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Preface

The experience of Ghana in responding to the economic decline between
1970 and 1983 is perhaps among the most discussed and most interesting efforts
at macroeconomic adjustment in sub-Saharan Africa. Indeed, the economic
recovery policies in Ghana have involved many of the same prescriptions that
have been suggested for much of sub-Saharan Africa. But unlike the cxperi-
ences elsewhere where the cconomic crisis has been cither followed by a period
of contractionary policics or a gencral reluctance to take strong reform-minded
measurcs, Ghana’s cxample provides some interesting insights into the condi-
tions under which adjustment can succeed in terms of restoring cconomic
growth. In particular, GNP has shown sustained growth in excess of the rate of
population incrcase, the provision of services in the social sectors appears to
have risen, infrastructure is being rehabilitated, and many institutional reforms
required to promote further growth, such as permitting consumers and produc-
crs to make decisions based on market signals, have been adopted.

While Ghana’s recent past is perhaps the most heralded example of a
successful adjustment program in Africa, the potential for sustained growth and
poverty alleviation remains an important question. Therefore, this monograph
not only cxamincs the performance to date of Ghana under adjustment but also
explores the prospects for policy reform efforts to contribute to poverty allevi-
ation in the years ahcad. Bccause Ghana, unlike most other sub-Saharan
Alfrican countrics, is not ecncumbered with hugh debts from the crisis years, and
because the government has successfully mobiliz=d resources for future growth,
there is considerable scope for optimism. Other factors, such as the slowness
with which private forcign investment has materialized, represent a cause for
some concern. Nonctheless, there islittle question that the continued discipline
and commitment of the government to reform is the fundamental ingredient to
success.

In providing considerable insight into the process and impacts of policy
reform, this monograph represents and initial output in a longer-term study of
Ghana that will explore the pattern, nature, and determinants of economic
growth in the years since adjustment. Particular emphasis in the work that lics
ahcad will be given to understanding the characteristics and behavior of house-
holds and gaining insight into the functioning of key markets, including labor,
credit, and agricultural commoditics. In addition, the role of government
decisions, especially in regards to fiscal policy, will be explored more fully in the
months ahcad, and reported on in future CFNPP publications.



This monograph, along with other similar background studies on Malawi
(Monograph 7), The Gambia (Monograph 8), and Madagascar (Monograph
9), is being prepared as part of a Cooperative A greement between the Cornell
Food and Nutrition Policy Program and the Africa Burcau of the US Agency
for International Development. The overall objective is to examine the impact
of policy reform on economic performance in gencral and on low-income
houscholds in particular. Emphasis in these case studics is on understanding
the links between government policies in the context of structural adjustment
and houschold-level outcomes.

Washington, DC David E. Sahn
March 191 Deputy Director
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1. Introduction

The first sub-Saharan colony to gain its independence, Ghana has often
tested the validity of economic development theory. For example, Killick (1978)
illustrates how Ghana consulted some of the most noted economists of the
period and received tacit endersc 1ent for its ambitious development plan in
the early 1960s. He also indicates how unrealistic the plan was in the face of
political constraints and poor implementation. In other contexts as well,
Ghana’s mainly misguided efforts at economic planning have given rise to
general cunclusions about institutions and the development process. Anexam-
ple of this is Bates’ (1981) essay on the tendency of interest groups to capture
programs and poiicies.

Ghana’s recent economic performance is also presented —not always in a
favorable light —as a case study of the impact of economic policies. Ghana’s
inability to sustain positive economic growth in the 1970s or early 1980s is well
known. GNP d=clined at a rate of one percent per annum between 1975 and
1995 (Table 1). In contrast, the growthin GNP and GNP per capita was positive
every year between 1983 and 1989, with the former measure averaging 5.4
percert per year between 1953 and 1988. itis natural, then, to ask which policies
contribrted to this turnaround,

In acidition to the policies to correct structural imbalances, the government
has initiated the Programme of Actions to Mitigate the Social Costs of Adjust-
ment (PAMSCAD), with bilateral and multilateral donor support. It is,



Table 1 - Ghana: Real Value Added to GNP, by Sector, 1974-1988

1974 1975 1976 1977 1978 1979 1980 1931 1982 1983 1984 1985 1986 1987 193"
Milliors of 1975 Cedis
Gross National
Product 5,996 5241 5,046 5,185 5,633 5,479 5495 5,320 4,999 4,857 5233 5445 5,708 5957 6,347
Agriculture 3145 2518 2477 2343 2,789 2,894 2957 2881 2,787 2,629 2,897 2,798 2,890 2,891 2995
Agricutture and
livestock — 1,567 — — — — 2017 2,001 1,316 1,763 2,035 1,997 2,001 1,934 2,114
Cocoa — 577 — — — — 545 521 432 370 339 384 454 469 439
Forestry — 293 — — — — 304 266 287 309 313 313 317 32 333
Fishing — 81 —_ — — — 92 93 89 92 93 104 118 106 109
Industry 1,119 1,109 1,080 1,124 1,040 892 895 752 624 546 586 705 758 844 931
Mining 111 105 100 90 84 73 71 66 60 54 56 63 61 66 89
Construction 299 236 233 270 222 198 206 174 151 115 120 135 132 152 158
Manufacturing 675 736 704 727 701 583 575 464 369 350 385 460 511 562 613
Electricty and water 35 33 37 37 32 38 43 48 44 27 25 47 55 65 70
Services 1,657 1,557 1,495 1,705 1,839 1,806 1,765 1824 1,757 1,844 1906 2,061 2,195 2,401 2,589
Transportation and
communication 203 206 168 191 181 191 166 177 179 192 198 235 248 275 303
Trade 776 642 595 607 588 608 556 545 489 514 543 580 632 743 797
Finance 325 276 294 330 360 358 372 389 400 374 386 465 500 528 563
Government and
community 353 433 439 578 710 649 671 713 689 764 779 782 815 8% 925

Sources: World Bank (1969a and 1989¢c); Govemment of Ghana (1989b).

® Provisional.




therefore, also natural to inqnire what those social costs were as well as how
effective compensatory programs have been.

Indeed, such questions are so alluring to rescarchers that the number of
studies of the economic recovery program may be sufficiently high to drive the
marginal value of an additional study toward zero.! The present study, then,
hopes to justify itself less as a study of the short-term impacts of stabilization
policies than as a discussion of the poverty alleviation potential of medium-term
development strategics. A significant breakthrough in development economics
in the early 1980s was the discovery that Africa is not Asia and, hence, the sced
and fertilizer revolution in the latter continent is only partially instructive for
Africa. Similarly,in the sccond half of the decade, researchers begantodiscover
that Africais not Latin America either.” Thus, the stabilization policies of Latin
America and the criticisms thercof, even where valid, cannot bz automatically
applied to most sub-Saharan countrics.

Scobic (1989) is essentially correct in arguing that there is no clear distinction
between “stabilization” and “structural adjustment”: the same set of policy
instruments and adjustments are typically applied whether an cconomy is
restructuring or whether it is stabilizing, Nevertheless, the impact onthe general
public or subgroups of the population may depend on the trajectory of the
economy prior to the policy reform. Figure 1 provides a graphic illustration of
the overall trend in Ghana’s economy before and after the current phase of
economic reforms initiated in 1983 and contrasts this picturc with sclected
African and Latin American economics. Unlike the typical (and simplificd)
adjustment programs in Latin America in the carly 1980s as well as Ghana in
1971, the shock precipitating the crisis in 1983 did not hit an overheated
economy. Rather than living beyond its means, Ghana had already contracted
most services and investments before entering the adjustment program. This
point will be developed in this paper in order to assess the impacts. This
essentially historical perspective is also important for assessing the potential
strengths and weaknesses of the policics that have been implemented.

1 Scee, forexample, Asiedu-Saforo (1989), Chand and Til (1988), Commander, Howell,and Sicni
(1989), Green (1987), Horton (1985), Roc (1987), Rimmer (forthcoming), Stryker (1988), Tabatabai
(1988), Vordzorghe (1986), and Younger (1989). The reader is presumed to have some familiarity
with a subset of this literature and, therefore, does not need a geographic or ecological description.
Itisalso presumed that the salient features of recent Ghanaian history —forexample, the succession
of govemnments —are known.

2 Like most rhetorical statements, this is a bit of an oversimplification. For example, Helleiner
(1989) finds a number of potential relevant Iessons from Latin American experience. Tliese are,
however, rather general and often pertain to the experience of Latin America in the 1950s.



Figure 1 — GNP per Capita, Selected Adjusting Countries, Constant Local
Currency, 1975-1987
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To amplify, one can conceive of examples of policics that were suited to
prevailing conditions and yet left the economy vulnerable to changing condi-
tions—say, a change in terms of trade or interest rates. Ex post, of course, one
may arguc that the policics were destabilizing or at least short-sighted, hence
could not have been correct, but adaptation to vne set of circumstances does
not guarantee flexibility (as the fossil record aptly illustrates). Ghana’s policics
prior to the 1983 drought, however, were no more suited to prevailing conditions
than they were to the crisis year. This implics a cumulative decay of infrastruc-
ture, few remaining services upon which individuals relied, and a measure of
success by which full recovery still only implics recovery into poverty. Such
poverty is not a product of current policics, but is, nevertheless, its challenge.

The subsequent chapters in this report discuss various nolicics in terms of
their antccedents, the reforms that have been implemented in the last five years,
and the overall cconomic impacts of those policics. Particular attention is paid
to the marginal impacts of these reforms on existing poverty, and, where
applicable, on the newly poor. Before doing so, however, a few additional
comments on the overall economy arc uscful.

The regularity and level of growth in Ghana from 1984 1o 1989 were unprec-
edented in its recent history. Morcover, as indicated in Tabic 2, he recovery
has appavently affected all sectors of the cconomy, particularly industry. Initial
doubts about the sustainability of the recovery (see, for example, Green, 1987)
secmunwarranted. Thereis, however, a related concern about the risk of fatigue
and of growing political pressures for tangible personal gains to keep pace with
the overall cconomic indicators, possibly to the deiriment of long-run growth,
One illustration of the medium-term task can be derived by noting that GNP
per capita declined at an average annual rate of 1.6 percent between 1965 and
1987 (World Bank, 1989a). Assuming a population growth ratc of 3 percent,
vhich is somewhat lower than the average for 1980-1987, an average GNP
growth rate of 5.8 percent would restore GNP per capita toits 1965 level by the
end of the century. There is no magic in the year 2000, o course, nor is this
ilustration robust to alternative starting points. It does, however, indicate the
scope of the real task of recovery and put short-term measures of success in
perspective,

Similarly, it is uscful to avoid exaggerating the short-term impacts of policy
reforms, not to denigrate them but to better explain thzm. Clearly, the recovery
of agriculture (54 percent of GNP in 1984) was largely weather-induced, In a
like manner, production of electricity and aluminum increased duc to external
factors as the Volta Lake refilled, although the value obtained was affected by
exchange rate reforms. A portion of the increase in exports in 1984 also reflects



Table 2 - Ghana: Value Added to GNP, by Sector, 1974-1988

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
Annual Change in Percent
Gross National Product — 126 37 27 86 27 ©3 32 60 28 77 41 48 44 62
Agriculture — -89 16 54 191 38 22 26 33 57 102 34 33 00 36
Agriculture and livestock — — — — — — — 08 42 80 154 19 02 03 60
Cocoa — — — — — — — 44 171 144 84 133 182 33 64
Forestry —_ — — — — — — 125 79 77 13 00 13 16 34
Fizhing — — — — — — —~ 11 43 34 11 118 135 -102 22
industry —_ -10 26 41 75 -142 03 -160 -170 125 73 203 75 113 103
Mining — 58 42 99 69 131 27 70 91 -100 37 125 32 82 358
Conistruction — 213 16 129 -178 -109 40 -155 -132 238 43 125 22 152 92
Manufacturing — 91 44 33 35 -168 -14 -193 205 51 100 195 111 100 45
Electricity and water — S5 132 05 -117 173 132 116 83 386 -74 880 170 182 67
Serviczs — €0 40 140 78 1y 23 33 37 50 34 81 65 94 78
Transportation and
communicztion — 13 -185 136 54 58 -131 66 11 73 31 187 55 109 102
Trade — 172 -74 20 31 35 86 20 103 51 56 68 90 176 74
Finance — 152 66 122 93 07 39 46 28 65 35 2205 75 56 67
Ciovernment — 27 13 318 29 86 34 63 34 109 20 04 42 50 81

Sources: World Bank (1989a and 1989c); Government of Ghana (1989b).




the reopening of the railroad to Sekondi and Takoradi, the fruition of a World
Bank-financed project that was initiated well before any major policy initiatives.

Furthermore, Tabatabai (1988) makes a convincing argument that the forced
repatriation of Ghanaian workers from Nigeria, which contributed to the
country’s problems in 1983, also contributed to the rccovery of agriculture in the
following ycar. This reflects both statistical and structural concerns. To the
degree that the population was overestimated due to underestimation of migra-
tion in the carly part of the decade, Tabatabai argucs, production per capita and
food availability per capita were underestimated. Morcover, as the workers who
returned from Nigeria largely went to rural arcas, they provided a reservoir of
labor that contributed to a real increase of agricultural output.

Commander ct al. (1989) make a complementary argument concerning the
recovery of export crops. While their research documents an increase of
replanting of cocoa in the Ashanti region, they question the magnitude of
short-term price responsivencss for cocoa. Some apparentincreascs in produc-
tion may reflect greater applications of pesticides and labor. A portion,
however, may merely be a shift of trade which had previously gone through Togo
and Cote d’Ivoire. May’s (1985) detailed cconometric exercise indicates that up
to 10 pereent of cocoa production may have been smuggled to Cote d'Ivoire.
He also cstimates the total size of the parallel cconomy as constituting up to 32
percent of GNP The accuracy of these estimates, however, is questionable,
May (1985) likely overestimates the size of the parallcl cconomy as his results
imply moderate growth for the entire cconomy throughout the late 1970s and
carly 1980s, in contrast to virtually al! other evidence. However, the recovery
prograra probably cncouraged a shift of some smuggling of cocoa and other
commoditics into official channcls. This would cnhance government revenucs,
but would not have the same impact on real GNP or even on the real capacity
to import as it would have on officia! statistics.

This touches upon a general issuc that influences any analysis of the Ghanaian
cconomy or of general welfare. The economic crisis of the late 1970s and carly
1980s was of sufficient magnitude and duration to have reoriented most ¢co-
nomic rclations. Many observers write of the kalabule, or undcrground,
economy (Chazan, 1983). While this often carrics a ncgative connotation similar
to the English word “profitcering,” it is also indicative of an cconomy reverting
to barter as well as smuggling. Such barter transactions are more reflective of
the scarcity valuc of goods and labor than cash transactions at official (con-
trolled) wages and prices.

3 Similary, Franco (1981) puts smuggling as high as 17 percent of all cocoa production in the
late 1970s.



The type of rent sccking that characterized Ghana in recent years carrics an
econoriic cost: resources spent subverting controls arc a dead-weight loss to
socicty (Azam and Besley, 1989). Morcover, as difficult as it is to gain a picture
of the overall production and trade level during this economic disassociation, it
is even more difficult 1o explore the distribution of cconomic rents. To some
degrce the policies of deregulation that have been instituted in recent years have
had as great an impact on this distribution of rents as on the overall level of the
cconomy. Only tentative conclusions about such impacts can be ventured.

Yet, it is ultimately these impacts that we are seceking. To be sure, we are
also concerned with the efficiency issucs by which economic policies are judged.
Nevertheless, onc major objective of this inquiry is to elucidate the implications
of current policics on poverty. The particular concern is with absolute poverty —
to the degrec that onc can separate social norins from a mcasure of
poverty— and the correlates of such poverty—for exampic, malnutrition and
carlymortality. In addition, then, to the discussions of specific policy measures,
the report includes a scction that provides a snapshot of nutrition and its
correlates.

Finally, in licu of an executive summary, the report concludes with a section
summarizing the basic observations of the main text.
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2. Trade and Exchange Policy

HISTORICAL PERSPECTIVE

Exchange controls and quantity restrictions have long-run impacts on the
grovth and distribution of an economy (Bhagwati, 1978). The path from
quantity controls to price signals in trade policy, however, often is itsclf costly.
The pressures of short-term frictions fcilowing external shocks, in addition to
political pressures arising from the redistribucdon of cconomic rents, often cause
policy makers to retreat iato quantity restrictions (Frueger, 1978; Michaely et
al,, 1989). This is particularly truc for Ghana (Lcith, 1974). Figure 2 illustrates
the historic pattcrn of movements to and from complcte quantity restrictions
(phasc I to exclucive usz of price signals (phase V) for ten countries over more
than two decades. As iilustrated, transitions to open trade are often false
transitions, and episodes of reliance on price signals are oiten followed by
across-the-board controls on exchange and trade.

Independent Ghana’s tirst phasc of trade iiberalization was partly supported
by extensive sterling reserves acquired during the postwar cocoa boom. In-
creased demand for tradable goods and a fixed exchange rate led to the
depletion of those reserves and, subsequently, to a major trade deficit. Initially,
taxes were uscc toinfluence the effective exchange rate with a bias toward imy (11t
substitution; the cffective cxchange rate for imports was nearly twice the effective
rate for exports (Leith, 1974). Tn addition, from 1961 extensive quantity restric-
tions were in place. Leith illustrates how this system broke down under
corruption and inflexibility. In 1967, after the ouster of Nkrumah, the cedi was
devalued. In addition, while gevernment expenditures were reduced and for-
eign borrowing increased, over half the goods that requirced licenses to import
were deregulated (Roemer, 1984). This phase of liberalization was ironically
undermined by an export boom that encouraged an unsustainable import
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Figure 2 — Phases of Exchange Control Regimes, Ten Countries,
1950-1972

[ [ | [ |
| I | L1 11 L1 ) S (O |
Brazi
I O | | O | L1 11
Chile
T IT T
Colombia
| I OO B A | | \
Egypt
"l L1
Ghana
LI I I
Indla
Israel
11 {
South Korea
| S D Y O 0 A O O A |
Philippines
| S O A A O
Turkey
oN N
BE288383886¢%
Payment Regimes
O Phasel Guantiy restrictions
0 Phasell
B Phasalil
B Phaselv
¥ PhaseV Market-determined prices

Source: Adaptsed from A Krueger (1978).



1

splurge. A stabilization program that included a devaluation in late 1971 (from
C1.02 to C1.82 per dollar)* was followed by a coup in carly 1972. Whether these
were linked causally or not,’ the expericnce largely elimirated devaluation from
consideration for much of the remainder of the decade.®

Although this is not illustrated in Figure 2, much of the period between 1972
and 1978 could be classificd as phases 1 and 2 under the Krucger framework.
Shortly after gaining political control, the National Redemption Council (NRC)
rolled back the price of the cedi to C1.28 per dollar. The following year the cedi
was revaluated furtker to C1.15 per dollar. In addition, a few foreign debts were
repudiated by the NRC (Chazan, 1983), while others were refinanced at low
interest with a 10-year grace period. As in the previous period of quantity
restrictions, a complicated system of licensing and price controls fostered
various rent-secking activitics and a growing alicnation of policy measures from
the real economy. While the devaluation to C2.75 per dollar in 1978 can be
viewed as a nascent step toward liberalization (phase 3), the move was insuffi-
cient to bring the cedi in line with its scarcity value. Morcover, price controls
remaincd in force. Thus, the devaluation reduced and shifted cconomic rents
but was unable to achicve 2 lasting impact on the trade regime.

Hilla Limann’s government attempted to relax import licensing. Devalua-
tion, however, scemed politically unpalatable (Chazan, 1983). With falling terms
of trade and lack of fiscal restraint, the government followed the path trod by
previous governments toward centralized control, setting the stage for Flight
Lieutenant Rawlings’ return.

Initially, the Provisional National Defense Council (PNDC)’ government
followed a strong regulatory attitude toward trade. Despite the decade of
dissociation of forcign investors from the Ghanaian cconomy, in the carly years
of the PNDC administration ncocolonialism was blamed for many of Ghana’s
cconomic ills (Rimmer, forthcoming). This paralleled the measures taken to
control domestic trade. As with tlic carlicr (1979) razing of the Accra central
market, the PNDC initially undcrtook measures to intimidate traders (Kraus,
1988). All evidence indicates that the PNDC did not initially envision its role as
promoting frce trade through the removal of government interference.  Al-

4 ‘The dollar had also been devalued in late 1971 so the devaluation was even more pronounced
in terms of the currencies of Ghana's pnncipal trading partners.

S Rimmer (forthconung) argues they were not.

6 Cooper (1971) documents the negative consequences of devaluations for the poltical careers
of ministers who implement them, using examples that precede the period discussed here.

7 ThePNDC replaced FHhlla Limann on December 31, 1981. ‘The council is headed by Rawlings.
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though governments as well as individuals can learn from cconomic expericnce,
the contrast between carly PNDC rhetoric and their subscquent policics may
be indicative of countercurrents and diversity among idcological perspectives
still extant in Ghana.

Before the economic consequences of various policics are discussed, it is
uscful to put these policics in the context of the process by vzhich they are made.
Michacly ct al. (1989) arguc that tradc liberalizatior. requires political stability.
As bricfly indicated above, however, a change of regimes can both initiate as
well as reverse a trend toward trade liberalization. Michacly et al. also do not
indicate whether liberalization challenges the stability they belicve is a prereq-
uisite. Liberalization has contributed to political instability in the past, but so
has lack of stable prices brought about, in part, by misaligned trade policies.
Morcover, not only does trade liberalization not occur in a political vacuum, it
is unlikely to be meaningfulin isolation from macrocconomic policies (Edwards,
1989); inflation rapidly croded the real devaluation in 1978, less rapidly in 1967
(Table 3).

POLICY REFORMS, 1983 -1989

The current era of trade policy reforms was initiated by a massive devaluation
in April 1983 (Table 3). More significant than this or the eight other devaluations
between October 1983 and September 1986, however, is the change inthe meais
by which forcign exchange is priced. The foreign exchange auction, inaugurated
in September 1986, not only introduced flexibility in the exchange rate determi-
nation but it also depoliticized the process. This shift was cnhanced with the
legalization of private trade in currency through licensed foreign exchange
burcaux in April 1988.

During the first phasc of the auction, certain transactions, such as cxports
rcceipts for cocoa and the import of petroleum and pharmaccuticals as well as
debt scrvice, continued at the official fixed ratc of exchange. From Februa. v 19,
1987, however, both rates were unified at the exchange rate determined by the
wecekly auction.  An additional parallel, or unofficial rate, however, existed
throughout this period. The additional demand for currency that determined
this rate was officially recognized with the Iegalization of exchange burcaux.

The auction never fully closed the gap between the official rates and the
parallcl rates. As indicated in Table 4, during the first ycar of the auction the
parallcl ratc remaincd roughiy 50 percent above the auction rate. Morcover,
there was no particular trend toward reducing the . clative positions. Similarly,
the forcign exchange burcaux initially traded at rates 30-40 percent above the
auction rate. This gap closcd somewhat in the subsequent two years, It re-
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mained at 15-25 percent above the auction rate in the 4th quarter of 1989,
although the gap continucd to narrow through the first half of 1990.2

The slow narrowing of the gap between the auction rate and parallel rates is
not unique to Ghana. The legal private sale of foreign exchange in Somalia
remained above the auction rate through the duration of the erstwhile auction
(Sahn and Alderman, 1987). A similar premiu.a has persisted during Uganda’s
experience with an exchange auction.’

The relationship between the magnitude of the premium in Ghana and the
unmet demand at the auction does not scem obvious; the premium was 60
percentin Julyand carly August 1987 when virtually every bidder was successful,
and less than 50 percent the following month when the majority of the bids were
unsuccessful."® Note, however, that the quantity of exchange in the auction has
increased from US $3.9 million per week in 1987, $4.9 million in 1988, and $6.2
million in 1989. This likely explains the long-run relationship between the
auction and the parallel rate (Younger, 1990).

While there have been some developments in the regulations and cligibility
in the auction, movement in demand for auction funds is complex and not
obviously related to such regulations. For example, bids in September 1987
totaled 348 million, but they dropped to below $25 million by February 1988.
They did not excced $35 million until July 1988 when they reached $51 million,
after which they declined for the remainder of the year. Although the time serics
is too short to prove any scasonality of demand, it probably contributes to these
spikes.

Uscrs of the auction appear to have minimized the surplus gained by the Bank
of Ghana. Except for the initial auction, the auction has been a Dutch auction:
cach successful bidder pays his price. The wider the range of successful bids,
the more surplus retained by the government. As indicated in Table 4, the gap
betwecn high and low bids narrowed after the first few weeks of the auction; the
gap between the high bid and the lowest successfil bid is, of course, even less.
There was also an 11-week period beginning the last week in August 1988 in
which the gap again widened to as much as 26 cedis. This period overlapped a
perind of acceleration in the rate of exchange rate depreciation, although the
acceleration began a few weeks prior to the widening of the gap and leveled off

8 For example, the auction rate for the dollar was 286 on October 20 and 301 on December 1,
1989, while the burcaux exchange rate hovered around 350, By July 1990 the auction rate had risen
another 10 percent, while the bureaux rate remained unchanged.

9 J. Lewis, personal communication,

10 Thereissome evidence, however, that the auction rale is determined by the unmet demand
in the previous auction (World Bank 1989a).
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Table 3 - Ghana: Nominal and Rea! Exchange Rates, 1964-1989
Official Exchange Rates® Parallel Exchange Rates™®  Ratio®

Official Indexof Indexof Parallel indexof Indexof Parallelto
Year Nominal Official Real Nominal Parallel Real Nominal
Rate Rate Official Rate Rate  Parallel Rate

Cs 1984=100 Cr$ 1984=100 Percent

1964 0.714 196 246.70 1.18 1.22 15386 165
1965 0.714 196 202.06 1.41 1.46 15059 197
1966 0.714 196 183.15 1.38 1.43 13359 193

1967.1 0.714 1.96 201.60 1.77 1.83 188,60 248
19672 0714 1.96 194.87 1.77 1.63 18231 248
1967.3 1.020 280 28324 177 1.83 188.76 174
1967.4 1.020 280 284.61 177 1.83 186.38 174

1968 1.020 280 25384 1.86 1.92 17469 182
1970 1.020 280 24491 1.69 175 153.14 166
1971 1.020 280 247.09 1.52 1.57 138.96 149

19721 1.820 499 46089 1.68 1.74  160.55 92
1972.2 1.280 351 30058 . 1.74 14888 131
1972.3 1.280 351 31097 1.74 154.03 131
1972.4 1.280 351 3124 1.74 15476 131

1.68
1.68
1.€8
19721 1.210 332 301.52 1.50
1.50
1.50
1.50

1.55 141.06 124
19732  1.150 315 278.11 1.56 136.90 130
19733  1.150 315 271.16 1.585 13347 130

1973.4 1.150 315 291.53 . 1585 14350 130
1974 1.150 315 279.03 1.73 1.79 15841 150
1975 1.150 315 240.34 1.99 206 15695 173
1976 1.150 315 15412 291 301 14191 253
1977 1.150 315 8361 9.20 952 25018 800
1978.1 1.150 315 6578 6.98 7.2 15067 607
19782  1.175 32 5691 &84 9.14 161.59 752

1978.3 1.979 542  93.07 10.00 10.34 17748 505
19784 2750 754 106.33 10.00 10.34 14591 364

1979 2.750 754 9614 15.56 16.10 209,89 566
1980 2.750 754 7576 15.87 16.41 16520 577
1981 2750 754 3378 2625 2715 12023 955
1982 2750 754 2567 6167 6379 20961 2,242
1983.1 2750 7.54 1693 7667 7931 17817 2,788
19832 24690 6768 9632 6067 6276 8932 246

19833 24690 6768 9017 7833 81.03 10796 317
19834 30000 8224 9708 9067 9380 11073 302
19841 30300 8306 8544 9300 96.21 98.96 307
19842 35000 9594 9270 9700 10034 9696 277
19843 38500 10554 107.31 97.00 100.34 10203 252
19844 42120 11546 11536 9967 103.11 103.02 237
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Official Exchance Rates® Parailel Exchange Rates™®  Ratio®

Official  Indexcf Indexof Parallel Indexof Indexof Parallelto
Year Nominal Official Real Nomina! Parallel Real Nominal
Rate Rat= Official Rate Rate Parallel Rate

Ci$ 1934=100 C/$ 1984=100 Percent

19851 50.000 13706 11790 12833 13275 11420 257
19852 53000 11,78 12765 129.00 13345 11725 243
19853 57.000 '56:5 14560 13167 13521 12693 231
19854 60000 16447 15990 13600 14063 136.78 227

18861 90030 24671 2259z — —_ — -
19862 S0.000 24671 21853 — — —
19863 90000 24671 22238 20000 206.89 18650 222
1986.4 149417 40958 33554 19250 199.14 163.14 129

1987.1 152635 41840 32192 20182 20878 160.63 132
18872 158.364 43410 30808 22636 234.17 166.18 143
1887.3 165.0v7 45250 307.61 25154 260.21 176.89 152
1987.4 174333 47788 34237 260.00 26896 19270 149
1988.1 180.667 49524 326.63 — —_ - —
19882 185833 11940 302.14 — - — —
1988.3 217231 1547 327.65 — — —_ —
1988.4 230.083 . 4070 36527 - - —_ —_

1989.1 245350 67255 551.99 — — — —

Sources: IMF (various years). Intemational Currency Analysis, Inc. (various

years).

* Nominal official Ghanaian exchange rate through 198€.3, as well as trade statis-
tics, the Ghanaian CPI, and prices indices and ofiicial nominal exchange rates of
lrading partners, are from IMF.

® Parallel exchange rate through 1986.3 from intemational Currency Analysis, Inc.

Notes: All annual rates are arithmetic averages of reported quarterly figures. Be-
ginning with 1986.4, quarterly official nominal exrhange rate is calculated as the
arithmetic average of the relevant weekly rates established in the officlal roreign
exchange auction. Similarly, thie nominal parallel rato after 1986.3 is the average
of the weekly rates establishied in the (lagal) -rivate foreign exchange bureau.
Real exchange rates calculated as the product of the nominal rate and the ratio of
a trade-weighted world wholesale price index to the Ghanaiar. CPI. Welghts are
constructed using Ghana's six largest trading pariners, exclusive of Nigerla, dur-
ing the 1980-1984 periud (see Edwards, chepter 4, for a discussion of an
alternative definition).
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Table 4 - Ghana: Foreign Exchange Auction, Selected Dates

Nominal Exchange Rate
Date Auction Parallel® Ratio é':é é‘l% Demand Supply gg's Vr\;jizé
Cedi/$US US$ Millions

09/19/86 128 200 15 152 90 78 25 68 29
09/26/86 136 200 147 180 92 120 40 140 62
10/03/86 145 190 131 155 100 13.0 6.0 136 88
10/110/86 145 190 131 160 141 25 24 58 45
10117/86 151 190 126 163 142 49 3.5 3 29
10/24/86 147 190 129 165 130 3.1 25 52 45
10/31/86 149 190 128 157 143 20 13 2 22
11/07/86 148 190 128 158 146 29 26 4 4
11/14/86 149 190 128 155 146 1.3 1.1 7 27
1121/86 150 190 127 160 146 2.1 1.7 37 31
11/28/86 151 190 126 158 146 3.1 1.6 61 31
12/05/86 152 200 132 157 145 58 37 7 51

12/12/86 154 200 130 160 150 4.2 1.9 74 39
12/19/86 152 200 132 160 152 26 26 47 46
01/09/87 150 200 133 158 150 1.4 1.4 36 33
01/16/87 152 200 132 158 150 33 25 5 35
01/23/87 153 200 131 155 152 31 23 54 42
01/30/87 154 200 130 157 152 32 28 60 51
02/06/87 148 200 135 157 148 25 25 59 55
02/13/87 152 200 132 158 148 6.3 24 78 43
02/20/87 150 200 133 157 149 68 6.5 91 82
02/27/87 153 200 131 156 151 4.5 24 71 34
03/13/87 155 200 129 158 150 73 4.3 133 78
03/20/87 156 210 135 158 152 59 4.5 92 66
03/27/87 156 210 135 160 152 62 4.3 8 67
04/04/87 156 210 135 160 155 28 26 50 43
04/11/87 157 210 134 160 152 60 3.6 82 52
04/25/87 158 210 133 160 156 49 28 82 50
05/08/87 159 220 138 162 156 79 7.1 141 85
05/15/87 159 20 138 165 159 57 5.7 8 85
05/22/87 160 220 138 163 159 39 3.8 74 68
05/29/87 157 230 146 165 157 25 25 59 59
06/05/87 157 240 153 162 157 29 29 51 51
06/12/87 159 240 151 162 157 52 3.8 78 57
06/19/87 159 240 151 164 158 5.1 4.1 85
06/26/87 161 250 155 164 159 67 28 8 4
07/03/87 162 250 154 164 159 60 3.0 83 62

07/10/87 163 250 153 165 162 74 5.2 107

~
2]
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Nominal Exchange Rate

. . Hi Lo No. No.
Date Auction Parallel® Ratio Bid Big Demand Supply Bids Wins

Cedi/$US US$ Millions
0717/87 162 250 154 170 162 72 72 108 108

07/24/87 162 250 154 166 159 76 73 78 75
07/31/87 162 260 160 165 162 42 42 7% 75
08/07/87 162 260 160 165 162 37 37 7% 76
08/14/87 163 260 160 165 163 51 5.1 68 68
08/21/87 164 250 152 165 163 46 3.6 78 54
08/28/87 165 240 145 167 163 75 47 9 74

09/04/87 166 240 145 168 163 96 6.8 100 79
09/11/87 168 250 149 169 165 69 3.0 108 54
09/18/87 171 250 146 172 168 146 27 154 25
09/25/87 176 260 148 179 170 178 88 243 78
10/02/87 175 260 149 191 175 74 74 180 180
10/09/87 174 260 149 183 172 51 5.0 98 96

Sources: World Bank (1989a).

® Parallel rate is from J. Manarolla and S. Vordzargbe ( 1987) and is the average
rate quoted by (legal) private foreign exchange bureaus for the week,

Notes: Auction rate Is the lowest successful bid in the weekly officlal forelgn ex-
change auction. Number of bids includes all eligible bids received, while wins
refers to successful bids.

prior tothe narrowing of the gap. This isin keeping with a view that the increased
dispersion of bids reflects lags in acquiring and processing information during
periods of price movements.

Ghana has also removed most quotas and import restrictions in the last few
years. Successful auction bids arc granted licenses generally within six to cight
weeks of the date of the auction. Moreover, restrictions on the use of auction
funds have been phased out; service and transfer payments were eligible from
March 13, 1987, and consumer goods -reviously available under special import
licenses were phased into the auction between March 1987 and February 1988.
The system of SIL—a means of importing using funds retained from export-
ing —was phased out by the beginning of 1989, With minor exceptions, the few
items that remain prohibited are for nontrade reasons.
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While the author has found no documentatioa of resti.ctions on the use of
auction funds to import grains, all major import companies that werc visited in
February 1989 claimed that bids for food items would not be accepted.” Since
food imports —including those by government agencies —were less than one
percent of all auctioned financed imports up until third quarter 1988, this view
is credible. Morcover, as discussed below, rice prices in Accra reliect the
marginal higher cost of forcign exchange burcaux, not the auction rates.

The extent of such restrictions may become a moot point in 1991 as the
government plans (o unify the exchange rates.”? Any predictions of the implica-
tions of such a move on prices and on the loss of specific rents to auction users
(including the government and its agencices) depends, however, on an under-
standing of how, and how much, the exchange market is segmented. Despite
the few possible remaining restrictions and the scale cconomics that may
channcl some tradeto the burcaux, the gap between the auction and nonauction
exchange rates remains difficult to explain. A portion of the demand at the
burcaux may reflect portfolio choice; holding foreign exchange is a major means
of saving cven in countrics without Ghana'’s recent cconomic history. Other
factors surcly also play a role as the burcaux are used primarily for trade. This
is often small-scale trade with neighboring countrics for whom the auction is
cumbersome or infeasible. This helps explain why the demand for CFA is only
slightly less than the demand for US dollars. It is a subject for further study to
determine why the demand at the bureaux did not shift to the auction in the
initial years, bidding up the rate there to a level closer (o that at the burcaux.

As mentioned, Ghana relaxed quantity restrictions and other licensing pro-
cedures as it realigned its exchange rate. For example, before private sales and
the purchasing of foreign exchange were licensed, nontraditional exporters were
permitted to retain 35 percent of receipts from October 1986 (other exporters
rctained 20 percent). Licerse requirements for imports were phased out by
January 1989. Import taxes were reduced and rationalized with anomalies such
as the waiver on dutics for cars removed. Taken together, such changes in tariffs
and quotas will have mitigated the movement in cffective exchange rates com-
parcd with the real exchange rates reported in Table 3. Such changes are
commodity specific and differ between import and exports and are, therefore,

1 In November 1989, at the author’s1equest, the import manager of a major trading company
approached the Bank of Ghana for clanfication on auction restrictions. He was informed that rice
and sugar 1n particular could not be funded from the auction. No mechamsm for such exclusion,
however, is apparent.

12 This process 1s behind schedule, partly because of concerns that capital light could not be
controlied. It s not, however, immediately apparent that the burcaux present a barricr to capital

flight.
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best indicated by data on wholesale prices presented in the discussion of price
policy below.

GENERAL ECONOMIC CONSEQUENCES OF TRADE
POLICY REFORMS

The movement in the real value of the official exchange rate confirms a
universal truth: not to decide is to make a decision. Prior to the institution of
the auction, the government had either to continually devalue or see an un-
planned revaluation in real terms. Devaluations may fuel inflation and thereby
undermine their own cffectivencss. Itis equally likely, however, that the crosion
reflects the persistence of the economic forces that originally led to the devalu-
ation.

To obtain some perspective on the effectivencss of a devaluation, an index of
the change of real exchange rates can be divided by the nominal devaluation.
Edwards (1989) indicates that this index may be negative if the real exchange
rate is Jower after the devaluation than it was before. The lower the index the
more nominal devaluation has been eroded over time.

One notes from Table 5 that the 1978 devaluation was virtually instantly
eroded as little was done to control inflation. On the other hand, the 1967 and
1972 devaluations were not apparently eroded by inflation. Why, then, did the
former fail? The explanation lics in the instability of export carnings and the
government’s inability to save out of the transitory increase in cocoa earnings in
1970.

At first glance, the postrecovery devaluations do not appear to have becn
more effective than those of 1978. Table 3, however, shows a major difference:
the more recent devaluations have been followed by rising real exchange rates
while the rate continued to fall in 1979-1982. In this respect, the postrecovery
devaluations are similar to the crawling peg experiences analyzed by Edwards
(1989). The rising real exchange rate is achieved by “fighting off” the subsequent
inflation with further devaluation. While this could be unstable or explosive,”
Ghana’s monetary policy, which secks to avoid accommodating the inflationary
potential of devaluation, likely averts such iil effects.

The ratio of the parallel to the official rate also can be used to measure trade
distortion. It proxies for various factors, including the level of confidence of
domestic investors (capital flight) and the economy’s reliance on quotas and
dutics to balance trade. One notes, then, a steady trend toward convergence of
the parallel rates since the beginning of the recovery program. This restores the

13 Chhibber and Shafik's (1990) econometiic model does not indicate “cost-push” inflation.
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Table 5 - Ghana: Effectiveness Index of Ghanaian Devaluations, 1967-1988

Index
D avaluation Year of One Year After Two Years After Thrzeﬁ:rears
" sode Devaluation Devaluation Devaluation Devaluation
1967 1.43 0.88 0.80 0.93
1972 1.06 1.38 1.56 0.58
1978 0.34 0.29 0.10 0.45
1983 0.34 0.29 0.30 0.27
1984 0.47 0.65 0.62 0.53
1985 091 0.75 0.63 049
1986 0.74 0.60 045 —
1987 0.12 0.16 — —
1988 0.21 — — —

Sources: IMF (various years); Intemational Currency Analysis, Inc. (various
years).

Notes: /Index measures degree of erosion in the real exchange rata following a
(nominal) devaluation, and is calculated as the elasticity of the real exchange rate
with respsct to a nominal devaluation (see Edwards, Chapter 7, for a description).
Like an elasticity, a value of one means that the nominal adjustment is exactly
matched by a proportional devaluation in the real rate. Positive values less than
one indicate partial erosion of the real adjustment, while negative values occur if
the real rate has fallen below where it was one year prior to the devaluation. From
1983 onward, a perlod characterized by a crawling peg regime, the index is cal-
culated by arbitrarily choosing the fourth quarter as the base, comparing
proportional changes from the fourth quarter of the previous year, Prior to 1983,
when rates were generally fixed, the index is calculated using the quarter of the
devaluation as a base, compared to the same quarter in the previous year. The
exception is 1972, when a first quarter devaluation was partially rolled back after
two weeks, so the second quarter is taken as the base.
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position achieved in the halcyon days in the first few years under the NRC,
Though not indicated in Table 3, if onc uses the difference between the auction
and the bureau ratc in licu of the parallcl to official rate, the ratio has remained
in the 150to 110 range between 1988 and 1990 with a generally downward trend,

Although much of the discussion of the exchange rate has been framed in
terms of the trade balance, in actuality, the issuc for Ghana has been less the
trade balance than the level of imports. Before adjustment, Ghana had neither
international reserves nor sufficient credit to finance a sizable current account
imbalance. Tablc 6 shows noa ppreciable trendin the current account balances
between 1983 and 1988, Imports and exports, however, both nearly doubled in
nominal dollar terms in that short period. The cconomy clearly had excess
capacity to rapidly increase exports. Morcover, there seems to be no obvious
contraction of demand as price movements replaced quotas for the clearing of
import demand.

Before discussing the composition and unit value of trade, it is useful to
further discuss Ghana’s capital position. While grants have increased moder-
ately in recent ycars, the most significant change in the net capital account has
been the volume of available long-term loans. These have allowed for the
retirement of short-term loans. Ghana also made substantial IMF repurchases
in 1987. Relatively little private investment is indicated in Table 6, although some
significant projects have been initiated and are discussed below. Many of these
projects are financed through the IFC or bilateral agreements and are listed
under loans rather than private investments.

An interesting, but largely unanswerable question, regards the economy’s
responsc to the increased availability of forcign exchange versus the economic
policies per se. The availability of the exchange is largely a consequence of the
policy reforms, but this does not nccessarily follow from cconomic causality so
much as the signaling of credit worthiness.”

Another open question, although somewhat casicr to address, is the degree
to which exchange ratc and other trade policies achieved a rationalization of
signals in order to influence production and consumption. Rimmer (forthcom-
ing), for example, contends that the devaluations in 1967 and 1978 had a larger
impact on the distribution of rents for holders of import license, or those
empowered to grant them, than on domestic prices. A similar argument can be
made regarding the devaluations in the carly 1980s. If the real rate of cxchange
is endogenous — as it likely is when a country has no foreign reserves to draw
down —then a nomina! devaluation mainly makes explicit what various rationing

14 Spense (1973) makes a similar distinction in regards to education. Even if schooling does
not impart any skills, it may serve to screen potential employces.



Table 6 - Ghana: Balance of Payments, 1980-1988

1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
Millions of US$

A Exports (f.0.b) 1066.0° 1103.6* 716.7° 607.0° 439.1° 5659 6324° 7734 8268° 8815°

Cocoa (beans and derivatives) — 7062° 3988° 3830° 2521° 351.6° 376.0° 4747° 431.0° 4093°

Gold — 201.0° 1584° 116.3° 1020° 1032° 9085° 106.3° 1423° 167.6°

Wood (logs and timber) - 336° 36S 160° 146° 212> 279° 439 905° 107.1°

B Imports (c.if) 8820° -970.9° -1020.1° -629.3° -534.1° 5697° 714.8° -7125° -1017.1° -1091.4°

Petroleum® -131.0 -27.0 3440 -217.0 -2040 -161.0 -2000 -1250 -1446 1483°

C Merchandise Trade Balance [A+B] 184.0 1327 -309.4 -223 -850 38 -824 609 -190.3 -209.9°

D Nonfactor Services® 950 -1040 -1130 850 650 910 900 -1150 -949 -97.1°

E Resource Balance [C+D] 89.0 287 <4224 -107.3 -160.0 -948 -1724 -541 -2852 -307.0°

F NetFactor Income® 460 800 810 820 80 810 -1100 -1060 -1320 -131.0°

G Private Transfers (net)® -30 3.0 4.0 -1.0 17.0 730 33.0 73.0 2020 172494
H Balance on Current Account

[E+F+G] 400 -543 .5074 -190.3 -2250 -1028 -2494 -87.1 -2152 -265.6°

Financed by:°

Grants (official transfers) 82.0 83.0 870 840 720 1030 820 1180 1220 173.7°

Official long-term loans (net) 108.0 96.0 49.0 16.0 15.0 840 1100 2110 2540 2729°

Official medium-ierm loans (net)  -14.0 -13.0 420 97.0 13.0 890 -70.0 ;720 -230 727

Trust fund 340 0.0 0.0 0.0 0.0 -1.0 70 110 -120 -13.1¢

Direct foreign investment 30 16.0 16.0 160 20 20 6.0 4y 5.0 5.0¢




Private capttal (net) -5.0

SCR allocation 14.0
Capital (n.e.s) -26.0

Net errors and omissions -105.0

i  Net Capital Accourt 85.0
J Balance of Payments [H+1] 125.0
K Monstary Movemienis® -125.0
IMF (net) 28.0
Purchases —
Repurchases —
Changes in SDR holdings -5.0
Foreign exchange 68.0
Payments arrears -75.0

0.0
14.0
120

-141.0

67.0
127

-120
31.C

15.0
27.0
-79.0

-130
14.0
0.0
63.0

258.0
-249.4

250.0
-120
-12.0

60

110.0

141.0

-5.0
0.0
13.0
-36.0

185.0
-5.3

270
5.0
5.0

-10.0

440

35.0

-1.0¢
0.0¢

RYS
390.2°
124.5¢

-124.5°
45.4¢
2189°
264.3°
13.2¢°
57.5¢
34.8¢

Sources: IMF (various years); World Bank (1989c¢); Government of Ghana ( 198Sb).

2 IMF,
® World Bank.
¢ Government of Ghana.

d Provisional, World Bank and Government of Ghana.

€2
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and licenses were doing, albeit cxpensively in terms of allocative efficicncy and
dead-weight loss. This issuc of marginal prices is discussed in greater detail in
the section on pricing policy.

The devaluation has had a clearer impact on exporters. Krueger, Schiff, and
Valdes (1988) observe that thz main source of disincentives to agricultural
export production in most developing countries is through exchange rate dis-
tortions as opposed to direct interventions. The disincentives to cocoa
production in Ghana duc to cxchange rate overvaluation were so strong that
Ghana actually compensated producers a portion of their lost carning by means
of other interventions. The net impact, however, was still a major indirect
taxation and the well-known production disincentives.

Although the government retains a monopoly on the legal cocoa trade, it has
allowed real producer prices torise as the exchange rate distortions have been
reduced (see the discussion under agricultural policy). This hasled toincreased
exports through government channels as well as to increased carning for pro-
ducers.

Cocoa’s sharc in exports has declined somewhat in recent years—from
overwhelming to merely dominant (Table 7). This partly reflects a slump in
world prices. As significant, however, is the growth in other exports. Gold
production has responded to deregulation of the industry in regards to small-
scale operations as well as to a more favorable investment climate. As with
cocoy, it is likely that the exchange rate realignment and dercgulation of currency
markets has encouraged producers to scll locally a portion of what formerly
found its way to Togo and Cdte d’Ivoire. Timber exports have also increased
faster than cocoa, raising concerns about the sustainability of current harvest
rates. Recently, sales of logs of certain species have been banned in an effort to
increasc the local valuc-added component of forestry products.

In addition, the growth in nontraditional exports, such as {ish and horticul-
tural products, is an cncouraging trend. While this growth has been from a small
base and, hence, not yet of macrocconomic significance, the trend is an indicator
of the cffectiveness of current trade policies,

TRADE POLICY REFORMS AND POVERTY

Under a complex system of quotas and parallel markets, the impact of a
devaluationonthe price of importables may differ fromits iinpact on exportables
(Edwards, 1989). In an economy with black markets, the marginal exchange rate
forimports will gencrally be the black market rate, while the rate for most exports
depends on institutional arrangements. Commodities exported directly by the
government (cocoa, coffee, shea butter, etc.) received the official rate. When
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exporters were able to retain a proportion of their receipts, the marginal rate
would be a weighted average of the two rates. As such, the devalrations in the
1980s should have had little dircct effect on most consumers,"” although pro-
ducer prices for exports and imporler rents were dircctly affected. Morcover,
the two-tier pricing system —an unknown quantity of civil scrvants obtaining
commoditics at government-owned shops—meant an increase in average costs
of food and other basic commeditivs, for some consumers following devaluation,

As expected, the devaluation of the cedi hashad a significant impact on cocoa
producers. Net payments to fariners increased from just under 5 billion cedis
in 1983/84to over 13 billion cedis in 1987/88 (in 1985 constant prices).'* Ecology
dictates that such gains will be distributed uncvenly across regions with over half
of all payments going to farmers in the Western and Ashant regions. Ingencral,
the regions that have benefited from the rising cocoa prices have also benefited
from tne higher prices for timber and gold. Inthelatter case, however, backward
linkages arc likely relatively low.

Rice producers have been protected in Ghana over the last decade, cven
when the indirect impact of exchange rate misalignment are considered (Krue-
geretal, 1988). Liberalization of trade may erode the domestic price, but there
is little evidence to date that either food aid or rice imported by private trade
has influenced the price of domestically produced rice at the farm gate. More-
over, relatively few rice producers— mostly on mechanized farms in the
Northern region—are net sellers.

The fullimpact of trade liberalization in the manufacturing sectoris less casily
indicated. The effect on producer incomes is influenced by such factors as
economies of scale and the competitiveness of the domestic market before
liberalization. Such impacts are best modeled with general equilibrium or
similar modcls (Devarajan and Rodrik, 1989). In the short run, it is likely that
some domestic producers previously protected by quantity restriction will fail
to compete with more readily available imports. While some anccdotal reports
indicate that this has been the case in Ghana, the prevalence of such situations
is hard to assess."” Quantity restrictions can increase domestic prices above
those that prevail following a devaluation and trade liberalization, although, in
general, a devaluation should encourage import substitution. The magnitude

15 Anofficial devaluation will have an indirect effect on the black market premium and hence
the marginal import rate. The direction of this impact, however, is theoretically 1adeterminate
(Edwards, 1989).

16 Calculated from World Bank (1989a).

17 Moreover, it is hard to make a sound cconomic case that producers should be compensated
forlost rents.



Table 7 — Ghana: Merchandise Exports, 1975-1988

Commodity 1980 1981 1982 1983 1984 1985 1986 1987 1988
Volume: 1,000 Uni*  Value: Millions of US$
Cocoa (beans)
Volume (tons) 210.8° 192.5° 239.9° 159.3° 149.6° 171.7° 195.0° 2052 183.8°
Value 706.2° 398.8° 383.0° 252.1% 351.6° 376.0° 4747 431.0° 409.3
Cocoa (products)
Volume (tons) 232° 6.2° 15.7° 15.0° 153* 16.0° 15.9° 13.7° 202°
Value 839° 17.7° 237° 236° 37.6° 36.1° 34.0° 29.0° 450°
Gold
Volums (troy 0z.) 347.9° 346.1° 301.8° 278.0° 286.0° 285.0" 2920° 3235 380.0°
Value 201.0° 158.4° 116.3° 102.0° 103.2° 90.6* 106.3° 142.3° 167.6"
Diamonds
Volume (carats) 930.0° 944.0° 688.0° 439.0° 4250° 640.0° 565.0° 397.0° 329.0°
Value 10.0° 82° 5.1° 28 28 55° 45° 40° 3.9°
Manganese
Volume (tons) 162.8° 142.0° 97.0° 127.0° 248.0° 263.4* 246.0* 235.1° 284.0°
Value 9.1° 8.1° 3.1° 5.0° 8.4 9.0 81° 75" 8.0°
Bauxite
Volume (tons) 223.0° 151.0° 36.0° 820° 450° 124.0° 226.0° 226.0° 275.0°
Value 3.1° 2.6° 0.7° 15° 0.9° 27° 5.0° 52 6.1°
Timber
Volume (cubic m) 185.0° 204.0° 110.0° 103.0° 148.0° 247.0° 291.0° 497.0° 538.0°
Value 33¢6° 36.9° 16.0° 146" 212 27.9* 43.9° 90.5* 107.1°
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Electricity

Volume ((kwh) — —_ —_ — 624.0"
Value — — - 120" 208"
Total Value® 1103.6 710.7 607.0 439.1 565.9

Sources: World Bank (1989a); Government of Ghana (1 989b); IMF (various years).
aWorld Bank (1989a).

® Government of Ghana (19840).
© IMF and IFS (various years).
d Estimated using the average proportion of exports from the first and third sources.

Notes: For 1980-1982, dollar values were obtained from the second source. Period average official nominal exchange rates were used to

convert from cedis. The 1988 figures are preliminary estimates by the World Bank.
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and even the direction of the real price movement, however, is largely specific
to each commodity.

For the same reason, the impact of trade liberalization and devaluation on
the cost of living cannot be determined by the movement of the exchange rate
alonc. Whileitis plausible that the realincomes of consumers declined following
the devaluationsin proportion to the share of tradable goods in cach houschold’s
budget, commodity-specific quantity restrictions, as well as the availability of
commoditics smuggled in fro.: neighboring countrics, make such a proposition
only a tentative first approximation. Note that the parallel exchange rate fell
substantially in 1983 and remaincd below its previous real level for threc years.
Commoditics imported at the margin under parallel rates would then have
become cheaper during the adjustment, despite the higher official exchange
rate.

DEVALUATION AND FOOD PRICES

In order to distinguish the relationship of food prices and movements in the
exchange ratc, a technique was used which studics the relationship of a driving
variable (in this casc the cxchange rate) and a dependent variable (the food
component of the consumer price index) through an autoregressive moving
average procedure (Box and Tiao, 1975)."° The dependent variable is actually
the error term froin a regression of the change of the logarithm of the national
CPI for food on scason dummics and a duramy variable for the 1983-84 drought,
This detrends the scasonality in the price series.

In the sccond step this variable is regressed on its lagged value and the
cxchange rate (ER) lagged onc and two periods. The estimating equation
(standard errors in parcnthesis) is:

din(CPliog); = (-0.46) * dLN(CPltoog)ry + (0.05) * dLN(ER), 4
(0.15) (0.012)

+ (0.06) * dLN(ER), .,
(0.014)

Integrating this function allows onc to indicatc the magnitude and speed of
the response; the impact of a 100 percent devaluation is only an 8 percent
wncrease in food prices, all of which comes after the first two months. This is
clearly a small (but statistically significant) response. The fact that few food

18 The results reported here are part of an ongoing study on exchange policy currently under
way at Cornell.
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commedities are actually traded on infernational markets, as well as the possi-
bility that scarcity costs (shadow prices of foreign exchange) rather than official
prices determined the market prices of those foods which were imported, may
explain the zomparativelysmatl magnituc'e of this relation-hip. The formerissue
remains valid even in the 1990s, while the latter pertains mcre to the earlier
period when import quotas and a distoited cumericy prevaled.
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3. Fiscal and Monetary Policies

HISTORICAL PERSPECTIVE

Deficits and revenues are, of course, linked, but not rigidly. While the years
1981-83 were the nadir of Ghana’s ability to raise revenues, the deficit was larger
(in terms of GNP) during the middle of the previous decade (Table 8). While
one cannot ignore the monetary implications of the deficits of the late scventics,
the fiscal implications of the government’s inability to mobilize resources in the
early 1980s can be directly linked to the breakdown of services reported from
that period. One notes from Table 9, for example, that taxes as a share of GNP
in 1981 were a third of what they were only six years carlier. Given the real GNP
decline of the 1970s, this declining share represents an even more rapidly
declining control over resources. A major, but not exclusive, contribution to this
decline was the loss of cocoa duties; exchange rate distortions and the decline
of world prices from their extraordinary levels in 1977 and 1978 left the Cocoa
Marketing Board in a deficit after paying producers.

Noting the downward trends in both revenues and GNP, as well as the
declining deficit in the period under discussion, one would expect declining real
government expenditures. This is, in fact, what is derived if one multiplies the
share of government expenditures to GNP from Table 9 times real GNP. Note,
however, that estimated government consumption in constant terms in 1983 was
actually greater than that of the mid-1970s (Tables 10A and 10B). Before one
concludes that the decline in government expenditures predicted above can be
reconciled with the apparent upward trend in consumption by looking at
changes in government investment, onc should first note that government
consumption also declined as a share of GNP when expressed in current cedis.

The explanation for these vastly different pictures lics in the choice of
deflators. Government consumption is mainly services. Hence, costs follow
trends in wages. Between 1975 and 1983, wages rose far slower than the price
of goods, hence nominal government consumption is deflated by a smaller
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Table 8 - Ghana: Deficit Finance, 1974-1987
1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Millions of Cedis
Gross
National
Product 4,629 5,241 6,478 11,123 20,938 28,123 42,670 72,404 86,226 182,398 266,918 337,280 498,796 725,541
Deficit (surplus) 196 401 736 1,057 1,897 1,800 1,808 4,707 4848 4933 4843 7579  (299) (4,059)
Foreign Grants — — — 1 — — 45 48 52 57 914 1620 3868 6,037
Revenue Gap 196 401 736 1,058 1,897 1,800 13853 4755 4900 4990 5757 9199 3569 1,978
Deficit/GNP 42 77 114 95 9.1 6.4 42 6.5 5.6 27 18 22 -0.1 06
Revenue
Gap/GNP 42 77 114 95 9.1 6.4 43 6.6 57 27 22 27 0.7 0.3
TotalFinancing 196 401 736 1,057 1,897 1,800 1,808 4,707 4848 4933 4,843 7,579 (299) (4,059)
Domestic 198 400 734 1044 1720 1,800 1518 4340 4421 385 3028 4043 5315 2.879)
Foreign @ 1 2 13 67 0 290 367 389 970 1815 3522 (5614) (1,180)
Other 0 0 0 0 110 0 0 0 38 138 0 14 0 0
Internal
Financirg
As a percent
of total 1010 998 997 988 907 1000 840 922 912 77.5 625 533 —_ -

Sources: IMF (various years); World Bank (1989c).
Note: Revenue gap is the difference between revenue and expenditure, the deficit when grants are not considered.
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number than GNP or privatc consumption. For example, the CPI deflator for
1983 (1980 = 100) is 560, which is roughly the same as the GNP deflator, and the
deflator for private consumption. Comparing the reported current and constant
government consumption in that year, however, onc derives an estimate for the
government consumption deflator as 114. To put it differently, the deflated
consumption figurcs indicatc that low wages enabled the government to pur-
chasc more scrvices in 1985 with revenues of 5 percent of GNP than it could in
1975 with revenucs of over 12 percent of GNP. This, of course, is likely
misleading. A distortion of the magnitude implicd in the relative prices makes
the government wage scrics a poor indicator of the productivity obtained for a
unit cxpenditure.

No such index problem exists with interpreting the deficit. The large deficits
in 1975-1979 arc a fair portion of the explanation for the inflation and, subse-
quently, the growing exchange rate distortion in the later part of the decade and
the carly 1980s. To be sure, the problem was compounded by price controls and
other rigidites, but the essential point of the link between macropolicics and
overall market performance remains valid.

The revenue collapse also rippled through the rest of the cconomy. Falling
real wages for skilled and unskilled government workers alike (sec below)
caused an cxodus from the civil service.  Younger (1989) indicates that the
cducation ministry lost up to 10,000 tcachers and administers by 1984 Similarly,
the Ghana Water an: Scwerage Corporation had no accountants, and only 23
percent of its engincers that year. This attrition partly compensated for a policy
of overstaffing that had led to a 14 percent annual growth in government
employment between 1972 and 1985 and was therefore simply a self-adjustment.
The size, and likely sclectivity, of the staff hemorrhage, however, converted the
revenue drought into a major decline of government output.

POLICY REFORMS, 1983-1989

A major objective of the recovery program was to restore the government’s
capacity to mobilize national resources and to fund its operations without
resorting to inflationary financing. As indicated in Table 8, the government wzs
able to rapidly reduce the deficit and even gencrate a small surplus by 1986.
Forcign grants apparently played a small role in this recovery. While such grants
increased rapidly from the negligible basc in 1983, the revenuc gap presented in
Table 8—that is, the deficit when grants arc not included—is still small in
proportion to GNP in the ycars considered. Similarly, while foreign capital
played a significant rolc in financing the deficit between 1983 to 1985, capital
flowed outward in 1986 and 1987. Theie was a net inflow of foreign funds again



Table 9 - Ghana: Government Revenue, 1975-1987

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
Millions of Current Cedis

Gross National

Product® 5241 6,478 11,123 20,938 28,124 42,672 72,294 86,225 182,798 266,918 337,280 498,797 725,541
Tctal revenue 809 870 1,141 1,392 2600 2951 3234 4,804 10,185 21,728 38,691 69,758 105,009
Tax revenue 727 765 1,041 1,251 2411 2747 2970 4,182 8459 17,931 31,918 61,923 93917
Individual income 69 84 94 171 210 308 388 634 999 1,654 3058 5242 8,19
Cocoa duties 180 269 278 835 920 535 -- — 2800 4509 8861 13901 2699%
Import duties 139 131 177 241 355 361 472 570 1792 3,159 6591 14236 17,784
Sales ard excise 136 242 351 409 422 832 1,263 1884 1,727 5620 8592 19,778 26,545
Nontax revenue 82 105 100 141 189 204 264 62 1726 3797 6773 7,835 11,092
Foreign Grants — — 1 — — 45 48 52 57 914 1,620 3,868 6,037
Govt. Expenditures 997° 1,308° 2,137 3,165 4796 4,668 7,719 9530 14,755 26694 41,763 70,660 106,987°
Tax/GNP 14 i2 9 6 9 6 4 5 5 7 9 12 13
Taxftot. rev. 90 88 91 90 93 93 92 87 83 83 82 89 89
Income tax/tot. rev. 9 10 8 12 8 10 12 14 10 8 8 8 8
Cocoa dutiesftot. rev.’ 22 31 24 60 35 18 0 0 27 21 23 20 26
Import duties/tot.rev. 17 15 16 17 14 12 15 12 13 15 17 20 17
Sales & exc.ftot. rev. 17 28 31 29 16 28 39 39 17 26 . 28 25
Nontaxftot. rev. 10 12 9 10 7 7 8 13 17 17 18 1 1
Grantsftot. rev. 0 0 0 0 0 2 1 1 1 4 4 6 6

Gowt. expend./GNP 19 20 19 15 15 11 11 11 8 10 14 14 15¢
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indices (1979=100)

Tax/GNP 162 138 109 70 100 75 48 57 54 78 110 145 151
Tax/tot. rev. 97 95 98 97 100 100 99 94 90 89 89 96 96
Income tax/tot. rev. 106 120 102 152 100 129 149 179 121 94 98 93 97
Cocoa dutiesftot. rev.? 63 87 69 170 100 52 0 0 78 59 65 56 73
Import duties/tot. rev. 126 110 114 127 100 90 107 87 129 106 125 149 124
Sales & exc.ftot. rev. 104 171 190 181 100 174 241 242 104 159 137 175 156
Nontax/tot. rev. 139 166 121 139 100 95 112 178 233 240 241 155 145
Gowt. expend./GNP 125 132 126 99 100 72 70 72 53 65 89 93 99¢

Sources: IMF (various years); World Bank (1989a); Government of Ghana ( 1989b).

* IMF.

® Cocoa Duiies from World Bank (1989a), except 1980 from Government of Ghana (1989).
© Government expenditures in 1975 and 1976 are from World Bank.

4 Provisional.

Note: All non-notated data are derived from IMF and GFS.
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Table 10A - Ghana: Real Consumption and Savings, 1974-1987

item 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Millions of 1980 Cedis

Gross Nationz!

Product 46,205 40,011 38,627 39,391 43261 42,536 42,670 41,452 38,761 37,063 40,215 41,955 43,934 45910

Govemment

consumption 3,331 3354 3432 4,417 5,193 4268 4784 5534 4,920 4,823 4,199 4,068 4,141 5359

Private

consumption 38,693 32,363 31,678 31,357 35571 35,094 35953 33,941 30,564 30,461 33,973 35,755 37,055 37,919
Ratios

Government

consumption/GNP 7.2 84 89 112 120 10.0 112 134 127 130 104 9.7 94 117

Private

consumption/GNP 837 809 805 796 822 825 843 81 9 789 82 845 852 842 826

ot




Table 10B — Ghana: Nominal Consumption and Savings, 1274-1987

1982 1983 1984 1985 1986 1987

86,225 182,798 266,918 337,280 498,797 725,541
5,603 15780 19,641 31,400 46,100 64,100

77,620 167,147 239,613 288,748 435,672 650,199

6.5 86 74 93 92 88

90.0 914 898 856 873 89.6

3.3 -1.8 06 0.1 1.7 33

ltem 1974 1875 1976 1977 1978 1379 1880 1981
Millions of Current Cedis

Gross

national

product 4613 5241 6,478 11,123 20,938 28,124 42,672 72294

Govemment

consumption 569 688 799 1409 2371 2903 4784 6,384

Private

consumption 3645 3,873 5170 8,637 17,766 23,454 35,953 63,333
Ratios

Government

consumpgtiory

GNP 123 13.1 12.3 127 11.3 10.3 11.2 88

Private

consumptiony

GNP 79.0 73.9 79.8 77.6 84.9 834 84.3 87.6

Public

savings/GDP — — — — —_— — — —_

Private

savings/GDP — — — — — — — —

Sources: World Bank (1989c); IMF (various years), World Bank (1988a).
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in 1983 (preliminary data not included in Table 8). However, this was not strictly
to finance a deficit, but, given the overall surplus, to retirc domestic debt. As
discussed below, however, this characterization depends critically upon what
items arc listed as on and off budget.

Somewhat in contradiction to the stylized vers on of a structural adjustment
program, the recovery programinitiallyincluded increased levels of government
real expenditures.” As indicated in Table 9, expenditures relative to a growing
GNP rosc between 1983 and 1987 as the government recovered fromits period
of underfunding.” Rathcr than reducing sersices, Ghana achicved its deficit
reduction by the traditional — but not nccessar iy popular — approach of increas-
ing revenuc. To a degree, this increase reflects the improved economy and the
rencwed ability to collect cocoa revenues, but cfiorts have also been made to
increasc the cfficiency of tax collection.

Attempts have also been made to reform the tax structure to improve
cconornic cfficiency. In general import dutics have been reduced and rational-
ized. Similarly, sales taxes have been restructured so that domestically-
produced goods and importcd goods are taxed cqually. The 1990 budget added
an explicit distribution objcctive to the tax structure. That budget includes an
additional salcs tax on luxury goods, such as whiskey and imported fruits, of 50
percent to 500 percent. Additioaal sales taxes were also imposed on cars. This
tax, which incrcascs with the size of the engine, is a major shift from a policy of
cxemptling many privatc vehicles from any salcs tax, which was discontinued only
the previous ycar.

A number of reforms have also been instituted in the banking scctor. For
cxample, interest rates cum sa* ings have been freed and sectoral credit limits
removed, although a minimum level of loans for agriculture remains. Total
credit for cach bank, however, remains sct by the Bank of Ghana as a tcmporary
mcasure (o restrict the growth of the money supply.

GENERAL ECONOMIC CONSEQUENCES OF FISCAL AND
MONETARY POLICY REFORMS

While the government was able to transform its deficit into a small surplus
and despitc the absence of an apparent foreign financing component in the
government’s budget, Ghana's forcign debt nearly doubled in real terms in the
latter half of the 1980s, reaching 40 pereent of total GNP in 1989. In percentage

19 Thisisalso in distinction to the adjustment program that followed Nkrumah's ouster.

20 Preliminary data and projections indicate that this trend has leveled off from 1986,
Expenditure growth, however, continucs at a rate similar to that of GNP. Expenditures remain,
then, proportionally less than in the expansionary penod in the mid-1970s,
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terms the fastest growing component of that debt has been that incurred with
private banks as the country improved its international credit rating, In absolute
terms, however, the bulk of the new debt is owed to multilateral institutes. Since
two-thirds of bilateral aid is grants compared with less than 20 percent of
muliilateral assistance, debt through bilateral official loans did not increase in
real terms over the decade.

A graph of this incrcasc of debt or a nzive attempt to draw a trend from this
recent evidence would be misleading. The growth of real debt reflects extraor-
dinary movement in two years, which is unlikely to recur. Similarly, it is hard to
imagine that private lenders will allow themsclves the degree of overexposure
that they risked clsewhere in the 1970s. Nevertheless, debt service drained over
half of export carnings in the period 1984-1989, in some ways contributing to the
nced for new developmental loans. This, however, is not primarily an adjust-
ment issuc; debt servicing in the late 1980s is mainly a product of intcrest on
short- term loans contracted to import petroleum as well as the delayed impact
of loans obligated in the period of unsuccessful adjustment in the late 1960s and
carly 1970s. Arrcars have been reduced during this period as well.,

The government and the World Bank project that the high debt service ratios
reported in Table 11 will decline by roughly onc-half during the final decade of
the century. Debt service, excluding the IMF and arrcars (now fairly ncgligible)
is expected to decline to 15-18 percent of exports plus nonfactor services. This
compares to 14 percent in 1982, All projections, of course, are subject to a
number of assumptions. Most critical in this case is the value of exports —that
is, thc denominator in the ratio. The interest rate is fairly certain; many loans
are concessional. Ghana remains, however, vulnerable to commodity price
fluctuations, particularly cocoa and, to a lesser degree, gold. Shortfalls in export
carnings, such as the expected 7.5 percent decrease for 1989 comparcdto 1988,%
will not affect growth in imports as long as new capital is forthcoming. This
reflects, however, a special set of circumstances, not necessarily available to
countrics willing to emulate Ghana nor, perhaps, to the next generation of
Ghanaians.

Supporting a vulnerable economy during a temporary decline in the terms of
trade is, of course, a commendable —indeed, textbook —role for foreign assis-

21 Note, however, that exports in 1988 exceeded projections,



Table 11 - Ghana: Summary of Real Government Domestic and Foreign Debt, by Source, 1975-1987

1975 1980 1881 1982 1983 1984 1985 1986 1987 1988"
Millions of Constant 1985 Cedis
Domestic Debt® 83,313 75,331 55,615 63,825 50,806 39,696 37,767 35,771 24,294 20,121
Bank of Ghana 36,875 45,218 34,432 33,416 29,024 23982 21,634 19,243 12,147 7.050
Commercial banks 6,438 10,653 7.531 11,007 8,482 5,470 5,210 3,697 3,144 2,367
Secondary banks 4,813 2,960 2,676 3,931 3,057 1,786 3,483 5,655 3,080 1,914
Social security fund 20,250 8,718 5,962 5,401 3,381 2,881 2,899 4,305 3,715 4,955
Private sector and
public enterprises 14,938 7,782 5,014 10,069 6,861 5,577 4,541 2,872 2,208 3,835
Millions of Constant 1985 US$
Foreign Debt® 1,249 1,459 1,340 1,279 1,291 1,194 1,294 1,639 2,075 2,149
Muttilateral devel.
instt. loans 155 441 444 448 452 462 581 803 1,161 —
Bilateral offic. loans 895 841 763 707 687 603 553 605 658 —
Suppliers’ credits 179 168 125 99 93 72 97 86 80 —_—
Private bank loans 19 9 8 24 58 58 62 145 176 —

oy



Debt Service Ratlos®

Excluding the IMF — — - — — 321 46.8 374 289 313
Including the IMF — — — — — 36.3 534 46.7 538 64.0
Including IMF plus

arrears — — — — — 464 61.9 472 61.8 67.6

Sources: World Bank (1968a); IMF (various years).
* Figures for 1988 are preliminary estimates by World Bank staff,

® Domestic debt is total domestic debt outstanding in millions of cedis (at the end of June through 1982, end of December thereafter),
deflated by the Ghanaian GDP deflator. The 1988 GDP deflator is estimated using the 1968 CPI.

¢ Foreign debt is total foreign debt outstanding in millions of US$ (at the end of December), deflated by the US GNP defiator.
< Debt service ratio is the ratio of debt service (variously defined) to exports of goods and nonfactor services.
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tance. Nevertheless, the disappearance of the deficit in the face of increasing
expectations of adjustment dividends by various groups, including government
and state-cnterprisc employees, is maintained Uy a high level of per capita aid
and credit.” It should be noted that while foreign assistance increased during
the 1980s, such flows arc only a partial explanation for the improved macroeco-
nomy; in per capita terms, net assistance to Ghana in 1987 was 20 percent less
than the average for all of sub-Saharan Africa, excluding Nigeria.

Viewing the issuc from another angle, the public investment-savings gap was
over six percent of GNP at the end of the decade. Long-term sectorial adjust-
ment and infrastructure restoration, as well as a variety of other projects, occur
as much off budget as on. Ghana, then, has been able to maintain government
consumption during adjustment, partly because many expenditures had been
cut prior to adjustment and partly becausc it is not required to make an cither/or
choice regarding consumption and investment.

The main question for any long-term adjustment program is whether the
government’s investments, regardless of where the accounting is, achicve a
credible flow of returns. During this period, however, onc is also interested in
the impact the government’s investments have on the private sector. One notes,
for example, that the forcign funding has allowed the government to reduce its
requircments for domestic credit. This has freed funds for the private sector.
Asindicated in Table 12, the real value of net domestic credit to the government
declined appreciably in the years immediately afier the recovery program.
Whilc the total amount of domestic creation has also declined, credit to the
privatesector hasincreascd in real terms. Commercial lending in 1985-1987 was
over three times that in the first three years of the decade. Morcover, unlike
some cconomic indicators that quickly surpassed the levels of the nadir but
remained at the end of the decade below the peak levels of the carly 1970s, real
privatc borrowing rapidly recovered to, and excecded, levels that prevailed 15
years previously.

Aswith so many aspects of the Ghanaian cconomy, the price of credit cannot
rcadily explain this significant reduction of the government’s crowding out of
private credit. Although Table 12 docs not indicate real interest rates prior to
1983, they were undoubtedly negative in the carlicr years of the decade. Ration-

2 Totalaid commitmentsin 1988 were 763 million dollars, 40 percent of which were multilateral
(World Bank 198%a). This amount is an increase of 151 million dollars from the previous year and
411 million dollars greater than 1986. The grant component has remaned roughly a third. Given
the acceleration of commitments, annual disbursement levels have been below that of new
commitments.



Table 12 - Ghana: Loans by Ghanaian Banks to the Public and Private Sectors, 1975-1988

1980 1981 1982 1983 1984 1985 1986 1987 1988
Millions of Constant 1985 Cedis
Net Credit to Government 55,971 51,407 41,331 37,771 19,685 27,566 20,944 11,337 —
By banking system 52,598 49,292 39,937 38,229 29,072 27,566 20,944 11,337 —
By Bank of Ghz.na 43,975 41,365 29,868 28,069 22,379 20,645 14,442 7,398 —
By commercial banks 8,623 7,923 10,069 10,160 6,694 6,922 6,502 3,939 —
Net use of IMF resources 3,373 2,115 1,454 457 -9,387 0 0 0 —
Credit to Rest of Public Sector 4,697 2773 2,583 2,438 2,680 6,121 6,227 6,074 —
By Bank of Ghana 1,588 823 751 438 1,303 2,797 2,624 2,511 —
By commercial banks 3,109 1,951 1,831 1,940 1,377 3,323 3,602 3,163 —
Cocoa Financing 12,573 13,848 20,266 907 4,318 14,520 11,918 8,357 —
By Bank of Ghana 10,715 10,153 18,019 199 4,138 12,516 11,155 7,183 —
By commercial banks 1,858 3,695 2247 708 180 2,005 763 1,175 —
Credit to Private Sector by
Commercial Banks 7,577 6,299 5,684 9,097 13,373 19,798 25,730 24,192 —
Percent
Interest on Savings Deposits
Nominal rate 124 85 85 115 15.0 17.0 19.0 — —
Real rate — — — -51.1 -17.6 69 45 -13.1 94
Maximum Lending Rate
Nominal rate -— — — — —_ — — — —
Real rate — — — 495 -123 114 -1.3 -11.7 -1.1

Sources: World Bank (1989a); IMF (various years).

Notes: Excludes secondary banks prior to 1983. Constant values for credits were calculated by deflating the nominal credits with the GDP
deflator. Real interest rates calculated by subtracting the year-to-year percentage change in tha CPI from the current nominal interest rate.
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ing mechanisms, rather than price, clearcd the market. However, despite
attempts to raisc real interest rates to reflect the scarcity vatue of capital, the
government has not been able to reach this objective except bricflyin 1985, This,
of course, reflects the persistent inflation. Given the apparent control on the
deficit and despitc the reexport of much of the foreign borrowing,” influx of
foreign funds may be a major contributor to domestic inflation.

The monctary impact of the climination of the government’s deficit is being
reinforced by policics to restrict domestic credit formation. Increased deposits,
coupled with restrictions on the growth of credit, contributed to a buildup of
excess rescrves. Inlate 1988, for cxample, rescrves were 41 percen® of deposits
although banks were only required to hold reserves of 20 perceni. This paper
cannot, however, aitempt to determine how much of this excess liquidity can be
attributed to credit restrictions. The large existing portfolio of nonperforming
loans, however, as well as generally conservative attitudes toward lending and
borrowing, may play at lcast as large a role in determining levels of private
borrowing,*

As mentioned, while much of the increasc of forcign exchange from official
flows, as well as from private sources, is being used for imports, some of these
funds contributc to the increased moncy supply. Even with tight credit ceilings
and cven though the government is a nci creditor to the banking system, money
supply (M2) has been growing at 40 percent a year. It is not clear, then, that
either monetary policy or deficit reduction can be designed to reduce this
inflationary pressuie without a major contraction in services and investments.

One additional arca in which Ghana’s improvements and reforms have only
achicved a restoration of the vulnerability of carlier years is the progress in
revenue collection. As in most developing countrics, income taxes remain a
small share of total revenues. Converscly, cocoa dutics are of the same magni-
tude as total sales and cxcisc dutics on all other commoditics, and hence leave
the exchequer as well as the economy’s import capacity vulnerable to world
prices of that commodity. However, Ghana is unlikely to be able toincrease the
share of income taxes in the foresceable future; given the nairow base for
income taxcs, the government found it advisable to increase exemptions in 1989
and again in 1990, increasing its reliance on consumption taxes.

2 This re-export, whether through arrear repayments or purchase of goods and services,
reduces the pressure on domestic moncy supply.

A Younger (1990) discusses thesc issues in greater depth.
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FISCAL AND ECONOMIC POLICY REFORMS AND POVERTY

One can distinguish between the distributional impacts of either inflation or
abatement of price levels and the impacts of changes in individual prices.
Similarly, many cffects of changes in the overall level of government revenues
and experditures are distinct from the impact of changes in particular line items
in the buaget. As the former changes are best modcled in a macroeconomic or
gencral cquilibrium modcl and the latter category of policy measures are
discusscd in greater detail in the sections on wages and prices and on health,
this subscction is necessarily bricf.

The level of foreign funding that has aided the recovery exceeded $30 per
capita in 1988 in disbursements and over $50 in commitments. As discussed
below, these funds have supported some specific distributive programs, Look-
ing, however, at the level, and preempting the results of a projected formal study
with basic intuition, onc can presume that the additional resources available to
the economy, particularly relative to the $400 per capita GNP, cannot but have
astimulatoryrolc. The loss of a Keynesian stimulusinherent in the former deficit
(dubious in the face of concurrent distorted price signals and inappropriate
monctary policics) is easily offset by this resource flow. Note that the additional
resources arc larger, relative to GNP, than the deficit has been in any year since
1978.

While, as mentioned, much of the additional foreign lending is being used to
finance imports, the overall stimulus to the economy has put pressures on
nontradables and fixed factors. This lcads back to inflation and the gradual but
stcaay slippage of the exchange rate. Since all wages have not kept up with
inflation (sce below), some families are likely losing ground indircctly because
the economy is highly stimulated. This, however, is a general inference that goes
beyond any specific Ghanaian experience or any particular policy.

Levels of economic activity aside, are there apparent regressive features
inherent in recent reforms in taxation? Cocoa cxport revznucs rose through
devaluation, not higher taxation of producers; real producer prices for cocoa
rosc after the recovery program was initiated. On the other hand, income
taxation hasrelicd on highrates applicd to a low tax base. This has put asquceze
on middle income government and other formal sector employecs. Although
perhaps unfair, it is unlikely that such rates contributed to absolute poverty.
More important, reforms introduced in 1990 raised exemptions and reduced
overall rates.

Domestic levies and import duties, albeit rationalized, are the taxes faced by
most of the population. Even here, the base is small as few items consumed by
the rural poor are taxed. Morcover, the special excises on luxury items intro-
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duced in 1990 arc an indication of the concern over the equity of adjustment,
even in tax policy.

Reductions in subsidics are no different conceptually than taxes. Only a few
consumer subsides, somewhat disguised through exchange rate distortions, were
widely available in the period prior to the recovery program. Government
employees, however, didlosc access to some subsidized distributions. Theyalso,
however, received appreciable real wage increases, partially or, more likely, fully
compensating for the lost subsidies.

As indicated below, the government has also raised energy prices, as well as
fees for water and other utilitics. Morcover, user fees for sccondary and
university school meals and for a number of medical services have been installed
or raised. While students and familics of students have objected — leading in
some cascs to partially countcrvailing loan programs — this more likely repre-
sents a burden on the middle class than on the poor. User fees are discussed
further below.



Ul

4. Agricultural Policy

HISTORICAL PERSPECTIVE

Cocoa, amounting to only 15-20 percent of the value produced in the
agricultural scctor, itsclf around half of GNP, is crucial to the cconomy far
beyondits productir-nshare; despite decades of neglect, cocoa carned four times
the foreign exchange of the next most important export. The crosion of Ghana's
once dominant world sharc of cocoa and the policies that contributed to it are
well known.” Output peaked in 1964/65, stagnated for a decade, then plunged
stcadily until 1984. Even the buoyant export prices that prevailed during much
of the 1970s failed to reverse the downward trend.

Central to any discussion of cocoa production is the roic of the Cocoa
Marketing Board (CMB). Part of the story is a tale of corruption and political
patronagg, told ffectively by Bates (1981). While ricither logically nor causally
distinct, failed polices also form a theme in the story of misscd opportunities in
export-led development.  The colonial government established the CMB in
response to markceting difficulties during and immediately after the war. The
principal justification at the time was the volatility of cocoa priccs. An addi-
tional, largely unstated, presumption was that the state was more efficient at
price forccasting and at saving than the producer. In actuality, after indepen-
dence surpluses that were accumulated during periods of high prices were
viewed as part of the gencral budget and not as funds held in reserve for income
stabilization. Thus, as carly as 1959, when cocoa revenues were pooled in the
general development budget, the CMB had no real role ir: the stabilization of
incomes of cocoa producers (Rimmer, forthcoming). Not until 1981/82 did the
board make net payments to farmers.

5 Any review of the Ghanaian cconomy must discuss cocoa policy in detail. In addition to such
references, sec Bates (1981).



48

By the mid-1960s the CMB included long-run supply management in its
stated objectives. Since Ghana cannot be contidered a small country in respect
to the world cocoa market, there is some theoretical justification for export
taxation. The government did attempt to organize producing countrics during
the 1965 slump and participated in the 1973 International Cocoa Agrecment.
There is no real indication, however, that taxation of production was actually
based on an attempt to cxploit a monopoly position.

However, the level of implicit taxation of cocoa producers over time has
varicd. For example, real producer prices fell by two-thirds between 1960 and
1966 but doubled from that low base by the time Busia was clected (Roemer,
1984). Input and credit subsides also fluctuated according to both economics
and politics. Such subsidics may be partially justificd by the externalitics of
discasc control. They can be seen also as a means to weaken opposition to low
producer prices (Bates, 1981). From this percpective, the tightening of state
control of both input and output markets that occurred in the carly 1960s served
the political objectives of the Nkrumah government both strategically and
idcologically. This idcology had its apotheosis in the establishment of state
farms.

In contrast, the National Liberation Council (NLC) and Busia governments
attempted to liberalize cocoa marketing. This bricf interlude, however, proved
ineffective as private ventures, including cooperatives, lacked the capital to
function adcquatcly (Beckman, 1981). The perception of blame, however, fell
not on capital markets but on private enterprise, thus strengthening the CMB.

The Busia government also undermined its efforts to help cocoa producers
by expelling foreign, mainly Nigerian, workers. Cocoa workers, many of whom
provided scasonal labor for the cocoa harvest, were officially excmpt from the
expulsion order. In practicc, however, the administration proved incapable of
making such distinctions.”

The NRC also made some attempts to pass a portion of the rise in world
cocoa prices on to producers. This effort, however, proved wholly incffective
as the government was unable to manage the macrocconomy; asixfold increase

2 Moreover, with no means of limiting the entry of new producers, Ghana had no real
opportunity to influence supply in the long run.

27 The seasonal nature of cocoa employment makes it difficult, however, to determine how
many of the expelled worker . *re following normal migration pattems rather than the expulsion
order.
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of producer prices was matched by a sixfold increase in the cost of living,
Moreover, the NRC failed to sec that agricultural policies were strongly influ-
enced by trade policies and the exchange rate. Franco points out that at the
official excha.ige ratc in the late seventies, it would have required a subsidy to
producers to reach an economically cfficicnt level of production.?

As is well known, the CMB and its successor, the Ghana Cocoa Board, have
suffered a fate common to many parastatal corporations. The board is charac-
terized by overstaffing and inefficiency leading to high marketing costs which
further drain the revenues available for either producers or the state. Neverthe-
less, these concerns, while serious, were less the cause of the decline of Ghana’s
cocoa economy than were trade policics.

Ghana'’s policics for the development of noncocoa agricultural development
have also been dominated by a bias toward state enterprises. Inaccordance with
adevelopment strategy that was tricd in much of Asia as well as Africa  Ikrumah
advocated a mixture of statc farms and cooperatives, supported in part by heavily
subsidiz= * services. The government invested heavily in agriculture, but mainly
in unproductive mechanized enterprises (Killick, 1978). Little support was
granted for small-scale activitics; research received little funding and extension
services were dismantled. Busia’s interlude did little to reverse this bias and
even advocated a greater role for the state in murketing and distribution, The
Acheampong administration procceded further toward agricultural dualism
withthe crash program “Operation Feed Yourself.” This program relied heavily
on public investment, particularly in the North where the ccology was most
suited for mechanized ficld cropping. While the North had historically provided
labor for the forest zone, the increase of rice cultivation in the North (from 36,000
acres in 1970 to 140,000 in 1976) reflected, in part, an increased role of South-
erners in savannah agriculturc (Shepherd, 1981). Many of these were army
officers and urban residents with easier access to credit and who were encour-
aged by traditional tenurial practices under which local chiefs could scll rights
to surplus lands.

Throughout the postwar period, production of food crops and cash crops
rose or, more often, declined in tandem. In part, this has reflected the common
urban or statist bias in policics. Notc, however, that the unambiguous decline
in domestic terms of trade for cocoa and other cash crops is not found for food
crops. Indced, most studics indicate that food prices in Ghana rose steadily in
the decade prior to adjustment (Kraus, 1986, 1988; Ghai and Smith, 1987; Micah,

B Krueger et al. (1988) report that there actually was a small net producer subsidy in the late
1970s and early 1980s through input prices, although this was overshadowed by the large indirect tax
through exchange rate distortions.
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1989). Ghai and Smith (1987), for cxample, indicatc that the ratio of index food
prices to the CPI rose by 2.51 percent per year between 1969 and 1980. This
incrcase was twice as fast as that of Ethiopia, the country with the next most
rapidly rising food prices of the 17 studicd.

There are, however, ambiguitics and uncertaintics about the price series and
the proper deflators that may be used as well as real issues in the interpretation
of causality.” Most disconcerting is Tabatabai’s (1988) obscrvation that alter-
native wholesale price scrics—stemming from the same ministry from which
Ghai and Smith’s (1987) data derive — indicates a downward trend in wholesale
prices. Data presented in Chapter 6 also indicate a downward trend in real
wholesale prices for a number of commodities. These uncertaintics, however,
should not divert from the basic point that the decline in Ghanzian agriculture
is not wholly or cven mainly attributable to the absence of price incentives, cocoa
and other cash crops excepted. The Ghanaian government seldom and ineffec-
tively intervened in food crop pricing. Consequently, what low incentives might
have ariscn would stcm morc from general cconomic collapse and subscquent
weak demand than direct crrors in policies pertaining to foodgrains.

POLICY REFORMS, 1983 -1989

The indirect burden on cocoa producers during much of the postindepend-
ence period reflects distortions in Ghana’s forcign exchange market. Thus,
exchange rate reforms in the 1980s allowed Ghana to alleviate a portion of that
burden and to raisc the producer price for cocoa, even while world prices
declined. As indicated in Table 13, the real price at the farm gate increased 75
percent between 1982/83 and 1988/89 (161 percent between 1983/84 and
1987/88) despite substantial inflation. Part of the increase to producers comes
in a postharvest premium, which is calculated after actual sales arc determined.
This calculation takes into account the cffccts of any devaluation since producer
prices were announced. This payment, however, is somewhat delayed and
would not have the same incentive effect as an increase in the producer price
announced at the beginning of the scason, unless producers fully anticipated the
bonus.

Cacobod remains the only legal buyer of cocoa. The reluctance to reform
this marketing monopcly may be, in part, a legacy of the stalled liberalization
under Busia. Also, many Ghanaian officials arc aware of the disruption caused
by Nigeria’s attempt to rapidly privatize cocoa marketing and may base their

29 It is possible, moreover, that farm gate prices declined as wholesale prices increased if
marketing margins increased as a result of worsening infrastructure, This issue is discussed below.



Table 13 — Ghana: Producer Prices for Cocoa, 1975-1989

1975/76 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/83* 1990°

Cocoa purchases by GCB

(1,000 metric tons) 394 258 225 178 158 175 219 228 188 230 -—_

A.nounced producer

price® (Cedis/metric ton) 602 3644 10628 12000 20,000 30,000 56,000 85000 140,000 174,000 224,000

Real producer price®

(1985 prices) 75250 33,127 44,655 41,237 30817 33,076 56,000 68218 80,367 76,048 78,320°
Percent

Ratio of nominal producer
price to world price at
official exchange rate® 42 51 186 251 56 34 45 39 41 54 50-70°

Nominal producer price as

percent of world pnce at
parallel exchange rate® 24 9 19 11 12 13 19 21

Sources: Worid Bank (1989a); IMF (various years); World Bank (various years).

* Price for main crop, excluding benus or compensation payment.

® Takes into account bonus payments of 500 cedis/ton, applied to purchases in 1985/87 and 10,000 cedis/ton, applied to 1987/88
purchases, the former paid in 87/88, the latter in 88/89. Real producer price estimated using the annual average CPI of the calendar
year at the start of the season (e.g., the 1975 CPl is used to deflate the 1975/76 nominal producer price).

€ Ratios to world prices use calendar year average official and parallel exchange rates, respectively. Starting with 1986, auction ex-

change rates are used (see notes to Table 3). The world price is taken to be the ICCO average annual price (which is calc.lated from
the daily prices from the first three positions on the New York and London terminal markets).

9 Assumirg 25 percent inflation.
° Estimate.

2]
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caution on that cxample. More than mere burcaucratic timidness is involved,
however, since the rural credit market is currently incapable of handling a fully
privatized market. Since the beginning of the rccovery program, however,
Cocobodhas been able todivest itself of some plantations, its majority ownership
of its insccticide factory, and its responsibility for feeder road maintenance.
Morcover, it laid off over 40,000 workers in 1985 An additional 12,000
cmployecs were retrenched in 1987,

The trend has been toward liberalization of output pricing for other agricul-
tural commoditics, but at a pace more deliberate than dramatic. For example,
although the prices of other minor export crops, such as coffee, kola, and shea
nut, rose between 1983 and 1989, the main increase for kola producers came in
1988 and not until 1989 for coffce producers. The latter increase came when
world prices had collapscd and the 1990 price increase was less than the inflation
rate”! In addition to these crops, the government also plays a rolc in sctting
prices for rice, cotton, tobacco, and maize through the Agricultural Comn odity
Pricing Committce. Similarly, the price for palm nuts is st by an association of
producers of palm oil products — that is, by a committce of buyers. This price,
however, docs not apply to smallholders, who produce most palm nuts.

Mcasures to liberalize the market for agricultural inputs have also followed
a gradualist approach. Prices for fertilizer were increased in 1986 to cover the
increased cost duc to devaluation and inflation, but the government continued
to subsidize transportation and handling, The unit value of subsidics was further
reduced to 30 percent of costs in 1988 and to 15 percent in 1989 (Table 14).
Morcover, agricultural inputs arc still cxempt from dutics. A significant step
towards liberalization of fertilizer trade, however, came in latc 1988 with the
opcning of retail trade in sclected arcas to private dealers.

With the exception of export crops, agriculture suffered less from over-
government than undergovernment during the downturn, With the collapse of
governanent revenucs, scctoral support evaporated. The financially constrained
administration was simply unable to cither scrvice or control the majority of
farmers. While a rapid recoveryis predicted by models that claim it is nccessary
to get governments off the backs of farmers, this approach has limited applica-
tion for Ghana; it may be a prerequisite but not a prescription.” Indeed, the
need for increased government involvement is implicitly recognized in recent

30 However, most of these were ghost workers.

31 Thecoffee price for the 1989/90 scason was C110.4/kilogram compared to C74.4 the previous
scason. The 1990/91 price was only 11.11 over the previous year's price.

32 The limitation of a prce strategy for agricultural development has been recognized by a
number of authors (see, for example, Lipton, 1989; Strecten, 1987; and Shapiro and Berg, 1988),
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Table 14 — Ghana: Fertilizer Prices and Grain Price Supports, 1982-1989

Fertilizer Prices® Maize Price Minimum Guaranteed Prices (MGP) Index Price Ratios
ver ST Redlnded Ioiman Mazotomnal NP (D ey fetim | Mz Meselop
C/100 kg 85=100 C/100kg 85=100 MGP MGP  Maize Price
(1 @ (&) @ (5) (6) ™ ® © (109)
1882 60 23 600 500 86 512 80 27 0.97 0.83
1983 116 20 1,850 1,800 139 671 47 14 268 0.97
1984 880 110 775 1,800 99 1,829 92 111 0.98 232
1885 880 100 1,100 2,000 100 2,195 100 100 0.91 1.82
1986 1,560 142 1,975 2,600 104 2,439 89 136 1.07 1.32
1987 2,760 180 4,000 4,200 121 3,049 80 150 1.38 1.05
1988 4,600 228 3,080 4,800 105 4,878 97 218 0.8 1.56
1989° 6,700 293 2,570 Gradel 5,000 96 6,463 113 304 0.77 1.94
Grade Il 3,500 67 5244 92 430 0.67 1.36

Sources: Ministry of Agriculture (n.d, ); Mink (1989); IMF (various years).

* Refers to ihe price of compound (15-15-15 or 20-20-0) fertilizer. The price was reported in cedis per 50 kg sack and was adjustedto a
100 kg basis for purposes of this table.

® Al real price indices were generated using the average annual CPI (1985=100). For deflating 1989 prices, the first quarter 1989 CP/
was used.

¢ The September wholesale price for maize in Techiman, Brong-Ahafo Region.
< The minimum guaranteed price for rice was reported in cedis per 82 kg sack and adjusted to a 100 kg basis for purposes of this table.
® Dual grading for maize was introduced in 1989.

Note: Column (8) is the ratio of column (1) to column (4); column (9) is the ratio of column (4) to column (6); and column (10) is the ratio of
column (4) to column (3).

€S
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budgetsthat devote appreciable resourcesto rehabilitation of extension services,
feeder roads, and other rural infrastructure.

GENERAL ECONOMIC CONSEQUENCES OF AGRICULTURAL
POLICY REFORMS

Cocoa production recached its lowest level in 1983/84. The recovery since
then has been slow— in keeping with realistic expectations for a tree crop. The
crop for 1986/87 was 36 percent larger than the record low crop in 1983/84.°
The difference between production levels in the two years was 60,000 tons. In
that same period world production increased by 433,000 tons, with Cote d’Ivoire
and Malaysia incrcasing production by ncarly 50 percent. In the following year,
production in Ghana incrcased by only 3.0 percent, while world production
incrcased another 6.5 percent. Production for 1988/89 increascd further by 23.0
pereent.

However, a number of constraints arc facing the cocoa sector. First, many
internal obstacles to increased production require time to climinate. While
replanting rates are apparently increasing in response to higher producer prices,
the average age of trees in Ghana is high. Furthermore, international compet-
itivencss is hindered by relatively high transportation and marketing costs. This
problem, however, appears solvable, considering the decline in Cocobod’s
opcrating costs. These were 29 percent of the FOB price in 1985/86, but only
17 percent in the following year. This reduction has contributed to the increase
in the share of revenues going to producers.  Further savings in Cocobod’s
budget through reductions in input subsidics, however, will transfer costs to
producers, thereby having an expected negative marginal output effect.

A morec serious limitation of Ghanaian policy measures is external to the
country. The world price began fallingin 1985, just as Ghana's production began
torecover (Table 15 and Figure 3). This is not a causal relationship — Ghana no
longer dominatces the world market — but is, nevertheless, the main constraint to
cxpansion of the scctor. Since there is still some lecway for Ghana to increase
its low producer prices and also to improve marketing cfficiency, Ghana may
rcgain a compctitive position even as world production contracts to adjust to
demand. In thisit may be aided by Ghanaian cocoa’s reputation for quality and,
thus, is ablc to obtain a small premium over the average world price.

Despitc the nascent recovery of production, cocoa’s share of agricultural
GNP continued its decline in the 1980s. Morcover, the share of agriculturc in

33 Yicld data are from the Ministry of Agriculturc, Policy Planning, Ministry and Evaluation
Unit.



Table 15 - World Cocoa Prices, 1950-1989

ICCO (London/New York)®
Current Constant
Year Cents/kg® 1985=100 Cents/kg® 1985=100
1950 63.1 28.0 238.1 105.6
1960 58.9 26.1 191.9 85.1
1961 485 215 158.5 70.3
1962 459 20.4 149.5 66.3
1963 55.3 24,5 180.7 80.1
1964 505 224 164.5 72.9
1965 366 16.2 1169 51.8
1966 51.8 23.0 160.4 711
1967 59.7 2.5 184.3 81.7
1968 72.1 320 217.2 96.3
1969 90.4 40.1 262.0 116.2
1970 575 29.9 189.1 838
1971 538 23.9 145.8 64.6
1972 64.4 28.6 166.8 74.0
1973 113.1 50.2 259.4 115.0
1974 156.1 69.2 301.4 1336
1975 1246 55.3 220.1 97.6
1976 204.6 90.7 345.0 1530
1977 379.0 168.1 602.5 267.2
1978 3404 151.0 502.1 2226
1979 3293 146.0 431.6 191.4
1980 260.4 1155 299.0 1326
1981 207.9 9.2 2188 97.0
1982 1736 77.0 179.2 79.4
1983 2120 94.0 215.9 95.7
1984 232.1 106.2 238.4 105.7
1985 2255 100.0 2255 100.0
1986 207.0 91.8 2131 94.5
1987 199.4 88.4 200.1 88.8
1988 158.4 70.3 153.1 67.9
1989 124.1 55,0 114.1 50.6

Sources: World Bank (1989c).

® Annual average, which in tumn is the average of the first three positions daily on
the terminal markets in New York and London. Real price and real index con-
structed using the US WP,

® Current and constant 1985 US cents/kg
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Figure 3 — Worid Cocoa Prices, 1979-1989

8

US Cents/kg (1985=100)
8 @
]
]
]
]

. |

707172 73 74 7576 77 78 79 80 81 82 83 84 85 86 67 88 89

Year

Sources: World Bank (1989c¢); IMF (various years).
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total GNP itself declined from 55 percent to 47 percent between 1982 and 1988,
despite the sector’s sign_icant recovery. However, cocoa exports remain over
half of total exports. This, of course, lcaves Ghana vulnerable to balance-of-pay-
ment shocks. The precipitous decline in the world price of cocoa might have
derailed the recovery but for a generous supply of loans and grants. Ghana docs
not, morcover, have a commendable historical record for handling peaks of the
cocoa price cycle; the highest real prices indicated in Table 15 were between
1976 and 1979, a period with no significant cconomic growth. Even the short-
lived boom in the late 1960s destabilized macrocconomic planning, It is unlikely
that Ghana will be able to avoid commodity price swings even in concert with
other producers, international cocoa agreements notwithstanding;” the greater
challenge is to devise domestic policies that can buffer the cconomy in the face
of such pricc movement.

Other nonfood crops also indicate signs of recovery, albeit often from a low
base. For example, 1988 cotton production was 7,000 tons, compared to 500 in
1986. This reflects, in part, the dismantling of the Cotton Marketing Board’s
monopoly in production and ginning. Inputs and input credit for cotton are,
however, still subsidized. Other minor, nontraditional agricultural exports
crops, such as pincapples and rubber, have also responded to new price
incentives.

Cereal and root crops production is dominated by subsistence cultivation,
Thus, it is inherently insensitive to policy measures; although severely affected
by the adverse weather in 1983, agriculture was the refuge for many urban
workers whose salaries or real income melted away during the economic
disassociation of the late 1970s and carly 1980s. The sector may, nevertheless,
benefit from policy measures and reforms taken as part of a recovery package.
For example, smallholder agriculture may benefit from improved transporta-
tion, which s being sought for reasons only partially related toagricultural policy.

By and large, the current level of government intervention in output markets
for food crops is at best benign and likely incffective. The government has
abandoned attempts to set official retail prices and the existing floor price policy
is largely irrelevant. For cxample, while rnost estimates put the marketed share
of maize at over 50 percent,® the state trading company, Ghana Food Distribu-

3 Itisnotuncommon forcommodity priccbooms to have undesirable macroeconomicimpacts.
See, for example, Garcia and Llamas (1988).

3 Deaton (1989) indicates that cocoa prices were the second most variable out of 13 commodity
prices studied. Moreover, cocoa price shocks tend to persist for relatively long periods.

36 Thisisa highshare [orastaplc in a rural population. Farmersin the largest maize producing
region, Brong-Ahafo, however, arc not primarily maize consumcrs.
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tion Company (GFDC), has never sold more than 20,000 tons, or 3-4 percent of
total production (sce, for example, Asante ct al, 1989). Despite increascd
storagc capacity, the government is not in a position to defend a price floor for
maize, having insufficient liquidity for such a venture, The government recog-
nized this in 1990, introducing a policy of purchasing and sclling at
market-determined prices. However, given the plans—often alrcady under
construction—to increase storage capacity to 120,000 tons, the danger is that
policy will follow capacity rather than vice versa.

A major change in the food crop subsector has come through the NGO
Global 2000. Through a combination of extension and credit in kind — fertilizer
repaid in grain—the project has made a remarkable impact on maize and
sorghum yiclds ofits participants. Scaled up 085,000 participants between 1986
and 1989 and projected —ambitiously, as it nappened — to more than triple in
1990, the program has made much of the transition from pilot to pilla-, with the
attendant transformation of challenges. While Global 2000 is a NGO, much of
its staffing, as well as its capital and physical flow, come from government
agencics. These arc not inconsequential. Up to 3,000 extension workers have
been involved in Global 2000, occasionally in the potentially countc rproductive
role of collecting overdue loans (Yudelman, 1990).

Not only are nonperforming loans a potential problem, the volume of in-kind
payment could undermine the initiative; loan repayments are currentlyaquarter
of a million bags of grain and will come close to a million if projections are
rcalized. Global 2000 and its affiliates, ther, risk running aground for the same
reason that the GFDC will have dlifficulty finding a niche. These issucs are part
of the challenge of agricultural growth, u general issuc of development rather
than structural adjustment. Indeed, there is rothing in the approach of Global
2000 that could not have beer attempted in the policy enviionment of Ghana a
decade previously; Global 2000 relies neither on an cxchange rate reform nor
the liberalization of internal markets.

Toadegrec, the prominent role of Global 2000 and the government agencies
that are working with it undermines the nascent efforts at privatizing fertilizer
trade. The risks attendant to the financing and importing of fertilizer by a donor
agency are not unlike those attendant to a parustatal importer (von Braun and
Puetz, 1987), and its success does not invalidate the long-term need for flexibility
in fertilizer marketing,

Agricultural growth has been slower than growth in other sectors (Table 2).
This is not specific to Ghana; it is in keeping with onc of Kuznets's stylized facts
about the development process. Nevertheless, with agriculture (including for-
estry and fisheries) roughly 50 percent of GNP, totalincome of this sector carries
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alarge weight in the aggregate growth rate. Unlike many countries, particularly
in Asia but increasingly in Africa as well, Ghana is able to increasc agriculture
by putting more land under cultivation. Tabataba; (1988) argues that such an
arca response accounts for much of the initiai recovery in agriculture. Never-
theless, productivity per arca is still an indication of structural change in
agriculture. Evidence regarding increased yields is mixed, partly because not
cnough time has clapsed to fathom a trend from the data and partly because
yicld data vary significantly depending on the source.”

Apparently, however, maize yields arc somewhat kigher than in the pre-
drought period. Data from the Ministry of Agriculture and the Statistical
Service bothindicate 1.13 tons per acres in 1986-1988. The two sources indicate
different yiclds in the carlier part of the decade, but the higher cstimates for
maize yiclds average 0.97 tons for 1982, 1984, and 1985. By 1988, yields had
surpasscd levels achicved in the carly 1970s, increasing by nearly 20 percent over
1987. Production, however, declined in 1989 and is projected to do so again in
1990 (Table 16).

Rice yields have hovered around one ton per acre throughout the decade,
drought cxcepted. Arca cultivated, however, has increased 50 percent from
predrought levels. By the end of the decade, thercfore, total production also
had approached previous record levels. Sorghum and millet yields also appear
to be rising with arca indicating no apparent trend.® Similar cncouraging
evidence is found regarding root crops; nevertheless available data do not yet
indicate a watershed or otherwise hint at structural change in agriculture.

Of course, a stcady upward climb in production indicators is a reversal of the
carlier decline. There is no real rcason to expect more in the short run.
Wholcsale prices for major food crops in Ghana have not historically been low;
thercfore, there is little scope for revitalizing agriculture by getting prices right.
To be sure, farm-gate prices are far below wholesale prices; but this is duc to
poor infrastructure rather than price policy. In the absence of a technological
change in any of the crops cultivated, agricultural growth will be the product of
many small changes by many agents and producers and not likely as casily
achicved as a real exchange devaluation.

3 Evenwithin the Ministry of Agneulture, production data for maize were revised by 25 pereent
15 months after the 1988 harvest.

38 Since 1987 the Statistical Scrvice has aggregated these two crops. Similarly, despite their
importance to the poorest farmers in the country and even though cach individualt, exceeds rice,
the Ghana Living Standards Survey combined the two crops. Ministry of Agriculture data, however,
sceparates the two.



Tabie 16 — Ghana: Production Estimates of Selected Major Crops, 1970-1989

Crop 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979
1,000 Metric Tons
Maize 481.6 4654 402.4 426.4 4857 3434 286.4 3122 269.3 308.6
Rice 488 54.9 70.1 62.0 732 711 69.8 629 60.8 63.0
Millet 141.2 130.1 98.6 108.7 154.4 121.9 144.4 1326 120.8 1475
Sorghum 185.9 1727 152.4 166.6 176.8 135.1 188.5 140.0 137.4 159.7
Cassava 2,387.8 2,387.8 2,840.0 2,865.4 3,696.1 2,398.0 1,818.5 21190 2,334.3 2,319.9
Cocoyam 1,136.0 1,136.0 945.0 1,325.0 1,510.0 1,099.4 773.3 632.6 680.7 638.5
Yam 909.4 909.4 678.8 605.9 8495 709.2 574.0 497.1 5171 550.4
Plantain 1,641.0 1,641.0 1,669.5 2,070.8 2,024.1 1,245.7 1,255.6 775.8 901.9 784.3
Groundnuts 101.6 101.6 89.4 127.0 156.5 1108 113.0 90.5 69.7 95.6
1980 198, 1982 1983 1984 1985 1986 1987 1988 1989*
Maize 354.0 334.2 264.3 1408 574.0 395.0 559.1 597.7 750.9 714.6
Rice 64.1 43.6 371 26.9 76.0 80.0 69.6 80.7 84.0 64.1
Millet 136.4 130.5 120.4 1144 139.0 120.0 109.9 173.1 192.4 180.0
Sorghum 156.2 170.7 125.9 105.8 176.0 185.0 128.1 2059 177.6 215.0
Cassava 2896.3 27206 1.985.5 1,375.2 4,065.0 3,075.0 2,876.2 2,725.8 2,287.5 3,320.8
Cocoyam 848.3 972.0 756.3 6132 2,835.0 900.0 1,005.2 1,011.8 907.0 1,063.0
Yam 523.1 462.8 374.1 354.3 725.0 560.0 1,048.1 1,185.4 901.6 1,279.0
Plantain 931.2 835.2 762.9 754.7 1,234.0 1,3500 1,087.5 1,077.6 1,135.0 1,036.0
Groundnuts 142.2 125.9 1111 91.1 167.0 140.0 190.3 190.7 2296 200.0

Sources: Ministry of Agriculture (n.d.).
® Provisional.
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AGRICULTURAL POLICY REFORMS AND POVERTY

By the 1987-88 crop season, real nct payments to cocoa producers increased
by 160 percent over 1982 as a result of higher producer prices and the attendant
increase in production. Using 1989 preliminary production estimates and a 75
percent real increase in the producer price over that in 1982, a similar estimate
for 1989 indicates that producer receiptsin that vear were over three times those
in 1982. This is, of course, an upper limit to the change in farmers’ profits
inasmuch as, to a fair degree, the receipts include sales of cocoa that would have
been smuggled to neighboring countries under other price regimes. Morcover,
increases in the real cost of inputs reduce profits slightly. Nevertheless, cocoa
producers clearly gained in absolute terms,

Bow did this policy change influence relative incomes? In 1987-88 the poor,
as defined by Boateng ct al. (1989), carncd 21 percent of their agricultural
revenue from cocoa compared to 23.5 percent for the nonpoor. The hard core
poverty group reccived a smaller share of their revenues from cocoa—16.8
percent. Th~ - nalysis also indicated that the nonpoor reccived slightly more
than ke of their iotal incoine from agriculture, and only a third of that
agriculture income is from revenues as opposed (o home consumption and other
fazm related activitics. Thus, using the data ir Boateng et al. (1989) as well as
the real increase in producer payments, the estimated share of total income for
the nonpoor that can be attributed to the increase in producer prices is 2.5
vercent of their t tal income.” A similar estimate for the extreme poor is 2.8
percent. This sligmly higher share reflects the fact that the 7.4 percent of the
Ghanaian population defincd as extremely poor in Boateng et al. (1989) are
predominately rural and carn a higher share of their income from agriculture.

From another perspective, only 2.7 percent of all cocoa revenues go to this
hard core poverty group. Nevertheless, this small share is a greater share of the
poor’s income than the remainder of cocoa revenue is of the rest of the
popuiaion’s income. Note, also, that the increase in producer prices is not a
transfer and, therefore, lzakage to nonpoor is not an issue of concern.

A caveal is necessary. The data presented in Boateng et al. (1989) do not
present production or revenue shares by region. Over one-third of the ultrapoor
are in the savannah, where cocoa is not grown. One caninfer, then, that the hard
core poor in the rest of the country had an increment to their income of about

39 The share to cocoa comes from the product of the shaie to agnculture (0.53) to incomes
times the shaie of revenue 1o the value of all of agriculture (0.31) times the share of cocoa in this
revenue. Sixty-one percent of this cocoa share is incremental. Note that the base used forcalculating
the percentage change this represents is the revenue under the 1982 pricing policy, holding other
agricultural revenues at 1987 levels.
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4 percent, while the residents of the savannah benefited from this aspect of the
recovery program, if at all, through incrcased employment for migrants.

Producers of other crops, including shea nut and coffee, have also benefited
from recent increases in producer prices. These increments arc probably
appreciable shares of revenues but a far smaller share of incomes. Sufficient
data to calculate incremental income shares from such crops are, however,
currently unavailable.

Another distributional question centers around agricultural policy and
cocoa; although cocoa contributes only about 15 percent of agricultural GNP,
it received over 75 percent of public current expenditures on agriculture in the
1989 budget (Mink, 1989). Much of that disparity was due to the operating costs
for Cocobod. Expenditures on extension for cocoa were, nevertheless, also four
times thosc reported for the rest of agriculture. Rescarch expenditures, how-
ever, werc somewhat less imbalanced. Forty-four percent of total government
research expenditures were devoted to cocoa.

Minimum support prices for maize stayed more or less even with the general
price index— that is, there was no obvious trend in the index of the guaranteed
support price during the 1980s (Table 14). The government has, however, raised
fertilizer prices at a rate faster than that of inflation. The ratio of fertilizer to
guaranteed prices indicated in Table 14 has, therefore, increased even for high
quality (grade I) maize. This may have put some pressure on the profits of
farmers who usc chemical fertilizer, although by international standards the
fertilizer-to-grain price ratio is not particularly high, since fertilizer retains a
small subsidy and maize support prices are comparatively high.

The minimum support price, however, does not indicate the market clearing
price. Table 14 also reports the September (harvest) wholesale price in Techi-
man, a major market for maize shipped to either the North and Upper Regions
or shipped toward Accra and the coast. While the guaranteed price was slightly
below the wholesale price before adjustment, the relative positions shifted at the
end of the decade. Even the support price for grade II maize offered in
1989 — the lowest real support price in the decade -~ was over a third higher than
the wholesale price in Techiman. The relatively few farmers who are able tosell
to the government, then, received a considerable vonus or economic rent.
Available evidence indicates that the GFDC purchases primarily from larger
farmers or approved intermediaries (Asante et al., 1989). Thus, it is not
apparent at this time that the GFDC, even with increased capacity, has been
able to contribute to poverty alleviation.
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A similar pattern can be observed in rice support prices; the GFDC offers
purchase quotas to registered large farmers.” With the notable exception of
1983, paddy support prices moved more or less in parallel with maize prices until
1989. Even if one compares the grade I maize price with the grade II paddy

price," the 1989 maize/paddy ratio was lower than any year reported except
1985.

40 They also offer a nominal transportation subsidy of 14 cedis per ton mile in 1989.

41 Initial observations indicate that the higher support price is being regularly offered to rice
producers, while li}c lower support price is the more common of the maize purchase prices.



5. Industrial Policy

HISTORICAL PERSPECTIVE

An important feature of th * development strategy of the Nkrumah govern-
ment was its attempt to rapidly increase the capital stock with major public
investments guided by a nationai plan. This “big push,” however, eventually
resulted in investment without incremental output (Killick, 1978). Although
some large projects, such as the Volta Dam, proceeded more or less as planned,
investment generally proceeded in virtual disregard to planning. Killick pres-
ents cxamples —widely quoted in subsequent articles and books— of factories
being built with no consideration for the source of raw materials or with capacity
far in excess of any market absorption potential.

It is noteworthy that the national savings rate —a key feature of economic
growth in most economic models—was quite high during the first half of the
1963s. Investment absorbed over 20 percent of GDP between 1963 and 1965
(Rimmer, forthcoming). This misguided investment was financed in part
through foreign debt. Dircct foreign investment and aid combined provided
only 10 percent of fixed investment, mostly for the Volta Dam and the attendant
aluminum smelting project. An appreciable share, on the other and, came
through retained earnings and reduced consumption. Also noteworthy is the
fact that dzspite an ideology that favored the public sector, the relative growth
instate-owned enterprises was sought at the margin — that is, through investment
rather than expropriations.

The liberal market-oriented leanings of the NLC and Busia governments did
not translate into a major restructuring of industrial policy. Privatization of
parastatal enterprises was a failure; only three relatively small firms were sold
between 1966 and 1971. Industrialization was encouraged during this period
through import licensing and surcharges, which superficially and ineffectively
favored capital goods.
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After Busia’s ouster, government policies discouraged forcign participation
in the cconomy. Foreign debts were repudiated and majority ownership was
acquired in foreign-owned timber and mining operations, including the Ashanti
Goldfields. Business indigenization laws as well as exchange rate distortions
and delays in repatriation of capital virtually isolated Ghana from international
capital flows. Whilc Hilla Limann attempted to cncourage forcign investment,
net capital continued to flow outward during his bricf leadership. Domestic
investment was also discouiaged by the nationalizations under Achcampong as
well as by the difficully in obtaining foreign exchange for investment goods
through the postindependence period.

As the economy deteriorated in the period prior to 1983, ncither the private
sector nor the government maintained capital stocks. Private consumption,
roughly 75 percent of GDP in the carly 1970s, rosc to 94 percent a decade later
(Rimmer, forthcoming). While calculations of relative shares of private and
public consumption are somewhat scnsitive to cost deflators (private consump-
tion is mainly goods while government consumption is primarily services),
government consumption can be shown to have exhausted most of the remaining
resources available. The absence of stock maintenance, never mind net addi-
tional investment, was felt in virtually all scctors. For example, gold production
slumped as machinery broke down without replacement; productionin 1983 was
20 percent below production three years earlicr and over 40 percent below that
of 1977.2

All forms of land transportation and port facilitics also suffered. This not
only affected the ability to export, but also relative domestic prices. As trans-
portation became more difficult and trucks scarcer, producers reccived a
comparatively smaller share of the final retail price.

A rccurrent theme in this report is that policies are causally linked; onc failed
initiative often leads to the need for compensatory, and often increasingly
distortionary, additional measurcs. Industrial policy is quite obviously inti-
mately tied to exchange rate and tariff structures. In the wake of the numerous
reports of the failure of development planning in Ghana, it is worth noting that
Ghana was initially successful in its import substitution strategyin the 1960s. For
example, manufacturing output grew in the aggregate at a rate of 13 percent
between 1962 and 1970. This period was also one of diversification. The
strategy, however, containcd the cause of its collapse. With high rates of
protection, a progressively overvalued exchange rate, and a relatively small
internal market, most factories were characterized by overcapacity (Killick,

2 i may, however, also reflect increased smuggling as the exchange rate became
cumulatively distorted.
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1978). This was compounded by the inability to import sufficient raw materials
or machinery, except under cumbersome and distorted quotas and licenses
during the 1970s. As is oftcn the case, this led to a legacy of inefficient and
outdated factories. Subscquently, these industries — for example, textiles—
which find themselves vulnerable to foreign competition, are prone to resist
liberalization measures, often in the name of job creation and economic inde-
pendence.

POLICY REFORMS, 1983 -1989

Principal among the recent reforms that affect the industrial sector are those
that affect the real exchange rate. These are discussed in the trade chapter.
Other cconomy-wide measures that have an impact on industry include the
decontrolling of prices, periodic adjustment of minimum wages, and change in
interest rates. The latter were often appreciably negative in real terms prior to
the recovery program and less so thereafter. Morcover, credit is often unavail-
able to small industries. It is unclear, however, whether this represents the end
result of monetary policics or a general uncertainty and conscrvative lending
policy. In addition, economic uncertainty may affect demand for loans as well.
For example, with inflation at 30 percent, few investors will be willing to take out
an unindexed long-term loan,

A high priority for government investment in the five years after the cconomic
restructuring has been transportation, communications, and clectrification, all
of whichindirectly affect industry. Dircct industrial investment was minimal and
aimed partly at increasing the cfficiency of 14 existing state enterprises that were
deemed essential.” For the most part, however, the government attempted to
divest itsindustrial holdings. This, however, also required additional investment
inasmuch as many state enterprises were too inefficient to attract private
investors. The accounting and regulatory aspects of this privatization also
require scarce administrative skills. Thus, divestiture prior to 1989 was less than
initially planned. In some cases, bids for statc-owned cnterpriscs have been
rejected; with no clear means of pricing assets, the government is wary of being
accused of allowing its resources to be acquired by foreign investors.

Most public sector industrics have generous retirement and layoff provisions
for their employces. These liabilitics make the industries unattractive to invest-
ors. In addition, they make liquidation expensive and cumbersome.

43 These are utilitics or firms involved in transportation and communication. In addition, the
government intends to retain control of the Ghana Cocoa Board and the State Gold Mining
Corporation.
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In general, however, the government faces a common dilemma. The state
wants to promote private production; once it has removed the major obstacles,
it has limited instruments to actually promote private scctor investments, par-
ticularly small-scale investments. The recovery program did, however, actively
seek foreign investment after a decade and a half of discouraging and oficn
prohibitingit. Ancarly step was to draw up a new investment code and to adopt
policics that allow casy repatriation of profits. Amongthe first sectors to attract
investment has been mining. For example, the government and Lonhro, assisted
by the IFC, put together a $160 million investment package in 1984, aimed at
revitalizing gold mining. Similar packages have followed, with five of the six IFC
investments in mining or oil exploration through 1989 (97 percent in value
terms),

In addition to such major investment programs, the government has tried to
cncourage mining by legalizing small-scale mining, called “galamsey.” The
rcgulations introduced in 1989 allow individuals or groups to mine up to S acres
for gold, depending on the size of the group, for three years. Companics or
cooperative socictics can obtain claims to mine up to 25 acres. The Diamond
Marketing Corporation, now the Precious Mincrals Marketing Corporation,
was also restructured to encourage small-scale producers. Formerly the largest
contributor to the diamond industry, privatc mining had been driven under-
ground, as it were, by unrealistic prices. Whil. both gold and diamonds must
still be sold to licensed dealers, prices are determined by the world market,

Though officially considered part of the agriculture scctor, forestry also
excmplifics new industrial policies. Extraction responded rapidly to devaluation
as well as to improvements in transportation and the availability of equipment,
Exports of forestry products were 3 percent of total exports (313 million) in 1983
and 11 percent ($90 million) in 1987, with the volume of export incrcasing 70
percent in a single year (1986 to 1987). Indeed, concern has been voiced that
the extraction rate likcly cxceeds long-term carrying capacity. Consequently,
the government banned the export of 18 species of trees in log form. This is to
encourage a higher share of value added locally. It should be noted, however,
that despite the growth in exports, the forestry subscctor has grown at a slower
rate than other subsectors.

GENERAL ECONOMIC CONSEQUENCES OF INDUSTRIAL
POLICY REFORMS

As mentioned in the section on trade policy, the impact of general cconomic
reforms is likely to be industry specific inasmuch as the net effect of devaluations
along with changes in quotas and tariffs is indetermirate. Clearly, those indus-



tries with an international competitive advantage at realistic exchange rates will
expand with the rate detcrmined, to a degree, by the speed at which investments
can be brought on linc. Extractive industrics have relatively more opportunitics
to respond to ncw price situat'ons as there is little concern with finding markets.
As mentioned, forestry and the processing of timber has responded so rapidly
that increased capacity is being developed. Similarly, gold mining has attracted
large investment from both the public and the private sector. Diamond mining
has, however, rccovered slowly and the government has placed its holding up
for privatization.

For much of the industrial sector, however, the challenge has been as much
toincrease production under current capacity as to develop new capacity. Table
17indicates production rates (as a percent of capacity) of some major industrics.
The table indicates significant productionincreases four years after the initiation
of the recovery. This short-term increase occurred as effective demand in-
creased and as inputs and intermediary investments became less regulated. As
Table 17 also indicates, however, production in many industrics remained below
50 percent of capacity four ycars into the recovery. This reflects decades of
mismanagement. For many industrics, capacity exceeds any reasonable projec-
tions of medium-term demand or ability to finance imports or supplics of
domestic raw material. Morcover, much of the existing capacity is outdated and
virtually uscless. This will weaken the recovery over the long term.

It also raises questions concerning the nature of domestic demand and the
sources of investment. As noted, private foreign capital has begun to flow into
mining and a few other industries, but such investment remains modest. While
public savings more than tripled from 2.5 to 8.3 percent of GNP from 1984 to
1988, private sector savings actually declined from 4.4 to 4.2 percent (World
Bank, 1989b).

Past campaigns against corruption and profitcering have perhaps rendered
local investors somewhat wary of revealing personal equity. They also find it
difficult to obtain capital through cither share investment or loans. The former
mcans of financing is undeveloped in Ghana, and the latter is hindered by the
conservative nature, if not the total level, of lending. Trade, for example, is rarely
financed through loans. Moreover, banks are burdened with a backlog of
nonperforming loans and are reluctant to increase exposure without extensive
collateral.

Adjustment to the new price environment requires both access to capital
markets and the ability to shut down or scale back unprofitable industries.
Constraintstoachieving the formerare short term and will be relaxed as financial
markets improve. The latter touches upon political issues and still contains the
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Table 17 - Ghana: Estimated Production Rates in Several Manufacturing
Industries, Large- and Medium-scale Factories, 1982-1987

Industry 1982 1983 1984 1985 1985 1987
Percent of Capacity
Textiles 100 160 173 197 170 240
Garment 22 250 202 255 270 250
Metals 425 550 201 16.2 — 420
Electronics 315 440 83 332 300 360
Plastics 200 250 304 280 300 39.0
Bicycle/motorcycle assembly 150 200 76 199 -— 100
Tobacco/beverages — 650 195 396 400 450
Food processing — 250 229 312 360 420
Leather 180 260 119 215 — 150
Pharmaceuticals 200 350 — 166 — 260
Cosmetics 150 20.0 — — 250 29.0
Paper/printing 250 300 173 145 — 300
Nonmetal mineral manufactures 150 220 120 35.0 — 370
Chemicals 150 200 223 202 250 300
Rubber 270 20 150 160 230 280
Wood processing 200 20 281 325 — 430
All Manufacturing® 210 300 180 250 250 350

Sources: Government of Ghana (1989b).

* The estimate for all manufacturing is a weighted sum of the values in each col-
umn, with weights proportional to each subsector’s value of gross output in
1973.



71

potential for creating a visible and concentrated group of losers from the
adjustment process.

INDUSTRIAL POLICY REFORMS AND POVERTY

Two industries in Ghana are commonly recognized as unable to compete
under an open economy — drug manufacturing and textiles. The former, how-
ever, has not involved an appreciable labor force, whilc the latter was alrcady in
decline prior to the recovery. Textiles, which make up the third largest sub-
component of the manufacturing inde* used in Ghana, produced less than 15
percent of its 1977 level of output during 1982-1984. Similarly, production was
at 10 percent of capacity at its nadir. Subscquently, between 1984 and 1989 the
industry doubled its production both in absolute terms and as a percentage of
capacity. This is not to deny that its prospects are dismal or that the industry
will have to scrap machinery, but it is more likely to be a relative than an absolute
loser.

The stagnant or declining textile industry may not add to the pool of uncm-
ployed, but it cannot be expected to absorb new workers, which the sector has
donc in many other countries. In actuality, however, there is little evidence of
overt unemployment in Ghana. The GLSS data from 1988 indicate that under
two percent of the economically active population can be classified as unem-
ployed. This rate is in keeping with most developing countrics in which
unemployment is less common than low productivity employment (Lipton,
1983). The uncmployment rate inthe GLSS was, however, five percent for males
aged 20-24. From another perspective, it can be shown also to be higher for
secondary school leavers. While this does not exactly point to pockets of
unemployment on the scale of, say, Seville or south Bronx, the indications point
to a group of relatively educated young men secking employment.

Addcd to this pool arc the older experienced workers who are being re-
trenched as part of the recovery program. Initial redeployment of government
and parastatal workers, which preceded the GLSS round cited above, princi-
pally from Cocobod and the Educational Service, came mainly from carly
retirement as well as purging ghost workers. In addition to further reductions
of the work force at Cocobod, the government planned to reduce the civil service
by 12,000-15,000 per year between 1988 and 1991.* These numbers are small
relative to the 6.5 million member work force, and only moderate relative to the
120,000 unemployed that are calculated by an extrapolation from the GLSS.

4 World Bank (198%) indicates that government retrenchment in 1988 was mainly from
unskilled grades.
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Each case, nevertheless, represents a real hardship vhich the government,
for various reasons, would like to minimize. The initial PAMSCAD design
included a compensatory package for retrenched workers. This package in-
cluded cash benefits — four months of gross salary plus two additional months
for cach year of uninterrupted scrvice — as well as credit options and retraining
programs, Initial implementation was delayed as foreign donors were reluctant
toincludeit under their forcign assistance packages, and retraining did not begin
until 1989. Approximately 2,000 individuals completed retraining courses aver-
aging 10 weeks by mid-1990. In addition, 9,600 individuals who listed agriculture
as their preferred altcrnative cmployment are eligible for credit package. This
C95 million program is predicated on the assumption that these former civil
servants might have difficulty providing collateral. Available studies indicate
ncither the duration of uncmployment nor the subsequent carnings of those
employees who cventually were included in the government’s retrenchment
program.

The ecconomy has revealed a high capacity for labor absorption in the past,
particularly when Nigeria expelled up to a million workers. Most of these
workers found employment in agriculture. Under a number of development
models, agriculture has been a rescrvoir for labor, gencrally at low carnings.
Employment in agriculture, then, likely entails not only a physical relocation, but
a loss of income for former government employees as well. On the other hand,
if the cconomy offers new opportunitics for entrepreneurs, especially those with
capital —and in this respcct many former civil servants differ from workers
expelled from Nigeria — there may be little or no loss of welfare for a number of
retrenched workers. The informal sector has the greatest potential for rapid
responsc to new economic conditions, but there is little current and even less
bascline data on this sector. As there will always be ancedotes indicating eithcr
opportunity or hardship for newly unemployed — variation around the mean is
likely large —there is particular nced for data on the impacts of this aspect of
the recovery.
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6. Wage and Price Policy

HISTORICAL PERSPECTIVE

Ghana, like many former colonies, replicated colonial wage policies upon
independence. Typicauy this meant that a relatively small number of high-level
officials and managers reccived wages that were comparable to those in similar
positions in Europe while the lower echeluis were paid a subsistence wage. In
1963, for example, the highest wages for government employees were 34 times
that of the lowest, while the entry salary for a high school graduate was 10 times
the lowest salary. By 1979, however, these differentials were 14 and 5 times the
lowest wages, respectively (Abdin et al., 1983). This wage compression contin-
ued under Hilla Limann, following a trend found in many other African
countries as well. This pattern partly reflects educational expansion, which
reduces the premium to those with formal education (Knight and Sabot, 1990).
Moreover, the compression helped fulfill two policy objectives — maximization
of job creation and minimization of earning disparities, at lcast within the urban
wage-earning sector.

Implementation of the policy was assisted by the high inflation that reduced
real wages. These eroded wages were revised periodically by decree rather than
byindexing. Wage levels in parastatal corporations were determined with some
autonomy from direct government employment but were, nevertheless, lower
and more compressed than in private industry.

Wage equity was alsoinfluenced by the establishment and review of minimum
wages. Given the overwhelming role of the government in wage employment —
30.7 percent of wage employces in manufacturing and 52.5 percent in mining
were hired by the government in 1973 (Abdin et al., 1983) — minimum wages
were enforceable. They were also crucial for determining incomes and, thus,
politically important. Minimum wages were raised, for example, with the 1967
devaluation (Leith, 1974) and at the announcement of the abortive devaluation
in 1971 (Roemer, 1984).
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Unions have playcd a major role in Ghanaian politics since the struggle for
independence. Indeed, a scrics of worker demonstrations prompted the mini-
mum wagc legislation of 1960. Kraus (1979) argucs that despitc government
attempts to control unions’ political activitics, most strikes in Ghana have been
wildcat strikes expressive of populist sentiment. While strikes occurred regu-
larly in postindependence Ghana, they were particularly concentrated in 1969
and 1970, when over 100 strikes occurred, and during the four-month period
beginning August 1978, cighty strikes occurred, many of them violent. Such
unrest surcly reduced the government’s options. Chazan (1983) con‘ends, for
cxample, that labor unrest cffectively checked most initiatives by the Akuffo
government in 1978/79. Similarly, Kraus (1988) implics that increasing labor
unrest stymicd the gevernment of Hilla Limann.

Collectively, these wage and labor policics resulted in a large and underpaid
government scctor. By the carly 1980s rcal wages for government workers were
less than 20 percent of those in 1975 and were surely insufficient to live on. As
aresult, abscnteeism, increascs in the number of ghost workers, and a varicty of
other comparatively more unsavory practices became commonplace (Chazan,
1983). Morcover, both skilled and unskilled laborers migrated in search of
cmployment. By 1983 over 1 million Ghanaians, out of an estimated 12 million,
worked abroad, mainly in Nigeria. While migration has both potential benefits
and costs to an cconomy, the distorted cxchange ratc was a disincentive to
sending remittances—at Icast through official channels —while the magnitude
of the migration left the economy with shortages of both unskilled and skilled
labor. As later cvents proved, the concentration of cxpatriate workers in onc
country also left the cconomy vulnerable to the shock of sudden expulsion.

Rcal wagcs, of course, arc determined as much by commodity prices as by
the level at which nominal wages are set. Ghana scldom attempted to influcnce
these prices by explicit food subsidics. Various governments did implement
price controls, however, with as many as 700 items undcr control in 1970. In the
late 1970s and carly 1980s various administrations, including the PNDC, made
abortive attempts to curtail inflation by intimidating traders and by forced
extractions from farmers. Dramatic as these measures were, they were more
likcly to add to the costs of transactions, including the consumer’s time spent
finding the price at which a trader would admit goods were available, than to
result in lowered consumer prices (Kraus, 1988). Despite the obvious difficulty
with price controls, the initial reaction of the PNDC government under Rawlings
rescmbled that of the interim government in 1979, also led by Rawlings; prices
were controlled and a moral campaign was launched against antisocial profi-
tcers. Most of these efforts were to little avail as inflation remained unchecked
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(Table 18); the CPI increaced by 50 percent in 1979, doubled in 1980, endured
a mere 20 percent increase between 1981 and 1982, then doubled again.

Successive governments also retained import monopolies for such commod-
ities as sugar, rice, wheat, maize, and vegetable oils. Thus, wholesale prices and
retail prices at the government outlets were held down by the overvalued
currency. The two-ticr price system that resulted from the gap between limited
quantities of imports at official prices and domestically produced or smuggled
goods at opportunity cost resulted in scarce supplics at government outlets and
selective benefits to those able to obtain such goods. While all sources agree
that the disparity between official prices and the prices at which a consumer
could obtain food and other basic commoditics was often wide, particularly
between 1977 and 1983, quantitative estimates of this price spread and the actual
availability of goods at prices within this range are scarcc.

POLICY REFORMS, 1983 -1989

The minimum wage, which by 1983 had eroded to only 35 percent in real
terms from 1977 and 15 percent relative to 1975, was revised a number of times
between 1983 and 1989. A sharp revision in 1985 restored its real value to 64
percent of that in 1977, and another revision in 1986 protected that gain from
inflation. However, the government subsequently announced that further revi-
sions of wages would be linked to productivity. Conscquently, the minimum
wage fell in real value between 1986 and 1987 and just kept pace with inflation
from 1987 to 1990. A 50 percent increase in the minimum wage in March 1989
from C112to C170 was just enough to bring the real value to roughly 50 percent
of that in 1977. An additional 28 percent increase (to C218) in March 1990
prevented further crosion, but was more important for the reduction of exemp-
tions than the change in the wage rate itsclf.®

To some degrec the minimum wage has a greater role as a gauge which is
watched by laborers than as a determinant of wage floors. The majority of wage
earners in Ghana receive wages above the minimum, For example, in 1987/88
only cight percent of the 965 who reported a wage for their primary employment
received less than the minimum wage at that time. As indicated in Table 19, a
similar pattern was obscrved in April 1990 even though the sample reflects a
relatively remote and undeveloped region. Also, the wage market in Ghana is

45 The minimum wage is slightly over four times the retail price of a kilo of maize. Though
maize is not the cheapest energy source, this is, nevertheless, a low grain-wage ratio by international
standards. On the other hand, the claim by union Icaders that a family of four requires C2,000 a day
for food alone (Ephson, 1990) is clearly bargaining rhetoric.
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Table 18 - Ghana: Price and Wage Indices, 1975-1989

1975 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989
1885=100
Consumer Price Index 0.8 11.0 23.8 291 64.9 90.7 1000 1246 1742 2288 —_
Minimum wage*
Cedis per day (1985 2 5 12 12 25 35 70 0 S0 120 170
cedis/day)
Nominal wage index 3 8 17 17 36 50 100 129 129 171 243
Real wage index 352 69 72 59 55 55 100 103 74 76 —
Unskilled labor costs
Nominal cost index 3 11 18 18 25 47 100 138 162 209 —
Real cost index? 329 100 77 63 39 51 100 111 a3 92 —
Skilled labor costs?
Nominal cost index 3 13 19 19 26 47 1€ 154 184 237 —
Real cost index 396 121 80 66 40 52 100 123 106 105 —
Constant 1985 Cedis per Month
Average earnings per employee®
Public sector® — 4009 2437 2084 1650 2341 3461 5886 —_ —
Agriculture and forestry — 2927 2058 184 1283 2426 2675 4,518 — — —
Mining/quarrying — 5564 3620 2963 3411 3700 10534 9,864 — —
Manufacturing — 4791 2650 2434 1935 2646 4,78 6,731 — —
Construction — 2982 2167 1779 1373 1,725 2474 4,074 — — —_
Wholesale/retail trade — 3791 2020 1,981 1323 1,550 2681 4,447 _— —
Transport/communication — 4818 2423 2452 1562 2540 3503 8378 — —

9L



Private sector 5282 282 2980 2004 3618 4,702 6,060

Agricuiture and forestry -— 3782 2868 2520 1807 3279 3264 4,337 — — —
IMining/quanying — 145 3296 5548 3249 4494 5938 5202 — — —
Manutfacturing — 5155 2994 2888 2072 4346 5535 6297 — — —
Construction — 4745 1961 1830 1294 1,781 3032 3702 — — —_
Wholesale/retail trade — 7300 2557 4110 235 3263 4781 5494 — — —
Transport/cormmunication — 548 4010 3430 2621 2946 6509 9,510 — —_ —_

Sources: World Bank (1989a); IMF (various years); Government of Ghana (1989b).

* The minimum wages given for 1983 and 1984 were not imposec until April. The minimum wage given for 1989 refers only to the first
quartar,
® Real wages and eamnings deflated Lsing the average annual CPI,

© Average monthly earnings are for Decer: ber of eachyear.
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Table 19 - Ghana: Percent of Wage Earners Earning Below Minimum Wage

Agricutural — Non-agricuitural
Percent Number  Percent Number
1987/1988 (GLSS)
Rural 15.7 51 1.9 307
Urban 88 H 6.1 573
May 1990
Brong-Ahafo and Upper East Regions ~ 14.9 47 4.5 132

Sources: Gavernment of Ghana and World Bank (1989).

rather thin; > nly a small percent of the population are engaged in either
agricultural or nonagricultural wage cmpioyment.

Somewhat in contrast with the conventional image of a structural adjustment
program, the program in Ghana included efforts to raise wages and allowances
in the government sector. This likely increased pressures (o raise wages in the
private sector as well. Even with significant retrenchment of workers in govern-
ment and perastatals, the government wage bill rose from under 25 percent of
all government cxpenditures in 1982 and 1983 to over 35 percent in 1986 and
1987. Moreover, the government adopted a policy to increase the pay differen-
tials between the lowest and highest giades. This differential was 2 to 1in 1983
andincreased to 6 to 1in 1986, although subsequent adjustments in allowances
and wages in response to inflationary pressures had a slight tendency to raise
the lowest wages relative to the top levels.

Despite a minimum wage policy, Ghana has virtually abandoned efforts to
set consumer prices; the list of commodities which were to be rigidly controllec
was reduced to 23 items in 1984 and further reduced to 8 in the following year.
The Price and Income Board retained a regulatory role in overseeing price
increases of other unlisted commodities, but, in practice, this option has not been
exercised. Restrictions in trading were also relaxed, allowing for greater avail-
ability of various goods.

46 1tis likely that these figures, from the World Bank (1987), do not refer to the same reference
points asthe data from Abdin cited abeve, Both scts, however, are indicalive of trends, Kraus (1988)
reports that a “tiny” gap of 1:1.8 existec| between January 1985 and January 1986 but was widened
thereafter.
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GENERAL ECONOMIC CONSEQUENCES OF WAGE
AND PRICE MOVEMENTS

In comparison to the decade prior to adjustment, Ghana has been able to
moderate inflation between 1984 and 1985. Despite a massive nominal devalu-
ation in 1983 and major successive devaluations in 1984, the economy has
avoided the trauma of an explosive price cycle. Various factors have helped cap
the inflationary spiral: increased macroeconomic discipline, improved harvests,
declining real fucl prices, a large reservoir of underutilized capacity, and general
consumer confidence. In addition, market liberalization most likely improved
the flow of both goods and information. Even without actual hard numbers, it
can safely be concluded that the cost of obtaining — or circumventing — import
permits in the carly 1980s far cxceeded the costs of obtaining foreign exchange
in the era of auctions and foreign exchange burcaux. Since consumers often
paid the true scarcity value of foreign exchange in the open market, the devalu-
ation had a small initial impact on the cost of living. Current devaluations are
less dramatic, but likely more completely transmitted to the consumer.

At the end of the decade, inflation (approximately 25 percent in 1989) was
still high enough to disrupt some aspects of the cconomy, such as banking, and
possibly also to encourage private holding of foreign exchange. Fixed long-term
accounts receivable and rents as well as entitlements, which were not liquidated
in the carlv nart of the decade, are still being ecroded. The memory of that earlicr
periodw. ' 1discourage private lending, while the possibility of afurther decline
in inflation might discourage private borrowing,

Some major shifts in relative prices have accompanied this inflation. While
the CPI in 1982 revealed a ten-fold price increase in five years, there was
comparatively little difference in the indices of its components except for the
composite of rent, fucl, and power, which lagged appreciably behind the general
CPI. In contrast, the movement of prices since 1982 was quite variable, The
index of food prices in the first quarter of 1989 relative to 1982 was 661, while
the indices for beverages and tobacco were 1,602 and for clothing, 1,258, Prices
for transportation and communication and rent, fuel, and power moved even
more rapidly with indices of 1,778 and 1,625, respeciively. This comparison is
somewhat influenced by the choice of the base year; food prices, which comprise
nearly half of the total CPl, rosc sharply in late 1982. Nevertheless, compared
with 1980, the price of clothing has still risen 20 percent more than food and the
relative price of fuel is twice what it was in 1980.

Wholesale prices for food appear to have risen far faster than retail prices.
An index of the ratio of nominal wholesale food prices to retail food prices was
175 in the third quarter of 1988 (1980 = 100). Taken at face value, this statistic
confirms the widcly held belief that retail marketing margins increased as the



Table 20~ Ghana: Real Wholesale Malze Prices, Second Ciuarter Averages,
1980-1989

Year Bolgatanga  Cape Coast Kumasi Sunyani
1985=100
1980 49.09 5290 4572 61.65
1981 36.37 48,07 4227 34.03
1982 36.76 47.25 2392 21,96
1983 80.51 163.06 91.88 80.74
1984 35.47 37.55 35.42 27.85
1985 22.78 24,98 20.67 17.96
1986 2369 36.72 34.91 28.31
1987 24.73 40,07 36.90 30.87
1988 3283 39,67 39,27 36.58
1989 21.26 26,02 19.32 15.05

Source: Ministry of Agriculture (n.d).

economy broke down (Horton, 1985; Tabatabai, 1988) and, by implication,
decreased as the economy improved. Given the apparent rapid increase in
transportation costs in this period, one may further infer that this movement
reflects reduced rents and increased competition,

A number of caveats must, however, be offered. For one thing, details on the
composition of these indices are not currently available. Retail and wholesale
indices may, perhaps, have significantly different components. Moreover, the
price series are not volume weighted and from a limited number of markets.
Recall, further, that Tabatabai (1988) found two series from the same ministry
that indicate either increases or deceases in wholesale prices in the 1970s.7

Table 20 shows the wholesale price of maize in four markets. Prices are
average monthly prices observed in the second quarter. This was chosen to
abstract from seasonal patterns and focus in on the period of highest prices,
hence of greatest concern from the perspective of the poor. The table indicates
an apparent decline in the real wholesale price of maize— the single largest
commodity in consumer budgets in the 1987-1988 GLSS.

47 Among the various anomaliesthatare contained in the price series reported bythe Statistical
Service is the apparent decline in the real retail price of maize in Accra during both 1982 and 1983
relative to 1980 and 1981.
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Table 21 - Ghana: Ratlo of Retail to Wholesale Prices for Maize, 1980-1989

Year Bolgatanga  Cape Coast Kumasi® Sunyani
1984=100
1980 85 109 — —
1941 90 107 — 162
1982 78 103 — 255
1983 95 107 171 42
1984 100 100 100 100
1985 103 107 130 97
1986 108 105 98 105
1987 98 107 96 107
1988 100 97 103 100
1989 113 115 110 143

Sources: Ministry of Agriculture (n.d.).

® Uses 1st quarter prices because the reported 2nd quarter 1984 retail prices
were an abnormal 2.6 times wholesale prices.

Despite diferent patterns in the indices of wholesale and retail prices, the
ratio of retail to wholesale prices obtained from the regional offices of the
Ministry of Agriculture show no trend over the decade. The average is not
particularly high, ranging between 1.05 and 1.19 in the four markets reported
(Table 21). There is, however, great variability in this ratio over the months for
which it is available.®

In order to test the statistical significance of such price movements, a
regression was run with the logarithm of wholesale maize prices from various
urban and rural markets regressed on time and other variables. For the analysis
presented here, monthly food prices from a number of rural and urban markets
were obtained from Ministry of Agriculture regional offices.” These monthly

4 Some of this variability may reflect errors introduced by inconsistent units of measurement.
Not only are there shifts between bowl, bags, kilos, pounds, and fractions thereof, the coding sheets
madc available report different conversion ratios from, say, bowls to bags, in the same market and
forthe same commodity. Only in recentyears have the price sheets been standardized over markets,

49 Disaggregated price data for much of the 1970s and early 1980s are currently unavaitable in
Accra, although regional offices sometimes retain the original coding sheets in their storerooms.
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market prices (rather than regional or national averagcs) for the period between
January 1970 and July 1990 arc the unit of analysis. Depending upon the
commodity, up to 36 rural and urban markets are included in the analysis.

The statistical significance of time trends in prices is tested using a set of
regressions with the logarithm of real prices from the various urban and rural
markets regressed on time (in months) and other variables. These prices were
deflated by urban and rural CPI indices, respectively. Scparate time variables
for the period 1970-1982 and for the period after 1983 then indicate trends in
prices in these periods. Note that observations from 1983 were cxcluded in this
exercisc. This was donc not only becausc of the special circumstances in
government staffing and in the functioning of markets in that ycar, but also as
the test of pre- and postadjustment patterns might be sensitive to the choice of
whether 1983 famine year should be considered as pre- or postadjustment.

Most wholesalc food prices exhibit a statistically significant downward trend
in both the preadjustment and postadjustment periods. For cxample, the trend
coefficients for maize in Table 22 imply that the average monthiy real decline in
the wholesale price of maizc was 0.06 percent a month (0.7 percent per year) in
the prerecovery period and 0.13 percent a month (1.6 percent per year) after
the initiation of the recovery. Only cassava prices fail to show an appreciable
downward movement. In the carlicr period, the downward trend was particu-
larly pronounced for rice (ncarly 4 percent per year) as well as for millet and
gari. The former pattern is consistent with both worldwide trends and an
increasingly distorted currency.

Not only is the monthly time trend significantly negative over ihe entire
period, but the downward trend in wholesale prices is also significantly stecper
in the period 1984-1990 for all commoditics, cxcept rice and yams. One plausible
explanation for this acccleration is a period of favorable weather, although yield
increases, particularly for maize, could also put downward pressures on prices.”!
A further explanation may be found in falling marketing costs; although fuel
prices have increased since 1984, trucks and spare parts have been more readily
available and more funds have becn available for road construction and repairs,
These factors are not mutually exclusive. They all may play some role in this
consistent pattern,

50 Only maize prices extend beyond April 1990. None of the conclusions discussed in the paper
regarding maize prices were found to be sensitive to inclusion or exclusion of prices covering the
period May-July 1990, although nominal maize prices doubled in that short period.

sl Regressions for plantain pnces are not reported as few observations of prices prior to 1980
-vere available. There was, however, a significant upwz d trend in plantain prices for the post-1983
period, possibly reflecting reduced planting of the crop following the bush fires,
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The pattern in millet prices provides some evidence regarding the role of
transportation. The regression for millet in Table 22 deals only with the
savannah zone. A similar regression covering 2,038 market observations nation-
wide indicates a virtually identical trend in the earlier period, ut finds that the
downward movement in millet prices since 1984 in the nationwide sample is
twice that of the Northern and Upper regions. This is consistent with improve-
ments in transportation from the geographically restricted producing regions to
other markets that have been made in the second half of the decade.

Rice is the exception in this overall pattern that reinforces, rather than
contradicts, the general results. Rice is the only commodity studied that is
consistently impo:ted or exported. One would expect, therefore, that the
changes in policies regarding the exchange rate determination since 1983 would
affect this commodity in a different manner than other food crops.” While the
price of rice continued to decline throughout the 1950s, it did so at a significantly
slower pacc thanin the carlicr period. Morcover, the relatively limited number
of markets that distinguish imported from domestic rice provide evidence
regardin.g the change of trade regimes since the initiation of the cconomic
recovery period. Imported rice was apparently 10 percent cheaper than domes-
tic rice prior to 1982 and over 25 percent more expensive at the wholesale level
after 1984. This result is indicated by the variables for imported rice in the
regressions in Table 22 and includes control for some regional patterns as well
as urbanization.

As Tabatabai correctly observes, decl. g food p:ices in the period of
contraction could reflect falling real incomes for nonproducers, and hence
reduced demand. Although there are few direct indicators of :he distribution
of income growth between 1984 and 1990, average per capita income has
increased by over 15 percent in that period. The continuing, or accelerated,
price decline, then, is indicative of production increases in the latter period.

For net consumers of grains and tubers the decline in food prices has an
unambiguous impact on real incomes. The impact on producer incomes,
however, is less clear. Not only does it require some assumptions to infer the
movement in farm-gate prices from the movement in wholesale prices,” but full
assessment of trends in farm-gate prices should also consider trends in yields as
well. It is possible for farmers, particularly progressive farmers, toincrease their

52 While maize is also potentially a tradable good, govemmenl restactions as vell as the
distinction between yellow and white maize on the world market have effectively segmented the local
market from the world market.

53 A reasonable assumption is that marketing margins would decline with improved
transportation, but there is little evidence with which to verify 1his supposition.



Table 22 — Ghana: Regressions Indicating Pr.e Trends of Food Prices, 1970-1990

Wholesale Price Retail Price
Independent Variable Maize®  Sorghum Millet Cassava Gari Yam Rice Maize" Gari
Constant 3.163 3910 3.724 2.065 3.548 4132 4382 3237 3.042
(108.173)  (84.590) (72619) (18.155)  (56.361) (85.035) (114.524) (42.872) (38.797)
Timetrend prior to 1983 -5918x™  -5505x®  -1.582x®  7.283x™* -1.034x® 7542  .3.260x™ 9717x™*  1.900%

(3.001)  (-1.834)  (4.20) (0955)  (-2498)  (2549) (-12.356)  (-2.468) (0.413)

Time trend after 1984 -1.349x P A4710x® 2099 2647 1659  8656x*  -1.445xF -1.908x™  -1.193x®
(-12664)°  (-9.665)° (9.918)° (-0.053)° (7.644)° (4.820) (-10585)° (-9.261)° (4.325)
Urban 4875x®  0.019 5811x®  0.089 0.052 0.181 6.589x® 0.023 0.166
(0.398) (1.292) (0.321) (2900)  (-1.792) (9.988) (0.448)  (-0.476) (5.057)
Upper region 0.023 0.165 — 0.569 0224 0.071 0.101 0.045 0.365
(-1.671)  (9.671) — (7.055  (-1.965) (33%) (-6.077) (14520  (10.233)
Northern region 0.185 0279 0.043 0.76S — 0.303 0.057 0.151 —
(8374) (-12473)  (2.033) (9.937) —  (-10990) (2251) (B.474) —
January 0.235 0212 0.059 0.061 0.145 0.133 0.126 0.225 C.117
(8107)  (6.050)  (-1.442) (0.857) (2.191) (3185)  (3.654) (3.919) (1.799)
February 0.249 0.150 8794x®  0.045 0.097 0.121 0.086 0247 0.084
‘8619) (4.279) (0.214) (0638) (1.494) (2861)  (-2.462) (4.310) (1297
March 0.345 0.149 0.020 2122% 012 0.134 £0.051 0.334 0.064
(11.828)  (-1.223) (0.490)  (-0.030) (1.847) (3182)  (-2.275) (5.782) (0.987)
April 0.428 0.116 0.076 0.057 0.132 0.216 0.062 0435 0.083
(14.584)  (3.294) (1.823) (0.800) (1.952) (51200  (-1.743) (7.531) (1.267)
May 0.486 0058 0.126 0.144 0.130 0.317 0.051 0.495 0.154
(16.669)  (-1.652) (3.003) (2.038) (1.940) (7.308)  (-1.415) {8.773) (2.363)




June 0.493 -0.036 0.146 0.079 0.140 0.337 -0.053 0.497 0.142
(16.900) (-1.027) (3.446) (1.124) (1279 (7.594) (-1.482) (8.709) (€179)

July 0.354 -0.025 0.121 0.034 0.075 0.287 -0.027 0.409 0.071
(12034) (-0.714) (2.796) (0.489) (1.142) (6.392) (-0.740) (7.138) (1.092)

August 0.126 0.010 0.086 0.074 0.015 0.132 5.887x®  0.159 0.078
(4.288) (0.287) (2.000) (1.061) (0.226) (3.038) (0.164) (2745) (1.182)

October 0.025 -0.045 -0.047 -0.026 0.014 -0.044 -0.055 8.806x° 0.018
(0841)  (1.241)  (-1.075)  (0.365) (0205  (-1.039) (-1.552) (0.152) (0.279)

November 0.083 0123 -0.091 -0.052 0.047 0.055 0.105 0.110 -0.061
2777)  (3440) (2077) (0738) (0.706) (1.303)  (-2.899) (1.884)  (-0.930)

December 0.038 -0.283 0.190 -0.040 -0.016 0.064 -0.165 0.096 -0.089
(3.264) (-7.842) (4.452) (-0.558) (-0.230) (1.508) (-4.573) (1.630) (-1.307)
Imported (before 1983) — — — — - — 0.118 - —
— — — — — — (-2.806) — —
Imported (after 1983) — — — —_ — —_ 0.280° — —
— — — — — —_ (5.829) — —
R? 0.295 0.251 0.267 0.131 0.189 0.242 0.134 0.364 0.323
N 3,202 2,085 1,232¢ 1,341 664 1,782 2244 850 770

Sources: Ministry of Agriculture (n.d.).

* The maize series includes data through July 1990 for selected markets; all other commodity series include data through April 1990 only.
® The coefficient is significantly less than the corresponding coefficient for the earlier period (p, 0.01 two-tailed test).

€ The coefficient is significantly greater thar: ths corresponding coefficient for the earlier period (p, 0.01 two-tailed test).

 Upper and northemn regions only. Similar trends and significance are observed for the prices from the full sample, although the volume
of sales are clearly concentrated in the savannah regions.

Note: T-statistics are in parentheses.




incomes even while prices soften (see Scobie and Posada, 1978, for an illustra-
tion). However, the necessary data for such an analysis for Ghana is not
currently available.

A regression of retail maize prices on time reveals basically the same pattern
as the regression for wholesale prices rcported above. A similar story is
indicated by regressing the ratio of retail to wholesale prices in a given market
on a trend variable. This ratio of retail to wholesale maize prices has declined
over time, with the rate of decline somewhat faster prior to 1983 (for more
details, sce Aldcrman and Shiveley, forthcoming). Since the regressions use
corresponding prices from the same locale, the declining margin does not
rcpresent changcs in transportation costs. These transportation costs may also
have changed in response to both reductions of fuel subsidies and improved
roads. If so, this would indicate real resource costs rather than an apparent
increase or decrcase in trader’s margins.

WAGES, PRICES, AND POVERTY

As indicated in Table 18, rcal wages declined markedly prior to the adjust-
ment program and rosc in 1985 shortly after it gained momentum. The rate of
increase of skilled labor costs is slightly different from that of unskilled labor,
while the latter kept ahcad of the rate of increasc in minimum wages at lcast
until 1988 As there is little evidence that points to increased uncmployment,
the wage increase may indicate an increase in the carnings for laborers. This
conclusionis also supported by the information on average earning up until 1986
published in government reports. These latter sources show that the upward
trend in real carnings was broad bascd, affecting a'l industries. Note that the
gap between government and private scctor carnings, which had widened prior
to the recovery program, was virtually eliminated in 1986.

Beaudry and Sowa (1989) report industry-specific indices of monthly earn-
ings, which indicate that wage earnings in agriculture and mining recovercd
faster than did those in manufacturing. By 1986 the average index of monthly
wagc carnings was 121.5 (1978 = 100), whilc it was only 100.1 for manzfacturing.
The index for mining was 153.0. Beaudry and Sowa also note a net migration
from Accra between 1982-1987, with the Western region receiving more mi-
grants than any other region. While they attribute this to the recovery of cocoa,
it may also be duc to mining,

4 A preliminary estimate of inflation in 1989 is 25 percent, implying an index of the real
minimum wage in 1989 of 85. Comparable data on the cost of unskilled labor in 1989 are not yet
available.
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A slightly less sanguine view of the wage data would focus on the apparent
stagnation after 1986. To be sure, if wages were to rise faster than productivity,
inflation would be fucled. Nevertheless, post-1986 cconomic gains are not being
rapidly passcd on to wage carners. Those carners whose hindsight reaches back
only two or three years and, therefore, sce little movement in carnings, may
wonder whether the recovery is an ongoing process. Morcover, o a degrec the
higher average wage in the government scctor represents a shift in skill levels as
much as increasc in individual compensation (World Bank, 1989b).*

As mentioned the most visible prices in the market, particularly fond prices,
apparcently declined during the decade. On the other hand, a aumber of
administered prices, including encrgy prices, have increased markedly as major
distortions were removed (Table 23). Kerosine prices have risen faster than
gasolinc prices, in part because kerosenc prices grewslower than gasoline prices
in the late 1970s. As indicated in Table 24, during 1:87/88, rural budget shares
te kerosinc were larger than the share in urban regions and were similar to the
10 pereent budget share to maize and maize products. Budget share declined
with higher incomes, although the absclute level of expenditures was lowest in
the poorest expenditure quintile.*®

The rcal income loss due to rising kerosine prices, then, was highest for the
rural poor who usc kerosenc for lighting. In contrast, ncarly all the petrol
purchascd by consumers was bought by the urban well-to-do. While the full
distributional impact of increased fucl prices should include the cnergy content
of public transportation utilized by the poor, it is unlikely that such an analysis
would indicate that the distribution of petrol price increases were regressively
distributed. The price of charcoal has riscn cven faster than the administered
prices for petroleum products. This may reflect the increased value of the
exportable cormmodity lumber. Although these price changes are sufficiently
large that margunal analysis may be mislcading, taken collectively they indicate
that consumers arc losing a fair amount of real income due to these increases
and, furthermore, the impact of these increases appear regressive.

Gasoline prices remain, however, a key and visible prize in the political arcna,
in part because as of carly 1990, it was one of the few rcmaining administered
prices. Morcover, unlike in previous years, gasoline prices wiie increased
throughout the year; increases were announced in March 1990, as well as at the

55 Mikeil (1989) argues that the 1radc unions represent the sirongest critics of the structural
adjustment program.

56 Expeuditures by the lowest quintile, rural and urban combined, were 15.5 percent of total
national expenditure on kerosence.



Table 23 - Ghana: Energy Prices, 1977-1989

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

Cedis

Premium gasoline

Current cedis/imp. gal. 14 2.1 51 73 122 130 26.1 8§35 963 1475 1900 2350 2750
8onstant c?dlsf mp. gal. 510 442 696 664 512 446 402 590 963 1184 1091 1027 —_
Kerosene

Nominal cedis/imp. gal. 1.0 15 40 40 79 74 233 60.5 80.3 946 1100 1700 190.0
((.;,onstant c?dlsf mp. gal. 209 203 36.0 16.6 272 115 25.7 60.4 64.4 54.3 48.1 74.3 —
Charcoal

Nominal cedis/45.4 kg. 104 206 414 569 1119 1267 2717 4556 4859 5603 9247 —_ —_

80nstantce)edls/454kg 1418 1873 1738 1954 1724 1398 2717 3658 2790 2449 5279 — —

Sources: World Bank (1989a); World Bank (1987); IMF (various issues).




Table 24 - Ghana: Mean Household Expenditure on Energy, by per Capita Expendit:ie Quintie

Charcoal/Fuel Wood® Kerosene/Other Cooking Fuel Gasoline/Motor Oil

Survey Per Budget Per Budget Per Budget

Sample Total Capita Share_ Total Capita Share Total Capita Share

Rural and semiurban 1,917 60.3 199 002 1702 77 0.08 9.0 1.3 0.00
First quintile 512 236 41 0.01 148.7 25.0 0.10 0.6 0.1 0.00
Second quintile 443 478 92 002 1705 327 0.07 75 0.4 0.00
Third quintile 374 54.8 135 002 1796 489 0.07 282 33 0.01
Fourth quintile 341 78.7 19.8 002 1855 61.8 0.07 53 1.0 0.00
Fifth quintile 247 141.3 81.6 004 1785 118.1 0.06 52 21 0.00
Urban 1,205 395.0 1122 012 1363 425 005 1095 294 0.02
First quintile 112 257.5 370 013 1219 20.2 0.08 0.0 0.0 0.00
Second quintile 182 417.8 703 015 1318 25.3 0.05 21 25 0.01
Third quintile 250 388.8 81.1 012 1425 34.0 0.05 16.6 21 0.00
Fourth quintile 284 467.1 109.4 012 1554 394 004 1698 285 0.03
Fifth quintile 377 3747 177.9 009 124.1 65.5 003 2009 70.2 0.04
Natlonal Average 3122 190.0 55.7 0.06 1570 47.1 0.07 48.0 122 0.01

Source: Government of Ghana and the World Bank (1989).
* Market purchases of wood and charcoal only. Total expenditure, however, includes home-produced food,

Note: Mean expenditures in cedis by the household since last enumerator visit, & period of ime averaging 14 days. Quintiles are defined
over entire population of households.
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January presentation of the budget, and again in August following the doubling
of world prices.
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Flgure 4 — Ghana: Weight-for-Age of Children Ages 7-42 Months Attending
Clinics, by Month, 1980-1983

Percent below 3rd percentile of
Harvard weight-for-age standard

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Month

— 19083
— — 1982
---- 1981
— - — 1980

Source; Catholc Rellef Service (1987).
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Flgure € -—- Ghana: Wweight-for-Age of Children Ages 7-42 Months,
Attending Clinics, by Month, 1984-1986

Percent below 3rd percentile of
Harvara weight-for-age standard
8
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Month

— 1984
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Source: Catholc Relef Service (1987).
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7. Health, Nutrition,
and Education

HISTORICAL PERSPECTIVE

For all practical purposes, Ghana has not had an explicit nutrition policy,
distinct from health and agricultural policies that may influence nutrition (Hop-
kins, 1990). Similarly, the majority of the nutrition interventions conducted
within the country have been administered under NGQOs. This is rot* (0 imply
that the government has not monitored nutrition nor that it has been uncon-
cerned about the data that has indicated nutritional problems.

Early surveys, such as the nationwide nutrition survey conducted in 1961-62,
revealed generally high levels of malnutrition, particularly in the north, An
indication that this regional pattern of malnutrition has continued comes from
data collected by the Cathiolic Relief Service. While these data suffer from
sclection bias — the results are based on children who attend clinic-based feeding
centess —they do provide some perspective on the changes in levels of malnu-
trition over time. The information in Figures 4 and 5 indicate the severity of this
malnutrition betwzen 1982 and 1984 relative to the beginning of the decade or
to 1986.

The rise in levels of malnutrition appears to reflect the breakdown in food
security attendai to the crop failure in 1983. World B 1nk (1985) data indicate
that calorie avalability deciined 34 percent between 1969-71 and 1981-83. As
mentioned, these years coincided with the drought year. To be sure, there is
some reason to doubt the level of estimated food consumption. For example,
average estimaied calorie intakes are generally low and may reflect assumptions
of crop loss and seed retenticn used to convert the production data, itself
somewhat dubious. Recall, furthermore, Tabatabai’s (1988) doubts concerning
averall population data, which was reported in the introduction. Mevertheless,
the available evidence points to adownward trend in food availability even prior
to the droughi.
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The importance of food supply sce:us o be indicated by a reworking of the
nutrition prevalence data on which Figures 4 and 5 arc based. Taking these data
and graphing nutrition prevalence with price movements (Figure 6), one sces a
correlation between the two trends. One should recall, however, that the same
weather patterns that led to the price rise also led (o a fall in incomes for many
Ghanian houscholds. It is not possible, then, to use the trend data to determine
the degree to which the risc in malnutrition is duc to what Sen (1981) refers to
asancntitlement failurc — that s, a failure in carning power — and towhat degree
it is due to declines in food availability.

Morcover, as discussed by Reuilinger and Sclowsky (1976) as well as others,
average caloric availability explains only a portion of malnutrition at best.
Temporal and regional differences in nutrition are also related to the distribu-
tion of caloric intakes as mediated by income disparitics, as well as to differences
in health care infrastructure.

The relative poverty of the North was noted prior to independence and
reflects as much the resource basc as policy choices. To be sure, under the
colonial government the region was viewed primarily as a source of labor and
received relatively little investment.  This, however, may reflect expected re-
turns; cocoa and mining, the main industries receiving investment 2t that time,
arc not feasible in the savannah. As discussed ir the agriculture subscction,
some investment prioritics after indeperdence, particularly in the 1970s, did
favor the North, although not nccessarily Northerners, Neverthelcss, the rela-
tive poverty persists. This helps cxplain why the region, a uet grain cxporter (lo
other parts of Ghana as well as, unofficially, to Burkina Faso), still has higher
levels of malnutrition than importing regions. This is discussed further below.

A UNICEF report also points out that the Northern region also has relatively
few health facilitics. For cxample, in 1975 the Upper and Northern regions ha.l
onc hospital bed for every 1,209 inhabitants while Greater Accra had one for
every 952 residents. This, however, is hardly an indicator of regional disparity.
The divergence is, in fact, surprisingly small considering the vast differences in
population density. There are, however, greater differences in hospital utiliza-
tion. fn 1984, for example, the Northern and Upper Regions, with 19 perecent
of the population, accounted for only § percent of visits to health care facilities
(Table 25). This presumably reflects regional differences in costs of atvendance
interms of travel time,”’ althoughit may also reflect concerns about poor quality,
duc to inadequate staffing, and availability of medication.

5T Travelime s important deternunant of health care utiization in virtually all models which
have tested the role of time and distance (sce Gertler and van der Gaag, 1990, and the references
contained in that study).



Figure 6 — Ghana: Relative Price of Food and Provalence of Underweight
Children from Clinics, Deseasonalized, 1980-1987
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The latter concern likely also accounts for the general decline in health care
wilization indicated in Table 25. While there were regional differences in the
rate of decline as well as one period of increase (in utilization of health units) in
the Upper regions explained by a mass vaccination campaign against yaws and
yellow fever, this decline parallcled the overall breakdown in infrastructure as
revenues vanished. Underreporting may, of course, also have accompanied the
reduced real expenditures on administration, but this is not likely the total
explanation. A further, theoretically possible, explanation—a reduction in
utilization due to reduced disease incidence—is not in accord with other
evidence.

The overall revenue shortfall in the early 1980s did not exempt the education
sector; per capita spending on education dropped from $20in 1972 to $1in 1983,
As real salaries declined, qualified teachers emigrated. Those who stayed
augmented their salaries with sccondary employment, including tutoring their
students on subjects normally in the curriculum (Morna, 1989). A decline in
quality, then, rather than in quantity, likely characterized the school system prior
to the recovery. Official statistics show only a slight dip in the number of schools
or enrollment, although the universities were not in session in 1983/84.

POLICY REFORMS, 1983 -1939

As with much in Ghana’s recovery, education reform in Ghana both follows
and tests a strategy advocated by the World Bank, receiving for this effort the
first education sector reform loan offered by the Bank to an African country, A
key feature of the approach is the emphasis on primary education (see Mingat
and Psacharopoulos, 1985). Primary school enrollmentsincreased at six percent
a year during 1987-1989. Given resource constraints, this implies a relative
decmphasis on higher education. Subsidies for boarding at universities and
secondary schools were cut, more in the former case because they were larger
to begin with. The initial goal was to establish nonresidential campuses and
retrench a number of nontcaching staff. This met with some resistance from
students whose protesis closed all three universities in 1987. A compromise was
reached under which the 51 cedi a day (1987) subsidy would be removed but
students would be able to obtain 50,000 ccdi loans per ycar, payable at three
percent interest after the student enters the work force (Morna, 1989).* An
additional reform, which reduced the number of years in some preuniversity
tracks from 17 to 12, has proven less controversial. Nevertheless, the number of

58 Moreover, food purchases for 80,600 boarders of secondary school will be supported under
PAMSCAD with WFP assistance.
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Table 25 - Ghana; Health Unit Attendance, by Region, 1979-1984

Regions 1979 1980 1981 1982 1983 1984
Numbers: 10,000 Index: 1979=100
Greater Accra 172 953 699 772 619 756
Index 100 1.2 59.6 65.8 52.8 64.5
Eastem 1,513 1,134 801 1,112 1,149 862
Index 100 749 59.5 734 759 56.9
Central 573 514 472 497 281 220
Index 100 89.7 824 86.8 49.0 38.3
Volta 1,116 926 758 944 683 953
Index 100 83.0 71.8 84.6 61.2 854
Westem 623 538 347 554 186 211
Index 100 86.3 55.6 88.9 299 338
Ashanti 980 984 200 879 654 692
Index 100 1004 91.8 89.6 67.7 70.5
Brong Ahafo 1,061 a77 918 910 834 582
Index 100 920 86.4 85.5 785 548
Northem 264 176 123 142 97 96
index 100 66.6 46.4 539 36.6 36.3
Upper® 310 185 289 436 223 98
Index 100 434 93.0 1406 720 31.6
Total 7614 6240 5346 6244 4735 4,468

Index 100 82.0 70.2 82.1 622 58.7

Source: Ministry of Health, cited in UNICEF (n.d.).

® 1981-1983 figures include mass vaccinations against yaws and yellow fever,
which recuired after near elimination in 1960s.

Note: Coverage comprises all government health service facilitiss, Including
CHAG, the Christian Hospital Group. Level of reporting constant over period,
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teachers cmployed has increased. This is contrary to initial plans but may
represent a response to the staff loss carlicr in the decade.

The change in expenditures on health and education is indicated in Figurc 7.
The figure confirms the point made in Chapter 3 that the resource constraint in
the early 1980s led to a virtual collapse of government services. The recovery
has been equally dramatic and belies the stercotype of a structural adjustment
program which cuts human services in order to be able to service loans. Such a
program may cxist clsewhcre, but in Ghana the recovery has meant the restora-
tion of recurrent expenditures on health and education,

Investing in the health sector has become a major policy objective as well;
actual expenditures on health from the domestic capital budget doubled in 1987
and again in 1988 (World Bank, 1989b). The construction of new primary health
facilitics in rural arcas is a major component of this incrcasc. The rural
oricntation indicates a concern for existing imbalances, although the equal
allocation of new facilitics in cach region reflects political realitics rather than
an objcctive cvaluation of needs,

Mcasures to increase cost recovery for services introduced with the recovery
program arc part of the funding of recurrent health expenditures. The degree
of cost recovery is lower for primary outpaticnt services, for child care, and in
rural arcas. A 1987 regulation authorized full payment for cost of medicine. It
is not clear, however, how that is being implemented. For example, while the
pricc of malaria medication increased 150 percent in nominal terms between
1986 and 1987, it rosc only 3 percent during the next two years while the CPI
rosc over 50 percent.

Some indication of cost recovery effectivencss is reported by Vogel (1988).
While the government exhibited interest in cost recovery before the recovery
program, no attempt was made before 1985 (o organize collections on a basis of
marginal costs. While the rationale is still not transparent and, as mentioned,
many services are exempt, such cxemptions are not as pervasive as in Franco-
phone Africa. However, there is no explicit income targeting. The cost recovery
is probably regressive but few data exist. However, cost recovery has probably
not led to increased services; revenues in 1986 were estimated to be 15 percent
of expenses and mainly from outpatient pharmaceuticals (Vogel, 1988). Atthat
time, at lcast, cost recovery was more a marginal reform than a philosophic
reorganization.

Nutrition has only a small share of the budget for the Ministry of Health,
Nevertheless, funds carmarked for nutrition have increased at the same rapid
ratc as total expenditures on health (Hopkins, 1990). A major ncw program for
supplementary fecding programs associated with health clinics was initiated in



Figure 7— Ghana: Expenditures on Health and Education as a Percentage

of GDP, 1977-1989
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January 1990. This project, in conjurction with Catholic Relicf Service and the
World Food Program, intends to provide monthly rations to 24,000 mothers and
young children, mostly in rural arcas, as part of PAMSCAD. Hopkins (1990)
points out, however, that the program utilizes only a small portion of
PAMSCAD or the Ministry of Health’s nutrition program, Morcover, the new
supplementary fecding simply substitutes for some feeding programs that CRS
had decided to phase out.

PAMSCAD, however, was not designed with nutrition as its principal focus.
Rather, it was designed to provide a range of services, from employment
generation to improvement of schools. The: diverse group of projects proposcd
in the initial design (1987) ranged from the purchase of baskets for shea nut
gathcrers to compensation of redeployed government wo- Xers. Implementa-
tion began only after two years of negotiations with donors, who proved reluctant
to fund some components of the $84 million scheme.”® PAMSCAD, however,
managed to achieve much of its desired visibility even before implementation
began.

This visibility goal partly explains the wide range of projects. A related
objective of PAMSCAD is to support community initiatives in each of the 110
districts in the country. This reliance on community initiative and self-help for
public works as well as for education is in keeping with other efforts to decen-
tralize social administration and to enhance local councils.

IMPACTS OF THE RECOVERY PROGRAM ON
HEALTH AND NUTRITION

A nationwide survey of 14,000 children conducted by the Nutrition Depart-
ment, Ministry of Health, and UNICEF in November and December 1986 found
that 58.4 percent of preschool children fell below 80 percent of NCHS weight-
for-age standards (Levinson, 1988). This level, roughly twice that observed in
the first national survey carricd out in 1961-62, indicates that full recovery from
the drought had not been achieved. The 1986 National Nutrition Survcy data,
however, appear high relative to CRS data for that year.

More recently, the first round of the Ghana Living Sandards Survey (GLSS)
conducted between October 1987 and September 1988 found 30.6 percent of
preschool children aged under five years to be chronically malnourished as
indicated by slow lincar growth. Using a measure of emaciation or wasting, 7.8

59 Morcover, not all of the funds raiscd were additional.


http:scheme.59

101

percent of this preschool population is acutely malnourished.® Since the GLSS
data reflect a more scientific sampling frame than the CRS data yet has similar
results to the most recent year of the CRS scrices, the survey provides some
validation for the time serics that the latter data set provides. It is interesting to
compare the overall nutritional status measures with similar indicators from
other countries. This, in turn, nccessitates a discussion of mcthodology, for
different rescarchers choosc different criteria for presenting nutritional status,

Most commonly, a low height for age relative to a reference population is
used to measure past or chronic malnutrition, while low weight for height
indicate: carrent or acute malnutrition (Watcrlow, 1973). This, however, begs
the question of the d. finition of “low.” A cutoff point of two standard deviations
below thc NCHS reference median is ecmployed for this study. Alternative
criteria frequently employed are below 90 percent of reference height for age
and 80 percent of reference weight for height. These percentages of median
catoff points, however, are not cquivalent to the standard deviation criteria
(Watcrlow ct al,, 1977). The differences between the two criteria are often not
trivial. For cxample, using the percentage of median cutoff criteria, chronic and
acutc malnutrition levels were 19.6 percent and 5.1 percent respectively in
Ghana in 1987-88. By this dcfinition, then, levels of both acute and chronic
malnutiition arc twn-thirds of what they arc using a two-standard deviation
cutoff point. Sincc an age invariant probability statement can be made using the
stancard deviatien presentation while the distribution of the percentages of the
reference vary by age and size, the former mcthodology is preferred.

Table 26 presents measures of malnutrition for sclected African and Asian
countrics. Ghana and Cote d'lvoirc are strictly comparable, not only because
of the similarity of survey methodology, but because the Tvoirian data are the
only other data from Africa that use a standard deviation criterion for determin-
ing levels of malnutrition. To broaden the scope of comparison, Table 26 also
includes a percent of median cutof indicator of malnutrition in Ghana as well
as a less sc nsitive indicator in terms of weizht for age.

Chroni. malnutrition is much highcr in Ghana than inits imm _diate ncighbor
to the West, although levels of acute malnutrition are similar. This pattern may
reflect the sharp decline of the Ivoiran cconomy that occurred alongside the
appreciable recent growth in Ghana in 1987-88. Thus, they may have reached
similar levels of short-term malnuirition from different antecedents, This con-
jecture is supported by the highcr levels of acute malnutrition in Céte d'Ivoire

60 For a c.scussion cf the interpretation of nutritional standards in the context of thisdata, see
Alderman (1990).
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Table 26 - Indicators of Malnutrition in Selected Developing Countries,
Various Years

Chronic Acute
Undernutrition  Undernutrition Underweight
Country 83;? Rural Urban Rural Urban Rural Urban

cut off at two standard deviations except where noted

Ghana 1988 348 220 86 61 229 143
1988 228  12.3° 5.8° 35> 348% 235°

Cote d'lvoire 1985 18.4 1.3 6.5 5.0 - _—
1986 19.4 1.2 6.8 84 — —

Egypt 1978 238° 127° 0.7° 0.4° 99 52
Cameroon 1977 24 157° 1.1° 07° 230 121°¢
Liberia 1976 202* 138° 1.6° 17° 2559 205°
Togo 1977 205*° 114* 23 08" 165 89
SieralLeons 1977 266° 138° 32° 24> 324 213
Niger® 1974 — — N — _ —
Mali® 1974 — — 107 — — —
1975 — — 53° —_ — —

Mauritania® 1974 —_ —_ 9.9° —_— — —_
1975 — — 6.1° —_ — —

Chad® 1974 — —  225° — — —
1975 — —  121® — — —

Burkina Faso® 1974 48,0° — 9.1® — — —
1975 438° — 8.1° — — —

Kenya 1977 28.7° — 4.4° — — —_
SriLanka 1976 337 — 6.6° — 420 —
1976 440 — 8.4 _ — —

1980-82 36.3 — 138 — — —

Nepal 1975 51.9° — 6.6° — 499 —

Sources: Kumar (1985).

® Children below 90 percent of reference height-for-age.

® Children below 80 percent of reference weight-for-height.

¢ Children below 75 percent of reference weight-for-age, except where noted.
9 Children below 80 percent of reference weight-for-age.

® Surveys covered only the rural sedentary population of that part of each country
eslimated to be most affected by the drought. The affected zone varied from a
relatively small part of Burkina Faso to nearly all of Niger. Geographical cover-
age for the area was about one-third,
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in 1986 than in the previous year, although the statistical significance of this
difference is not known.

The percentage of Ghanaians who are below 90 percent of the reference
height is roughly similar to the percentages in other West African countries,
cxcept Burkina Faso. The African levels are, however, far below the levels of
chronic malnutrition in South Asia. Thus, it is somewhat surprising that the
percentage of children in Ghana who are below 80 percent of the standard
weight-for-height is closer to the levels in Nepal and Sri Lanka than those in
Sierra Leone, Togo, Liberia, and Cameroon. Current levels of acute malnutri-
tion in Ghana are also similar to those in rural Mali and Mauritania in
postdrought recovery years but substantially less than in those countries or
neighboring countries during the 1974 drought. Table 26 indicates, furthcrmore,
that the percentage of Ghanaian children who are underweight, cither due to
current or past malnutrition, is also high relative to most of African countrics
for which comparable data arc available.

The GLSS data indicatc that 31.4 percent of children fell below 80 percent
of the weight for age standard in 1988. This implics, then, that malnutrition has
declinedssince the 1986 survey but remains above the Ievels reported for the carly
postindependence years.”' Note that the weigth-for-age standard cannot distin-
guish between chronic and acute malnutrition. Many children who appeared
malnourished in 1986 were likely stunted during the period of low food avail-
ability following the 1983 drought and bush fires. By 1987 most, but not all, of
these cohorts would have left the preschool bracket.

Table 27 breaks down ithe GLSS data by age and by gender. While girls in
South Asia are more likely to be malnourished than boys, females do not appcar
tobe at arelative disadvantage in nutrition in Africa in gencral (Svedberg, 1990),
nor in Ghana in specific. Levels of acute malnutrition for boys are appreciably
higher than for girls in the 6-24-month age brackets. The gap closes and actually
reverscs in the older age bracket. This age bracket, however, has relatively little
acute malnutrition. Onthe other hand, the older children have the highest levels
of chronic malnutrition, consistent with the view that low stature represents the
cumulative cffects of nutritional shocks. Similarly, levels of chronic malnutrition
for youngest children do not differ fron. levels of current malnutrition, as the
only past these children have is a recent past.

61 Tnis datais consistent with the Ghana Statistical Service’s Demographic and Health Survey
(1989), which was conducted roughly concurrentlywith the GLSS.
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Table 27 - Ghana: Nutritional Indicators, by Age and Gender, 1987-1988

Category

Age Group in Months

0-6 6-12 12-24 24-60 All

Mgles

Height-for-age®
Z2Score <= -2
-2 < ZScore <= -1
-1 <2Score <= 0
0 < ZScore <= 1
1< ZScore<= 2
ZScore > 2
Waeight-for-height®
ZScore <= -2
-2 < ZScore <= -1
-1 <2Score<= 0
0 < ZScore <= 1
1 <ZScore <= 2
ZScore > 2

Fernales

Height-toi-age®
Z2Score <= -2
-2 < ZScore <= -1
-1 < ZScore <=0
0 < ZScore <= 1
1< ZScore <= 2
ZScore > 2
Waeight-for-height®
ZScore <= -¢
-2 < ZScore <= -1
-1<ZScore <= 0
0 < ZScore <= 1
1 < ZScore <= 2
ZScore > 2

Percent of Cell Population in Each Category

435 1102 3333 3950 31.19
1377 2943 2567 2682 2533
3913 3071 19.16 1066 2236
245 2047 1111 9.04 1221
13.04 5.51 7.66 350 5.69

7.25 3.15 3.07 248 322

435 1417 1877 4.66 8.66
1522 4724 3716 2405 2830
2154 2715 2874 4504 37.71
39.13 787 1264 2289 2096
11.59 3.15 268 233 3.55

470 1064 3169 3911 3022
11.41 1844 3374 2579 24.78
2416 3830 2263 2106 2372
3356 19.86 9.88 9.31 13.57
17.45 8.51 0.82 3.15 5.04

872 4.26 1.23 1.58 268

4.03 92 1399 5.44 7.39
1208 4113 3333 2607 2754
3289 4043 3292 4083 38.26
31.54 709 1481 2335 2080
16.78 1.42 412 415 5.36

2.68 0.71 0.82 0.14 0.65

Source: Government of Ghana and World Bani (1989),

® Low height-for-age Z-score indicates chronic undernutrition.

® Low weight-for-height Z.score indicates acute undernutrition.

Note: Some percentages may not add to exactly 100.00 due to rounding.
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Table 28 confirms that malnutrition remains particularly high in the savannah
agroecological zone.” Greater Accra has the lowest levels of both acute and
chronic malnutrition in the current study. The remainder of the coastal
agroecological zone has appreciably less chronic malnutrition than the forest or
savannah region but has relatively high levels of chronic malnutrition. Note,
however, that the ccll size for each ccological zone is fairly small. Thus,
confidence intervals are wide.

Econometric analysis of this GLSS data indicated only a weak relationship
between income and anthropometric measures of malnutrition in children
(although a strong relation of adult body mass indices and income was found for
women). While the regional patterns in these data as well as overall levels can
help guide the priorities for nutrition programs, few specifics for program design
can be directly derived from analysis to date (Alderman, 1990), nor can these
data hzlp in assessments of current nutrition programs,

Hopkins (1990) questions whether the programs are more a symbolic effort,
part of PAMSCAD’s goal of “sustainability,” or a well-planned cffort to reduce
malnutrition. A related issuc, not raised by Hopkins, is the lack of strong
evidence that supplementary fecding has an appreciable impact or malautrition
in Ghana,® It is at least arguable that malnutrition in Ghana is me. ¢ linkzd fo
health and sanitation than food delivery, although a well-designed - “itrition
program can improve the former, sspecially if linked to prenatal health care
(Alderman, 1990).

Similarly, concerns have been raised that the overall PAMSCAD program
was only superficially planned as a poverty reduction intervention. The avthor,
however, is not aware of any detailed studies that have cvaluated PAMSCAD’s
impact or even design.*' Given the view expressed elsewhere in this paper that
with the possible exception of retrenched workers who PAMSCAD aims to
reach, few groups are absolute (as opposed to relative) losers under
PAMSCAD; the mitigation in its title may be a misnomer for a broad populist
program. Toillustrate, onc PAMSCAD program is to deworm children. There
Are many reasons to suspect improvd welfare from such a program, but there
are few 1easons to belicve that the need for the program is an outcome of the
structural adjustment process. With a few possible exceptions, such as
PAMSCAD's support to small-scale gold miners, however, the program does

62 Although the sample was not designed for regional comparisuns, malnutrition appears
higher in the three northem regions than in savannah agroecological zones within other regions.

6 e Kennedy and Alderman (1987) and the references within for an overall assessment of
supple=.ientary feeding,

64 Anevaluation by donors was scheduled for the later part of 1990,



Table 28 — Ghana: Nutritional Indicators, by Agroecological Zone and Gender, 1987-1988

Agroecological
Zone

Coast
(excluding Accra)

Greater Accra
Foras:
Savannah

Males Females All
P?’;gﬁm Percent Pﬁgﬁm E’ercent P%ﬁﬁm F?ercent
Numbe:  Chronic wﬁg@&‘f Number  Chronic wﬁgﬁ&;ﬂe Number  Chronic w&g,ﬁ&ﬁe
Malnutri- tion Matnutri- tion Malnutri- tion
tion tion tion
256 276 7.4 298 21.8 g1 554 24.0 83
180 20.7 6.7 113 239 6.2 263 2.0 6.5
531 34.1 7.7 559 327 6.4 1,090 33.4 71
275 35.3 12.0 261 36.8 6.9 536 36.0 9.5

Source: Government of Ghana and World Bank (1989).
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aim to transfer services and infrastructure to the poor. While such programs
have an obvious value, it is not clear that crash programs best serve the objective.
Nevertheless, its obvious political nature does not rule out the possibility that it
may also serve other social and economic objectives as well.

In regards to health care, the expectation is that fee coverage for health care
will be regressive unless it results in an increase in available services. Since
hospitals and clinics do retain a portion of fees collected and since investment
in the provision of services is a major objective, over the long run cost recovery
mayresultin adecrease of the real cost (including time allocation costs) of health
care. Unpublished data collected by K. Enyimayew indicated a 50 percent
decline in health care utilization in the Voltz Region when cost recovery was
introduced but partial recovery of utilization by 1987. More recent data arc
unavailable as is any analysis of the time trend in the supply and quality of
services.

The impact of servicc provision on health as well as the impact of
PAMSCAD, then, deserve scrutiny both in terms of their impact on poverty and
their overall contribution to sustainable growth.



8. Conclusion

Hirschman’s well-known tunnel metaphor is applicable to contemporary
Ghana. In that metaphor, Hirschman asks one to imagine oneself on one of two
lanes entering a tunnel. An obstruction closes the tunnel. One is disappointed
but, after all, these things happen. After some time traffic begins moving, but
only in the other lane. Originally, this is perceived as encouraging, even to the
person stalled, but when one’s own turn never seemns to come, one becomes
furious.

There is no doubt that economic growth was totally stalled by the time the
recovery program began. There is also little doubt that things have begun to
move again. The challenge is to distribute progress sufficiently to avoid an
appreciat'e portion of the population fecling thut the recovery is only for others,

To be sure, the availability of goods has increased relative to the beginning
of the decade and food prices, in particular, have fallen since 1983. Moreover,
the trajectory of the economy is radically different from that which prevailed a
decads ago. Individuals, however, have short memories, and few can easily
conjure up a counterfactual to evaluate their current position relative to what
might have been had Rawlings remained an internationally isolated populist.

This issue of growth and equity, of course, goes beyond stabifization.
Stabilization policies per se have little to do with poverty in Ghana, equitable
growth strategics virtually everything. As argued throughout this essay, unlike
many examples from Latin America or elsewhere in Africa, few individuals are
newly poor due to recovery policics. There remain, however, millions of people
who await economic growth and the expansion of government services to bring
them out of poverty. Can any gencralizations be derived from the experience of
the last decade to guide planners either in Ghana or elsewhere for poverty
alleviation in the next decade?

First, the downturn confirms what basic textbooks maintain, although disci-
pline specialization often forgets: macro and micro poiicies are linked both
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economically and politically. Monctary and fiscal policy errors in the mic-1970s
helped fuel subsequent inflation. This, in turn, led to progressive misabgnment
of the exchange ratc and subsequent distortion of price signals. The political
unpalatability of devaluation led to archance on quotas and price controls, which
exacerbated the distortions that ceventually led to the collapse of the
government’s ability to maintain services and infrastructure.

Onc symptom, although not tke cause, of the breakdown. then, was too little
government, not too much. Recovery, consequently, includes a strengthening
of the government’s capa.city to deliver services. This is manifested in the tripling
of public savings as a percent of GNP concurrent with a risc in the government’s
wage bill. It is also indicated in the steep fall aic subsequen: dramatic increase
of health and education expenditures.

This docs not comnc cheaply. While one should not underplay the domestic
leadership and commitment necessary (o revamp disastrous trade and invest-
ment policies, for~ign capital has been a sine qua non of the recovery. Ghana
has been able to climinate the fiscal deficit, increase imports in the face of
devaluation, pay off most forcign arrcars as well as a postion of domestic debt,
yet provide massive increases in real funding to education and health, all while
other investments grew. Sound policies might have established the conditions
for these investments to be fruitful, but the funds came from decisions made in
Europe, Tokyo, and the United States. The recovery program, then, is fragile,
depending as much on cvents occurring at the Brandenburg Gate as upon the
world price of cocoa.

It i< unreasonable, however, to expect domestic resource mobilization alone
to initiate major structural adjustment. Morcover, while private incentives are
important, so too arc public investiments. Seven years into a recovery progran
that appears successful by a number of measures,” private savings rates as a
share of GNP have not evceederl preadjistment rates. Similarly, the resources
flowing into Ghana have becn largely through development agencies; private
foreign investment — excepted mining — remains limited.

Ghana is, in some ways, able to bear the long-term consequences of the
foreign debt because its preadjustment debt was comparatively small. More
important than the ability to incur such debt, however, is the ability to both
generate and mobilize the returns from the investment. A key to the latter is
improvement in tlic collection of taxes — the first, and comparatively casy, steps
toward which Ghana has achicved. A key to the former is improving investment

65 Even Green (1987), one of the more vocal critics of Ghana's recovery, acknowledges rapid
gains, although writing shontly after the introduction of the program in 1987 he expresses doubt of
ils stamina.
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signals through exchange rate reforms and the removal of the complex system
of quotas and licensing. This reform stands at the heart of Ghana's restructuring,

The essential clement of this reform is that the mechanism by which the
exchange ratc is determined has been changed. Market forces, rather than a
sccretary or group of sccretarics, sct the exchange rate, thereby establishing a
largely depoliticized floating rate. Thus, the real exchange rate has not appre-
ciated at an unplanned rate due to inflation. Morcover, with the availability of
foreign exchange at the burcaux, individual importers can respond to interna-
tional market prices as well as make comparatively rapid purchases of spare
parts, inputs, and inventorics. While low liquidity and low internal demand
dampen the responsc of the cconomy to these new signals, the revamping of
trade policy remains the essential policy reform that has the potential to reorient
thc economy.

Export values respond immediately to such changes in exchange rates. This
hascnabled the government toboth raise producer prices for cocoa andincrease
revenue collection despite declining world prices. The supply of exports has
also responded over time; cocoa volumes as well as traditional exports of gold
and timber have increased. Morcover, nontraditional exports have expanded,
albeit from a low basc. Much of the supply response, however, is attributable to
increased availability of inputs and to improved transportation and utilities,
Similarly, the nascent productivity increases in food crops do not reflect price
policy but the rehabilitation of support services, including NGO-supplicd agri-
cultural credit. Ghana’s agricultural growth is no less promising for its being
due to incremental increascs in infrastructurc and services. This does, however,
imply that the change is not revolutionary; it is established by fooiwork more
than decree and in nced of continued cffort to maintain progress.

Since Ghana subsidized few consumer goods and those only to a privileged
few, impacts of budget cuts on consumers were small. An exception would be
encrgy prices. While devaluation can incrcase the cost of living across the
economic spectrum, there is little evidence that this has happened. Devaluation
came only after imports had alrcady dricd up. Marginal consumer prices were
unlikely to be influcnced by official exchange rates; hence devaluation affected
rents, not the general cost of living.

Regarding relative prices, it should be noted that the real price of food staples
appears to have declined since the recovery program began, except during the
main drought ycar. This may be interpreted as a shift in rural-urban terms of
trade, although such an interpretation disrcgards the income-increasing effects
of any productivity gains. Morcover, many poor, even rural poor, are consumers
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of the foods that have declined in price and therefore also benefit from this
change in relative prices.

For many people, however, particularly government employees but for
minimum wage ecarners as well, real wages have stagnated after an initial
postrecovery rise. Such groups, allicd with students who have lost their appre-
ciable boarding subsidies and the relatively few government workers who have
been involuntarily retrenched, are central and visible. They contribute both to
journalistic stories of recovery austerity and to political pressures to modify the
reform program,

Continued growth may dissipate such pressure. To a degree, programs like
PAMSCAD seck to buy such time. These programs, however political in origin,
also have the porential to deliver services and increase employment.
P?AMSCAD isa component of, but not a substitute for, more pervasive measures
to improve health, housing, and other basic services. As indicated by budgetary
allocations, the government is undertaking such investments. Largely freed
from having to choose between physical and human capital bythe level of foreign
capitalinflows, Ghana hasinvested in both. Ingeneral, social indicators respond
to inputs only after some lag. They require, moreover, somewhat more time to
collect than price or even GNP figures. The absence of incontroversial evidence
on improvement in health and nutrition, then, is hardly proof that the recovery
program has failcd in this regard. Here too, a foundation for incremental
improvement through continued investments has been established. The resto-
ration of economic and social indications to predownturn levels is a noteworthy
achievement. It remains, however, only a prologue to economic growth and
poverty alleviation.
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