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Recent Economic Developments

Ghana’s economic growth record over the past two
decades has been among the strongest in Africa at
around 4.5 per cent annually. Growth accelerated to
about 5.3 per cent in 2000-03, rose further to 5.8 per
cent in 2004 and to an estimated 5.9 per cent in 2005.
Growth is expected to remain strong at about 6 per cent

in both 2006 and 2007.

Recent growth has been driven largely by the
agricultural sector, the largest sector of the economy
accounting for nearly half of total GDP and about
60 per cent of total employment. The sector grew by
7.5 per cent in 2004 and was estimated to have expanded
by 6.5 per cent in 2005. Favourable weather has been
the main factor behind the rise in agricultural output.
However, higher producer prices and greater use of

farm machinery and irrigation were also important.

Rising cocoa production has underpinned the
growth in agricultural output. Cocoa production rose
by nearly 30 per cent in 2004 yielding a record crop
0f 736 911 tonnes in the 2003/04 crop season. Cocoa
output decreased somewhat to 583 109 tonnes in the
2004/05 crop season which nonetheless represented a
strong performance by historical standards. The strong
cocoa output in 2004 and 2005 owed much to improved
crop management and to the mass spraying of cocoa
farms under the government’s Cocoa and Pests Control
Programme, which aims to control capsid pest and
black pod disease. The gradual increase in the domestic
producer price of cocoa, which is now nearly 70 per
cent of the world price, has also provided a major
incentive to the country’s smallholder cocoa farmers.
However, due to declining world prices of cocoa since
2003, even maintaining guaranteed payment levels

will be a challenge.

Cocoa and other crops, especially oil palm, cassava,
sorghum and millet have benefitted from the
“Presidential Special Initiatives”, which aims to
modernise Ghanaian agriculture through the
dissemination of better farming practices, the provision
of irrigation facilities, and distribution of improved

varieties of seeds and fertilisers. As part of the second

Ghanaian Poverty Reduction Strategy (GPRS II), the
government plans to expand these initiatives in 2006
through measures to enhance access to credit and
agricultural inputs and by increasing availability of

extension services.

Nonetheless, the agricultural sector faces major
structural problems. For example, it is estimated that
only 5 per cent of irrigable land in Ghana is actually
irrigated; and extension services are so limited that
each technical officer is responsible for helping nearly
2000 farmers. Moreover, 40 per cent of all agricultural
output is wasted annually due to inadequate storage

facilities, marketing chains and poor infrastructure.

Although the industrial sector has continued to
show signs of recovery, industrial production is not
growing rapidly enough to attain the government’s
objective of an industrial sector that accounts for about
37 per cent of GDP by 2010. In order to achieve this
objective, industry would have to grow at an annual
rate of at least 12 per cent. In 2004, industrial output
grew by 5.1 per cent and accounted for 21.5 per cent
of total GDP. This share was estimated to have risen
to 23.9 per cent in 2005 following estimated growth
of 5.6 per cent.

Manufacturing, the largest component of industrial
output, has grown more slowly than the rest of the
economy since 2002. In 2004, the manufacturing sub-
sector’s growth rate stood at 4.6 per cent, almost the
same level as in the preceding two years. In 2005,
manufacturing output was estimated to have expanded
by about 5 per cent. The mining and quarrying sub-
sectors have also grown a little more slowly than the
economy as a whole, with the growth rate slowing
from 4.7 per cent in 2003 to 4.5 per cent in 2004 and
an estimated 3 per cent in 2005. The only industry
experiencing faster growth is cocoa processing. As a result
of new foreign investment in processing plants, the
volume of cocoa processed domestically is expected to
rise to 250 000 tonnes by 2007 from just 70 000 tonnes
in 2005.

Industrial output has remained concentrated on a

few capital-intensive products: petroleum and oil
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Figure 2 - GDP by Sector in 2004 (percentage)
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Figure 3 - Sectoral Contribution to GDP Growth in 2004 (percentage)
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refining, non-ferrous base metals, cement, and other non-
metallic mineral products. The government’s recent
industrial diversification and growth strategy targeted
textile and information and communication technology
(ICT) industries but these efforts have largely failed.
Some had hoped for a revival of the local textile industry
as Ghanaians return to traditional forms of dress using
the kente and adinkra designs. However, the local
industry, relying on antiquated machinery and producing

low volumes, has continued to decline in the face of cheap

imports of textiles and second-hand clothing.

Accelerated industrial growth requires assistance
to small- and medium-sized enterprises, notably
regarding access to credit, more reliable and cheaper
telecommunications and electric power, improved
transportation and other public services, and reduced

corruption.
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In 2005, the service sector grew at an estimated rate
of 5.4 per cent. Social services, especially education
and health, were boosted by the Ghana Education
Trust Fund (GET Fund) and funds released by HIPC
debt relief. Financial services also expanded with the
opening of new banks and introduction of new financial
services. The establishment in 2003 of the Kofi Annan
Center of Excellence and the extension of ICT facilities
to schools and colleges in the country by Ghana Telecom
contributed to the expansion in telecommunications.
Growth in mobile telecommunications was particularly
strong in 2005, due to an expansion of services by
Millicom and Scancom. These activities have
contributed to an increase in tele-density (telephones
per 100 persons) from about 5.2 per cent in 2003 to
6.6 per cent in 2004.The number of phone lines more
than doubled from about 650 000 in 2002 to over
1.3 million in 2004.

Tourism continues to boom, and the sector is now
Ghana’s third largest foreign exchange earner. The
number of visitors to the country has maintained an
upward trend since 2000 with an increase in arrivals
of 11 per cent in 2004 and an estimated increase of
10 per cent in 2005. Tourist receipts also increased

sharply, by neatly 17 per cent in 2004 followed by a

further increase of 16 per cent in 2005. The increase
in tourism has been driven by the increased promotion
of individual and conference tourism, and by improved
security, especially around the airport and the main
tourist attractions. The increased number of flights
into Ghana by several international airlines is both a
cause and an effect of this tourism boom. Nonetheless,
the majority of tourists continue to be Ghanaian

expatriates.

These developments in various economic sectors
also reflected, and sometimes contributed to, an increase
in the growth rate of total investment in 2004, which
was sustained in 2005. In particular, private investment
grew strongly in 2004 and 2005, suggesting that the
private sector was beginning to play its designated role
as an engine of growth. Private capital formation is
projected to remain strong in 2006 and 2007 as
confidence in the economy grows on the back of the
government’s prudent macroeconomic policies and
political stability of the country. Similarly, the
government’s expansionary fiscal stance has been reflected
in rising public investment, although in 2004 and 2005
much of this investment continued to be financed by
foreign savings. The economy is expected to maintain

a similar structure of aggregate demand in 2006 and 2007.

Table 1 - Demand Composition (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Gross capital formation 24.8 19.7 229 27.9 30.2 30.9 31.7
Public 12.5 6.1 8.9 11.9 12.4 12.7 13.1
Private 12.3 13.6 14.0 16.0 17.8 18.2 18.6
Consumption 95.8 92.7 89.1 92.8 94.7 95.3 94.2
Public 15.1 17.6 17.7 16.0 16.7 17.0 16.6
Private 80.7 75.1 71.4 76.8 78.1 78.3 77.5
External sector -20.6 -12.4 -12.1 -20.7 -24.9 -26.2 -25.9
Exports 32.4 42.5 40.7 37.0 33.3 29.6 26.7
Imports -53.0 -54.9 -52.7 -57.7 -58.2 -55.8 -52.5

Source: IMF and domestic authorities’ data; estimates (e) and projections (p) based on authors’ calculations.

Macroeconomic Policies

Fiscal Policy

Ghana’s recent macroeconomic policy has focused

on achieving stability as a prerequisite for the HIPC

completion point in 2004 and beyond. Within this
context, the main goal of the governments fiscal policy
has been to reduce the ratio of domestic debt to GDP
by reducing net domestic borrowing through controlling
the fiscal deficit, as well as extending the maturity of

outstanding debt.
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The policies have been largely successful insofar as
the domestic debt to the GDP ratio fell from about
21 per cent in 2004 to 19.3 per cent in 2005. Moreover,
the ratio of domestic debt service to total revenue fell
from 45.1 per cent in 2003 to 28.4 per cent in 2004

and was estimated at 27 per cent in 2005.

The overall fiscal deficit, which fell from 3.3 per
cent of GDP in 2003 to 3.1 per cent in 2004, is
estimated to have risen to 4.4 per cent in 2005. The
overall fiscal deficit is projected to deteriorate further
in 2006 and 2007 as the government maintains an

expansionary fiscal stance.

Increasing revenues remains a key objective of fiscal
policy. Improved tax administration, as well as new
taxes, led to an increase in the fiscal revenue to GDP
ratio from 20.2 per cent in 2003 to 22.3 per cent in
2004 and an estimated 22.4 per cent in 2005. Starting
in 2004, fiscal agencies were allowed to retain 3 per cent
of revenue collected to meet their administrative costs;
this measure appeared to yield the desired results as all
agencies exceeded their targets. The National Health
Insurance Levy, implemented in 2004, is estimated to

yield revenue of about 1 per cent of GDP annually.

Despite these advances, the tax base remains too narrow,
with a high dependence on petroleum taxes, and foreign

aid remains a large source of funding for the government.

Government expenditure has increased in step with
revenues, preserving fiscal stability. Total expenditure
rose to 33.3 per cent of GDP in 2004 and to an
estimated 34.3 per cent of GDP in 2005 from 28.8 per
cent of GDP in 2003. The government has attempted
to improve control of expenditures through a number
of legislative measures enacted in 2004. These included
the Financial Administration Act, the Internal Audit
Act and the Procurement Law, which provided clearer
procedures on expenditure management within the
public sector. The 2005 National Petroleum Authority
Act mandated that the National Petroleum Authority
(NPA) bring domestic petroleum prices closer to world
prices, thereby eliminating government subsidies on
petroleum products estimated at 2.3 per cent of GDP.
Reductions in market interest rates on debt instruments
contributed to lower debt-service payments. Continued
control of expenditures is threatened in the near term,
however, by a rising public sector wage bill and
increasing political pressures as the 2008 general

elections approach.

Table 2 - Public Finances (percentage of GDP)

1997 2002 2003 2004 2005(e) 2006(p) 2007(p)

Total Revenue and grants 18.7 21.1 25.5 30.1 29.9 29.7 29.4
Tax revenue 14.7 17.5 20.2 22.3 22.4 225 22.5
Grants 14 3.1 4.7 6.4 6.0 5.7 5.4
Total expenditure and net lending 29.0 26.1 28.8 33.3 34.3 34.3 33.9
Current expenditure 16.5 20.0 19.8 20.9 21.4 21.1 20.4
Excluding interest 10.3 13.8 13.7 16.6 17.5 17.9 17.7

Wages and salaries 5.3 8.5 8.4 8.7 8.8 8.9 8.6
Interest on public debt 6.3 6.1 6.2 4.3 3.9 3.2 2.6
Capital expenditure 12.4 6.1 8.9 12.4 12.9 13.2 13.6
Primary balance -4.0 1.2 2.9 1.2 -0.4 -1.3 -2.0
Overall balance -10.3 -5.0 -3.3 -3.1 -4.4 -4.6 -4.6

Source: Authors’ estimates (e) and projections (p) based on domestic authorities’ data.

Monetary Policy

Ghana’s monetary policy remains focused on
bringing inflation down to single digits and limiting

exchange-rate volatility. In recent years, the growth of

monetary aggregates has remained consistent with the
government’s targets. The annual growth in broad
money (M2) slowed from 35.8 per cent in 2003 to
26.6 per cent in 2004 and to 19.1 per cent by
September 2005. The continued slowdown in the
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expansion of monetary aggregates accommodated lower
money demand following the introduction of 2- and
3-year Bank of Ghana bonds.

Inflation remained stable despite a nearly 50 per
cent increase in petroleum prices in early 2005 and a
further 5 per cent increase late in the year. However,
these petroleum price increases prevented the
government from achieving its target of single-digit
inflation. The rate of inflation stood at 12.6 per cent
in 2004 and is estimated to have remained very similar
in 2005. Inflation is projected to ease in 2006 and

2007 as prudent monetary management continues.

The easing of inflationary expectations and declining
public sector borrowing has led to a continued decline
in interest rates. In the face of the fall in inflation in
2004 and relative exchange-rate stability, the Bank of
Ghana cautiously lowered its policy rate from 20 per
cent in February 2004 to 15.5 per cent in
November 2005. Short-term rates have declined
correspondingly, with the yield on 91-day Treasury bill
falling from 36 per cent in June 2003 to 18 per cent
in May 2004. By the end of September 2005, the rate
had dropped further to 13.34 per cent. Although
declining much faster than deposit rates, lending rates
remained high at 27.75 at the end of September 2005.

Ghana operates a managed floating exchange-rate
regime, with interventions from the central bank limited
to smoothing short-term fluctuations in the foreign
exchange market. Higher levels of remittances, steady
donor inflows and stronger earnings from cocoa helped
to offset the effects of higher oil prices on the current
account balance, with the cedi consequently depreciating
only slightly in 2004 and 2005 by 2.2 per cent and
2.1 per cent respectively. This recent stability stands in
contrast to the extreme volatility seen in the past,

particularly the sharp depreciation of 57 per cent in 2000.
External Position

The government’s development strategy relies on
export growth and increasing inward direct investment.
In this vein, in early 2005 the government launched

the National Trade Policy, which aims to enhance

Ghana’s international competitiveness and secure greater
market access for Ghana’s products. In particular, the
policy seeks to promote regional integration within
the Economic Community of West African States
(ECOWAS) through the harmonisation and reduction
of tariffs and non-tariff barriers to trade. The government
also finished planning the Trade Sector Support Program
(TSSP) in 2005. The TSSP aims to facilitate the
development of commercially-viable domestic and
export-oriented enterprises, especially in rural areas. In
line with the government’s renewed determination to
make the private sector the engine of growth in the
economy, this programme may be given the necessary

push to succeed.

Ghana’s trade and current account deficits both
widened in 2004 and 2005, exerting some downward
pressure on GDP growth. The trade deficit rose from
10.3 per cent of GDP in 2003 to 17.1 per cent in
2004 and is estimated at 20.6 per cent in 2005. In
dollar terms, total imports rose by 32.9 per cent in
2004 and by a further 31.9 per cent in 2005 mainly
due to rising crude oil prices. Export earnings (also in
dollar terms) rose more slowly by 8.7 per cent in 2004
and are estimated to have increased by 4 per cent in
2005 primarily due to increases in the main traditional
exports (cocoa, gold and timber products). There has
been little success in export diversification, as noted
earlier. As a result, exports are projected to stagnate,
contributing to a continuing widening of the trade
deficit in 2006 and 2007.

Despite the large increase in the trade deficit, strong
aid and capital inflows allowed Ghana to record an
overall balance of payments surplus in 2005 of
$86.7 million following the small deficic of
$10.5 million in the preceding year. Consequently,
Ghana’s international reserves increased to $1.6 billion
at the end of 2005, equivalent to three months imports

of goods and services.

Ghana’s total external debt stood at $6.4 billion at
the end of 2004, a fall of about 20 per cent from the
level at the end of 2003. Multilateral creditors accounted
for about 88.6 per cent of the total debt, while bilateral

creditors (Paris Club and non-Paris Club) accounted
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