — Extension Services

Agricultural extensicn as & separate unit within the Ministry
of Agricultuwre was only established in August 1987.

It has in the sheort term drawn up & pilot project under an
fogricultural Services Rehabilitation Froject in four (4)
reQioe 1n the Countiry.  The main areas of extension activity
are training. reseavch/ettension linkane work amd ivregular —as
well as timely vieits of extensicon staff to small =zcale farmers
all geered towards irncreased agricultural production.

It was found tivat the Unit hag cnly twe (2) persons performing
the accounting furnctions; that only one (1) budget (hoth
recurirent and development) hasg beer prepared bwv the Unit zince
it was established and that the budget prepared was in
conmtormity with MFEF reqguirements.

The Unit has no bank account of its own. Irn the circumstance
all expenditwes are paid for directly by the Controller and
Accountant-Germeral on presentation by the Unit of finarcial
encumbrances payment voucherse and evidence of expenditure.

It has been recommended that the number of accounting persconnel
be augmented iv view of the ernvisaged increase in activities of
the unit to assure a high level of performance.

Va The Volta Region Agricultuaral Development Project
{VORADEP )

Development Credit Agreement No. 10092 GH between the World Rank
and the Government of Ghana under which VORADEF was initiated
and implemented comes to an end in December, 1988. Two
international financial instituticns, the IDA and IFAD,
contributed & total of US $42.14 m to the Government of Ghana
for an integrated rural development project in the Valta

Regicn,

Te sustain the momentum of development stirred up by the
project during the pericd of implementation, fresh investment
proeposale have been identified by VORADEF for consideratiorn and
pessible assistance by the World EHank.

As regards its financial corganisation, there was evidence of a
strong hierarchical arrangement coupled with an adequate
staffing poeition which make for control conscicusness.

K.5
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The YORADEF prepares budgets for submissicn to the MPFEF az well K.6

as the World Bank. In the case oF the budget for MFEF, this
has been done in accordance with MFEF s own guidelives.
Voorrader also operates a bank account of its own into which
subvention mormies from Government are deposited For
disbursement by chegue.

It was noted that the 19287 accounts of Voradep had been audited
and that monthly expenditure returns are sent to the Controller
and Accouritant-General whilst quarterly reports are sent to the
Wearld EBank.

The firneancial arrangemente ivn place now appear adequate to
handle all funde that Voreadep might receive in the future.

vi. Ghana Center for Development Sitrategies

The Frovisiconal Naticnal Defence Council (FNDC) at ite meeting

.held on 24th September, 1985 approved the establishment of the.
Center. It has a staff of 15 including an Ag. DAdrecthor., Deputy
Divector and an fAccountant.

The Center was established cut of Ghana Institute Tor
Marnagement and Fublic Administration (GIMFA) and even thouoh it
had autoromy with regerd to i1te Tunctions it had beth
administrative and logistics support Trom GIMFA. The accounts
ot the Center were, therefore, kept by GIMFA until December
1986. The Cernter now maintains its own accounting records with
enly cne Accocuntant performing the accounting duties.

The Center alsc prepares annual budgets - both recurrent and
development — which it passes through its =ectcr office - the
FNMDC office - for approval by MFEF. It alsu operates its own
barmk account into which monthly subvention received from the
Trgasury is deposited and from which disbursements by cheque

are made.

The Center is addressing some of the weaknesses noted with the
employment of an additional accocunting persocnnel. This,

coupled with & provision of ancother vehicle, would enhance the
effective rurming of cperations within the accounting section.

= Expected Impact of APPF Funds

The impact of the APPP funds ie seen in two directions @
firstly by illustration of the various budget shortfalls in the
past in both development and maintenance expenditure of the
listed Government institutions arising from delayed or non-
prevision of funds to support budgeted programss and secondly
in the light of the capacity of the institutions that will come
inte play on assurance that funde in fact will be available tec

support programs.

[ b
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Lespite incomplete datas & shortfall of previcus budpets
between monies budpeted avd monies released is calculated at
approdimately C3,008 m over the pericd 19382 to mid 1988y
gsimilarly the 20 m in tedavs terms are ssen to be complately
abscrbed by 2 of thne 4 proposed implementing agencies. leaving
a deficit of 171 m.

& . Cuorrency Tracking Swstem

The proposed curvency tracking svstem is based on the
requirement for short-account reporting of usage of funde in '
cellaboration with repevrtes of phyvsical =zuccese scored under the

Program.

Dollers will be releazed by the USAID at the peingoing of each
budget vear to Rank of Ghana iv accordanice with approved
budget, uporn the receipt of which the Bank of Ghanza will credit
the eqguivalent amcocunt iv cedis to an APFRR Counterpart Fund
accownt to be established. The Ministry of Finance and
Econcmlc planning will then issue autherisatiorn for the cedi teo
be passed on to the Implementing Agencies in accordance with
their guarterly financing reguirements at the beginning of each

guar Ler.,

fAomonitoring body, either from the public or private sector, is
recemmended to be charged with respensikility for picking up
data from all the implementing agencies and cther bodies
including the USAID, MFEFP and the Accountant—General’s
Department, examining the physical progress of projects, and
reporting with their comments on a quarterly basis te beth the

USAID and the MFEF.

AN audit is also recommended.

7 ffonclusion

The program is a laudable cne: the institutions listed are
patentially capable to utilise the fundss and given same help
in careful preparation of detailed budgets of physical and
manpower needs, the objectives envisaged under the Froegram
could be achieved. The degree of success would be erhanced
with the setting up of an effective moni toring boady to co-
prdinate data from the institutions and prepare reports, draw
attention tc variances and provide required assurances of
proper utilisation of fTunds for the smooth coperaticon-of the

Program.




