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isthat rather thanusingaidfor current consunptionit isvita forit tobeusedin
i nfrastructure devel opnent or i nvestedin other vays soastolay the foundationfor
hi gher growthinthe econony. Thisis particul arlyinportant sincethe gl obal trend
inaid disbursenents is dowward. I norder that the econony not be overtaken by
events, it isappropriatetoadopt strategies for reducing aidintensity and hence
dependence by conti nuousl y i nprovi ng theinstituti onal nechani sns of ai ddelivery.

The st udy rei nforces t he i nportance of a conduci ve pol i cy environnent. This
shows up intherel ationshi p between ai d and t he posi ti ve growt h i n nacr oeconon c
vari abl es such as exports. The paral | el narket preniumwas al so shown t o have an
appreci ating effect onthereal exchangerate, indicatingthe needfor continui ng
pol i cies that mni mze the over—val uati on of the exchange rate and ensuri ng t hat
narkets are wel | -al i gned. The gover nnent shoul d endeavour to nai ntai n a sound
pol i cy environnent so as to elicit good nacr oecononic perfornance. Policy
nmanagemnent thus needs to focus on ensuring the preval ence of sound
nacr oecononi ¢ fundanental s, anong others. Thisw | helptocreatethe appropriate
i ncentive structure and conduci ve envi ronnent necessary for the enhanced
per f or nance of i ndustry, whi ch shoul d be a n@j or engi ne of econonic grow h. Wth
a good pol i cy envi ronnent, external ai d coul d be an ef fective investnent inthe
Ghanai an econony and coul d spur thereal i zati on of the country' s visi on of beconing
a niddl e-i ncone country.
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Cont ext

S nce the early 1980s when Ghana began neasures to halt the downturn of the
econony and nove on a pat h of sustai ned growt h and devel opnent, the country
has attracted t renendous donor assi stance. Fromabout 4%of GPin 1980, official
devel opnent assi st ance rose t o 10%i n 1990 and has general |y renai ned at that | evel
ever since. Thi s overwhel ming dependence on external ai dinfl ows has nade t he
Ghanai an econony vul nerabl e to pol i cy conditionalities that acconpany such
assi stance.

Wiat i s the probl en?

Dependi ng on whet her ai d i nfl ows are tenporary or pernanent, and whet her t hey
are spent oninports or donesti cal |y produced goods and ser vi ces, they have vari ous
repercussi ons. Thereal exchangerate, by virtueof itsinpact ontheinternational
conpeti tiveness of an econony, assungs an overridi ng i nportance anong pol i cy
variables in Ghana. Surgesinexternal aidinflows are believedto cause "Dutch
di sease" probl ens for Ghana’ s nacr oecononi ¢ nanagenent. Thi s st udy seeks to
under st and howGhana’ s export performanceinterfaces wththe policy envi ronnent .
It attenptstoseevhether external aid, servingas aproxy for the palicy envi ronnent,
elicits positive nacr oecononc perfor nance fromsuch vari abl es as exports. The st udy
uses an econonet ri ¢ nodel to anal yse the real exchange ratein Giana, and |inks
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thisanal ysiswthexport performanceinorder toidentify policyinplications and
nanagenent i ssues.

Ghana’ s aid history

Ghana enar ked on a naj or econoni ¢ recovery programme i n 1983, and except for
a fewsl i ppages, econonic perfornance has general | y been encouragi ng. Real @GP
growt h has been round 5%on an annual basi s and real structural transfornation
appearstobetakinghold. Inrelativeterns, for exanpl e, the agricultural sector,
whi ch has beenthe | eadi ng sect or contri buti ng no | ess t han 45%of @GP has decl i ned,
vwhileanincreaseinservicesector activityis pervadi ngthe production structure of
t he econony. However, the servi ce sector i s doninat ed by t he whol esal e and retai i ng
subsector andistoalarge neasure anon-tradeabl e sector. Theindustria sector still
appears to be struggling to nake an i nprint on the econony.

Hstorically, external aidhas beenaninportant feature of the Gianai an econony,
and even nor e so si nce the advent of structural adjustnent. Gana s naj or bil ateral
donor partners are Japan, WK USA Canada, Gernany and t he Net herl ands. The
International Devel opnent Associationistheprinary miltilateral donor. Theaidis
mul ti - purpose. During the 1980s cormitnents to t he production sectors of the
econony (defined specificallyinthis context as agricul ture, i ndustry, nining,
construction, trade, touri smand banki ng) benefited nost, receivi ng an aver age of
29%o0f overall aid flows. Programe assi stance general | y anounted to 21%
Devel oprent of economi ¢ i nfrastructure took 25%and contributions to soci al
i nfrastructure and servi ces accounted for onl'y 8.8%

During the 1990s t he support for soci a infrastructure and services junped to
28%and econonic i nfrastruct ure and servi ces to 34.5% The contributiontothe
production sectors decl i ned to 14. 5%and pr ogr amme assi st ance to 15. 7% The
relativelylarge comitnents of aidtoecononic and social infrastructureinthe
1990s conformto t he general gl obal consensus and Vér| d Bank position t hat
i nfrastruct ure devel opnent i s a prerequisiteto soci oecononic devel opnent .

Actual di sbursenents of ai d haveinthe past been knownto be very sl ow often
beinglessthaninitial expectati ons. Between 1983 and 1988, the actual di sbur senent
rati o of programme ai d was 43% whilethat for project ai dwas 35% Reasons for
these di sparitiesinclude structure of conmit nents, del aysinconmitnent translation,
and i npl enent ati on probl ens of bot h donors and reci pi ent. And as the struct ure of
aid coomtnent gets skewed towards project ai d as opposed t o qui ck di sbursing
programme support, as well as food and commodi ty assi st ance, the t enpo of
di sbursenent i s reduced.

The cuntper sone nat ur e of procedures, especial |y for procurenent, al sotendsto
contributeto sl owd sbursenent of miltilatera aid Inrecent tines, however, there
has been an i ncrease i n di sbursenent ratios for both programme and proj ect aid.
Actual di sbursenent of | DAprogramme ai d t o Ghana was 91%whi | e that for proj ect
ai d was 58%of pl edged conmit nent s.
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Exchange rat e novenent s and ai d dependence

Two di nensi ons of the exchange rate areinportant here. The real exchange rate
neasures therel ative price of donestic goods interns of forei gngoods. The real
ef fecti ve exchange rat e neasures t he degree of conpetitiveness of the country rel ati ve
toagroupof itstradingpartners. For Giana, it conpares novenent inthe cedi wth
the currenci es of asel ectionof tradi ngpartners.

Ingenera for Gana, boththerea exchangerateandthereal effective exchange
rate have tended to nove i n the sane directi on. The real exchange rate changed
over ti ne dependi ng on whether inflationwas nore or lessrapidinGuanathanin
the UBA(or other najor trading partners). Failuretoadjust the officia exchange
rateinlinewthdeterioratingprices strongy appreci atedthereal exchangerate and
I ed tothe energence of aflourishing bl ack narket. The appreci ati on of the real
exchangerate al soshiftedrel ativeincentives anay fromexportsintoinport trade
wthadverse effect for Gana' s current account bal ance. Inflationrenai ns aprobl em
and soi s exchange rate nmisal i gnnent. S nce the nid 1980s, however, there has been
atrend t owards exchange rat e depreci at i on.

The concept of ai d dependence has bot h quantitative and qual i tati ve aspects. On
theonehand, it referstolargeinflows of external assistance, andonthe other it
suggeststhat thecoutryitsel f isnat contributingsignificant!lytowardsel f-susta ning
devel opnent inspite of the continuous aid. Inshort, ai d dependence can be percei ved
as asituationinwhichthe country becones overly dependent onaidinflons for its
survival . As can be concl uded fromthe highaidintensityindicatorsinthe 1990s
(notably aid/ GPratioof 11% ai d/inportsratioof 43% and ai d/i nvestnent rati o
of 61%, Ghana can be cal | ed rat her heavi | y ai d dependent .

The st udy concl udes that terns of trade, aidinflows, governnent consunpti on,
conmer ci al pol i cy stance and t echnol ogi cal progress arethe salient variablesin
Ghana’ s | ong-run equi | i bri umreal exchange rate nodel . Inthe short run, however,
the key variabl es are nomnal exchangeratetogether wthall therea fundanental s
wththe exceptionof terns of trade. Theresults showthat external ai dinfl ows have
asignificant inpact ontherea exchangerate. Hwever, unlikethe situationinsone
other countries, inGanaaidinflows | eadtodepreciations of thereal exchangerate
rather than appreci ations. Genera ly, depreciationintherea exchangerate positively
af fects export perfornmance. Thi s suggests that i nprovenents inthe policy
envi ronnent would elicit afavourabl e response fromnontraditional exports (defined
as non-cocoa, nor+gol d exports).

Inplications for policy nakers

In Ghana’ s search for econonic renewal , accel erat ed grovt h and poverty reducti on,
thered exchangerateanditsinerpaywthedernd adinflonsarecrucia tostrategc
econoni ¢ deci si on naki ng and effi ci ent pol i cy nanagenent. VWth the current high
aidflonsintoGuana, it isobviousthat any curtail nent of theseinfl ons coul d have
adverse effects on the econony. he i nplication for nacr oecononm ¢ nanagenent



