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PREFACE 

One of the most fundamenta~ and yet, the most intract-

able problem currently facing Ghana is the increasing debt burden. 

This problem has persisted in spite of the IMF/World Bank Economie 

Recovery Programme. 

The crucial questions whièh this study has attempted to 

answer are: First, why has the .IMF/World Bank, Economie Recovery 

ProgrruDife not been able to improve Gbana•s economy; secondly, has 

the worsening debt criais any positive relations to Ghana•s favour­

abl_e fore~gn policy towards the West; and finally, what factors 

forced Ghana into the 'debt trap' of the West?. 

The study has been parti tioned into fi ve chapters. Chapter · 

One covers the Introductory phase of the inquiry; its focus-include 

general, the statement of problem, significance of the studies, 

literature review and stating of research hypothesis. 

Chapter Two deala with the historical background to the 

origin of Ghana's debt crisîs and IMF/World Bank involvement in 

the econOJIIY •. 

Chapter Three is specially concerned with the impact of the 

IMF/World Bank Economie Recovery .Programme on the standard of living 

of the people and the general recovery of the economy. 
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Chapter Four examined the magnitude and diTection of 

Ghana's foreign policy especially now that the country is having 

economic criais. 

Chapter Five deals with summary and conclusion. 
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ABSTRACT 

Since the mid 1980s, Ghana•s economy ha.s witnessed the worst 

debt crisis in i ts history. '!his crisis has manifested in the form 

\ of increasing unemployment, doub+e digit inflation, virtual halt: in 

domestic capital accunulation, breakdown in the producti,ve apparatus 

and increasing incarne inequality. 

The central aim of this study, is to find out the impi:lct of 

this debt crisis on Ghana•~ forâgnpolicy. M1Jre specifically, we are 

also interested in finding out whether any relationship exists between 

the world Bank/IMF Economie Recovery Programme and the worsening 

Economie c.tisis in Ghana. 

'Theoretically, we found~tioned this study on the Dependency Theory. 

'lhis theoretical perspective helped us to understand the fact that Ghana•s 

incorporation into the world capitalist system and its exploitation and 

subjugation within the system is the major cause of the country•s 

economic crisis • 

Methodologically, we relied on the.use of recent documènts, relevant 

books,data from Government files, federal office of statistics and ~he 

multilateral Institutions. Ta ensure the reliability and validity of 

the s tudy, we .relied on th~ ~!Jf<J of content. A)11;\l. yo is. 

'.Ihe study reveçilod that trh~J:tJ J.s (fi direct relation.ship between 

Ghana•s reliance on IMF/World Bank Loans and her favourable Foreign 

Policy ini t1atives and eptions towards the West. · The implication is 

· that the world Bank now determines who gets what, how and when in Ghana. 
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CIIAPI'ER ONE 

1.1 GENERAL INTRODUCTION 

Ghana bas suffered more. th~n its own share as a develop-

ing coun~ry in the hands of .multilateral institutions like the 

·1MF and the World Bank. A country which used to champion the 

affaira of Pan-Africanism and African independence under Nkrumah, 

bas now been forced to take the back seat in the international 

system. 

It is on record that Ghana used to be the world's largest 

exporter o·f cocoa, gold and other minerais in _the 1960s. Ghana 

also used to sponsor liberation movements and chalfenge the 

domineering role of the West during this same period. · But today, 

the country cannot afford to feed its citizens, not to talk of 

sponsoring a pragmatic and dynamic foreign policy. 
) 

'rhe paradox this study wants to rave! is that in spi te of 

the numerous investments the multilateral agencies like IMF and 

World Bank have invested, the country is yet to recover from her 

endemiè·d~bt criais. 

The World Bank for instance, has invested a total of $572 1874 

million between 1966 - 1980. 1 Yet there appears to be relationship 

between these massive. inveatments and the worsening debt crisis in 

Ghana. The index of these crises are clear, for example, the per 
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capita GDP fell from -B.1% in 1981 to 3o3% in 1986 and the GDP 

at market price rose from -5.7% in 1981 to 6% in 1986. Infla­

tion rosé from 32.5% in Janua,ry 1983 to 174% in June the same 

.year. The price index of consumer·goods which stood at 29.6% 

in 1975 reacher 868. 7% in 19812 and foreign rïebt profile 

increased ·from $1.5 billion in 1983 to $3.3 billion in °1984. 3 

A.11 these have·combined to force many Ghanaians to become 

refugees in many West African countries in search for survival. 
' 

We are aware that in the 1980s, Ghanaians were declared as 

illegal aliens by Nigeria even though they came under the aus­

pfces of ECOWAS free movement of persona within the co~unity • 

. More fundamentallY, Ghana's foreign policy is -now seriously 

_tilted · towards the West to the extent that IMF , \iorld Bank and 

the West determine what happens in Gbanà in terms of what is to 

be produced by who and for who. 

This study has been initiated to fiµd out first, how Ghana 

got trapped into the 'debt tra.i>' of the West. 

. . . 

World Bank,_ and other multilateral inst-itutions h~ve invested· in 
\ 

Ghana and the .impact of these on the average Ghanaian. 

Finally, the study will examine critically, the impact of 

·increasing debt criais on her foreign policy towards the West 

...... ,.. _,; 
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especially the United States. Our index for this measurement 

1 
will be the amount of financial help either loan or in aid form, 

the direction and nature of policy among others. 

y . 
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1.2 STATEMeNT OF PROBLEM 

Ghana has recently emerged.as one of the classical 

. laboratory for IMF.'s. test-case experiment. The Provisional 

National Defence Council (PNDC) has even received wide acclaim 

in international financial circles for its 'outstanding and 

courageous' · economic measures. Ci ted ·as one of the countries 

th~t have initiated major poli.cy reforma, Ghana became one of 

the beneficiaries of the $1 1000 million fund raised by the 
. 

World Bank to prevent economic decl.ine in the continent and 

towards the end of 1986, its resident representative· in Accra 

announced that the International Development Association (I.D.A.) 

credits would be increased by 36.6% that is from $110 to $150 

million. 

Also, at the all important meeting of the Paris Consulta­

tive.Group in 1987, Ghana was almost 'showered' with funds. · Over 

$818 million w4-e plodgttd hl tlc,nor ta.•Uona anll ascmcioa, thoreby 

exceeding the requested total ·of $575 million - by 42%. Certainly 

a most determined international effort hae been made for Ghana to 

become an exemplary mode! for Sub-Sahara Africa. 4 

In.spite of this massive investment by 'International Orga­

nisations and agencies, Ghana•s· economy witnessed the worst criais 

.·· 
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in its history. This situation forced many Ghanaians to leave 

thê country enmass in search of survival. 
1 

Recent ~tudy has revealed that during the 1983 expulsion 
. . 

of illegal aliens resident in Nigeria, who -numbered about 2 mil-
·-

lion people, Ghanaians repre·sented about half of the number •. 

Also, in 1985 1 about the .700,000 illegal aliens affected by the 

Federal Military Government of Nigeria expulsion order, 300,000 
. ' 5 

were Ghana~ans. 

Ironically, it was the same period that Ghana was seen as 

doing well due to the IMF and World Hank loans. For ex-ample, in 

1083, IM!i' gave Ghana o. loan of u.s. $359 million, 'special drawing 

rights' worth u.s. $377 million~ The World Bank a_lso gave out $450 

million and made a promise of increasing their lending by 13 per 

cent. The country also received pledges amounting to over $600 

million from bilateral and multilateral sources. 6 The same period 

witnessed the escalation of price index for consumer items from 

29.6 in 1975·to 46.2 in 1976. Betwèen 1978 - 81, the figures 

were 173.3, 267.3, 401.2, and 868.7 respectively. 

The ~onthly rate of inflation which had stood at 32.5 per 

* cent in January .1983, rose to 174 per cent in June of the same 

year, whereas money supply rose rapidly !rom Î13,787.9 million 

in May to t17,117.8 million in September. Although there was an 

increase in the basic wage from t12.oo to t21.19 a day,7 this could 
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not meet up the rate of inflation. 

The IMF/World Bank loans were aimed supposed at enhancing 

the economic recovery of the country I that m·.!ans alleviating the 

suffering of the people, but contrary to policy proclamation, 

the 'recovery' was staged on the backs of the working classes 

and the poor. It also led to extensiv~ concessions to foreign 

caP.ital 1 large scale retrenchmènt and the swelling of the ranks 

8 of the unemployed, etc. In reality 1 Ghana became worse off.· 

Thé consequence of this massive investment of resources · 

in Ghana by the multilateral agencies and institutions has been 

'are-direction of Ghana's foreigh policy towards the West. In 

fact, prior to this period of investment, Gqana's foreign policy 

used to be Africa-centered. Ghana was known for its dynamic 

foreign policy which emphasized African Unity 1 Non-alignment, 

decolonisation and Pan-Africanism. 

Today, howevur, Uhi.1t.a. h•• lJt!•U dra11od •nto the ''debt trap" 

of the West and its foreign policy is now anchored on fragile 

political economy. The country now ech~es what the West want it 

to say and.do and her credibility in the International system has 

·f: greatly reduced. 

The central questions this study will a~tempt to answer 

include: 
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1) 

7 

Is there any relationship between the World Bank/IMF 

Ec~nomic Recovery Programme and the worsening econo­

mic criais in Ghana? In other words, what has been 

the impact of the IMF/lforld .Bank loans to Ghana on 

the country's political economy. More specifically, 

what has been the impact of these massive investments 

on t~e living standard of the average Ghanaian? 

2) Is there any relationship between the worsening debt 

criais and Ghana's foreign policy towards the West? 

3) What factors forced Ghana into the debt trap of the 

West? 
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1.3 SIGNIFICANCE OF THE STUDY 

Over the last two decades, Ghan~ has been receiving loans 

from IMF/World Bank and other international financial institu­

tions. As these loans are beihg pumped into the economy from 

all directions,.there bas been no real improvement in Ghana's 

economy. In fact, the economic situation could be said to have 

worsened. 

The situation was compounded by a.period of famine and by 

the expulsion of over half a million Ghanaians from Nigeria. 

Inflatio~ during this period ran in 3 digits, industrial produc­

tion recorded negative growth, food shortages were widespread and 

the cocoa industry, the backbone of the economy, was in abeyance 

as several bags of cocoa were locked up in the hinterlands due 

to poor transportation. 9 

Yet, with ull tho~• plUabl• oondtUu,w• the IMl''/World 

Bank and other international bodies have continued to give a pat 

on Ghana's back for a job well done. 

The significance of this study therefore lies in its inten­

. tion · to e~plore and analyse the strategies and tactics employed by 

these institutions especia1Iy·IMF/World Bank to penetrate, and the 

· mechanisms i t. has used to domina te Ghana I s economy since indepen­

dence. ily using the Dependency Theory, the study will investigate 

.·' 
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the issues involved in holistic tenus and analyse the facts 

concretely rather than abstractly. 

This study also bas the.poten~ials of extending the fron­

tiers of research work and knowledge in the area of' International 

Economie Relations and Debt Criais in particular. It certainly: 

has the potentials of changing the focus of research in general 

from much emphasis on the issue of 11War and Peace" to the vital 

area of Economy. 

More specifically, the study will be useful to International 

organisations and institutions especially those concerned with 

hwnan welfare and socio-economic development like the Economie 

Commission for Africa (ECA), Organisation of African Unity (O.A.U.), 

the IMF and World Oank, among others. 

Both Ghanaian leaders and the average Ghanaian will derive a 

lot {rom this study, Ghanaian leaders, especially those currently 

in power will get more infonnation on how th, IMF and World Bank· 

are creating bunger in the country; while preaching the ideology 

of economic recovery. The average Ghanaian, especially those who 

constitute _the victims of the IMF/World 3ank loans will now find 

out how ~heir problem started .and the direction it is likely to 

take. 
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Finally, the significance of this study resta on the 

expectation that a purposive purauit of the strategy of self­

reliance devoids of the manipulations of foreign capital 

which consequently affects Ghana's foreign policy will provide a 

lasting solution-to Ghana's endemic debit criais. 

1.4 OBJECTIVE 01<, TIŒ: STUDY 

1) To find out the magnitude and direction of Ghana's 

debt criais and the impact of the· debt criais on 

the country•s foreign policy • 

2) To find out the impact of debt criais on the life 

of the average Ghanaian. 

3) To find out tOt> f,14.lt.~u-,., •hut for'1•hd <l~H4 to tta• 

11estern "debt trap11 • 

. 1.5 LITERATURE REVIEW 

The mounting external debt of Africa and'other Third World 

Countries has become prominent within the agenda of United Nations 

Conference on Trade and Development .(UNCTAD). This ie;J inseparable 

from the broader problem of what to do about the structure and per­

formance of the global economy whîch based on an.international 

division dr labour, puts numerous African countries in a,situation 
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where they experience acute and cbronic deficits and unfavour­

able terms of tràde. 

It has been noted that the total extern~l public debt of 

75 non-oil exporting Third \vo.rld ~untries rose from $66.8 bil­

lion in 1973 to $122.8 bÙlion by 1977. If undisbursed, contrac-

-ted debt is included, the increase was by another $22 •. 1 billion 

or from $43.0 to $171.1 billion. From 1973 to 1977, the key 

indicators of national capacity to service disbursed debt worsened 

for the 75 ~ountries collectively. Outstanding debt increased from 

11.9% to ~5% as a proportion of gross national product, and from 

76.5% to 88.9% in relation to export receipts, while debt service 

payments rose marginally from 10.1% to 10.2% of export receipts. 10 

For African· countries within this larger grouping, their 

outàtanding·debt went up at a rate similar to other ragions of 

the Third World. From $6.8 billion in 1973 to $12.7 billion (dis­

bursed) as of 1977, and 1'rom $9.6 to approxi11ately S21 billion 

(including undisbursed). The outstanding disbursed debt to gross 

) continental product by 1977 and climbed from 72.5 to 95.8% in 

relation t.o· export receipts, · each proport-ion being relatively high, 

·-4 contrasted to elsewhere in the Tbird \vorld. However, debt service 

payments to export receipts remained a constant 10% in part. due to 

the relatively higher grant component in official development 

· t t Af · 11 ass1s ance o r1ca. 

Î 
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As a result of the sustained e~onomic crisis facing most 

of these developing countries, especially in Sub-Sahara Africa, 

the vast majority of nations in these countries have turned to 

the Internationàl Monetary Fund (IM.ft,) and World Bank for balance 
. 12 

of payment. Because of the conditionality, attached to these 

loans by the IMF/World Bank, developing countries have become 

victims of debt crisis. 

In spite of the debt burden of the developing countries, 

the IMF/World Bank who are.the major donors of loans to these 

countries argue that they ,are the best option the Third World 

Countries should turn t,,. 1 r t.h•M oount,rh,e hDYo to COIIIO out of 

their situation. They furthctr arguod ttu.,t those countries t:hat 

have sort the help of IMF/World Bank are doing well. According 

to an official· of nu,,, "there are optimistic signs emerging out 

of Sub-Sahara Africa. . . . that its economic perfonnance is 

improving and,th~t the prospects for its future may be brighter 

and more manageable ••• , these improvements are greatest where 

Sub-Sahara governments have adopted policy refo~ and Africa's 
· . 13 

donors and creditors have increased their support 0 • 

The
1
8aker Plan of 1985 went ahead to propose that debtors 

grow their way out of debt through a combination of structural 

adjustment and new loans which were conditional on adherence to 
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structural adjustment. 14 They therefore claim that their aim 

of giving loans is to fight anti-poverty programmes including 

infra_structùral development, balance of payment stabilization 

programmes.and structural adjustment programmes (SAP) or eco­

nomic recovery programmes (ERP). 15 

The IMF/World Bank -annual reports and publications of 

their. role' in Africa show that ~bey have positive intention 

which should be appreciated, as is evident in the 1981 Berg 

Report entitled 11Towards Acceierated Development in sub-Sahara 

Africa 11
• This implies that all attention was focussed on deve­

lopment of Africa, therefore,while IMF has focussed on the external 

sector, the World Bank has been pre-occupied with the agricultural 

sector or rural economy in the overall interest of advancing the 

econ?mic growth·or· Urica. Tbe Fund and the Bank see themselves 

as playing the "Good Samaritan'' role of acting at the invitation. 

of African countries and in supportive assistance to them. 16 

This same school holds that the Third \forld J.ack capital 

accumulation because the _peoples of these areas have poor saving 

habits encouraged by their anachronistic traditions, institutions, 

. 17 · extended family and value system. 

· The World Bank sees the predicament of the Third World as 

not their making_but the Third World's own making •. The Bank 

Î 
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identified that on the average, per capita income in Africa 

declined by 0.4% per year in the 1970s. That the volume of 

agricultural exporta fell over the decade by 20% and estimated 

food production per c~pita aleo fell. They said that this ·Weak 

performance was the result of varied influences including govern­

mental inefficiency, pervasive mismanagement, and difficult 

external circumstances. 18 

These multilateral institutions argued that in all their 

dealings, their policy conditionality does not encroach on the 

national sovéreignty of countries borrowing from them becauae 

IMF/World Bank funds, nor to accept conditionality. They do so 

19 willingly in exercise of their sovereignty • 

. It is this conceive conviction of IMF/World .Bank that Hyde, 

in his· article "The Poor Becomes Poorer, admits IMF", argues that 

money and credit p·olicies which. aim at limiting domestic credit 

expansion are favourable to the poor·as ,they help reduce inflation 

th . 1 f 1 . ; 20 and increase e supp y o 1oanab e funds ava1Iable to the poor. 

However, with the initial optimistic notion of the ltùnd and 

the llank oh Africa's economic recoverY,,it has been noted that 

Africa has incurred more debt than before it enterèd into agree­

ment with the ~ùnd and the Hank. 
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'l'able. 1.1 below explains more how Third World Countries 

especially Sub-Sahara Africa 's debt h·ave been growing in the 

1980s when most African countries entered into agreement for 

financial help with multilater'al institutions. 

Table 1.1:&cternal Debt and Dept Service Ratios For 

Sub-Saharan Africa (in million of US$ dollars) 

lienin 

Botswana 

Bur~ina Ji'aso 

Burundi 

Cameroon 

Cape Verde 

Central Afr. Rep. 

Chad 

Comoros 

Congo 

Coted 1Ivoire 

Djibouti 

Equatorial Guinea 

Ethiopia 

. Total External Debt 

1970 

41 

15 

21 

7 

141 

24 

33 

1 

140 

268 

5 

109 

1980 

400 

156 

334 

165 

20 

1985 

776 

. 339 

539 

446 

2,871 

92 

181 341 

204 161 

44 · 133 

1,366 2,420 

5,922 

32 

75 

803 

B,446 

146 

133 

1,869 

Debt Service 
Schedule 

1985 % of .li:xport 

109 

52 

52 

28 

333 

6 

24 

10 

4 

409 

1,141 

5 

9 

129 

5.8 

11.7 

8.01 

6 .. 9 

19.5 

20.51 

34.3 
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,lfJ,,'· 
1970 1980 1985 1985 % of Export 

· Gabon 91 1,565 1,134 302 

Gambia 5 130 234 17 

Ghana· 109 16.2 

Guinea 313 1,088 1,381 142 

Guinea-Bissau 130 255 14 106.9 

Kenya 421 · 3,510 4,219 421 28.5 

Losotho 8 71 176 17 5.2 

Liberia 158 701 1,155 100 8.61 

Madagascar 90 1,251 2,587 321 

• Malawi 125 818 988 88 

Mali 241 728 1,469 96 44.5 

Mauritania 27 820 1,477 120 10.01 

Mauritius 33 457 629 68 11.8 

Niger 863 1,154 74 29.5 

) 
Nigeria 572 8,888 18,348 4,383 33.7 

Rwanda 2 190 351 16 3.31 

Sao Tome$ Pr~ 13 72 5· 63.8 

Senegal 132 1,287 2,454 194 

..•. .Seychelles 84 7(3 8 

Sierra Leone 60 425 527 43 .7.21 
~ 

Somalia 77 757 .1,486 128 100.3 



17 -

·- 1970 1980 1985 1985 % of Export 

Sudan 308 4,680 6,332 874 104.8 

Swaziland 37 181 2,077 28 10.2 

Tanzania 272 2,544 3,609 312 

Togo 40 1,034 923 122 37.5 

Uganda 142 708 1,030 108 

Zaire 820 

Zambia 657 3,242 4,482 528 62.,3 

Zimbabwe ... "" 'h 143 377 -
•• 

SOUHCE: World Debt Tables 1986 - 87, World .Bank. 

.... 
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The I.MF loans were borrowed by African countries with the 

view of adopting policies that would bring the balance of payments 

back into equilibrium. Equilibrium was, however, interpreted as a 

condition whereby the value of· importa of goods and se'rvices, includ­

ing interest and dividend payments, is bàlanced by the value of 

exports, receipts of official loans and grants less'repayments and 

net privatè "investment by foreigners. 21 Howevèr, due to the nature 

of t~ade relations between the developed and the developing states, 

it is difficult for developing countries to balance their import/ 

export receipts as indicated in Table 1.2 -below. 

Table 1.2: North-South Dependency 1!.g_uation ( Value in ilillion of Dollars). 

I World Production 1970 1982 

Total Percent Total Percent 

i) World 3,032.4 100 11,015.2. 100 

ii) l>eveloped Market 
Economy 2,125.3 70.1 7 ,691.1_ 69.8 

iii) Developing Countries 
and 'ferr.i tories 390.6 12.8 2,077.2 . 18.8 

a. Major Petroleum illxporters 102.2 3.3 846.0 7.6 

b • other Developing 
countries 288.4 9.5 1,231.2 11.1 

1v> others 516.5 17 1,246.9 .11.3 · 
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II Trade (Value) 1970. 1982 

Tot.al 

i) World 312 

. ii) Developed Market·Economy 
Countries 224 

iii)All Developing Couritries 

a) Major Petroleum Exportera 

b) other Developing Countries 

i;,) . others 

III Trade. Jt'lowa 

North 

South 

IV Developing Countries 
·Outstanding Debt 

North 

1970 

68 

13 

81 

54 

18 

36 

:S3 

1985 

61 

· 17 

78 

i) Tota' Public Debt Outstanding and 
Disbursed (DOD) - all low income 
countries (in billions of US Dollars) 

ii) Debt as.a percentage of GNP 

iii) Debt às a percentage of Exporta 

V ·. Current Account Balances (excluding 
Exceptional Financing) (in billions 
of u.s. Dollars) · 

i) All countries 

Percent Total Percent.: . 

100 1,933.2 100 

72 1,274 66 

17 

5.4 

11.5 

10.57 

South 

1970 1985 

15 16 

4. 6 

19 22 

1970 1985 

50.77 11.2 

12.9 33.0 

99.41 35.7 

1970 1985 

-4.3 - 80.5 

:45~ 24 

157 8 

300. 16 

201 10 

Total 

1970 1985 

83 77. 

17 23 

· 100, 100. 
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ii) lndustri&l èountries 

iii) .Developing countries 

a) Oil Exporting countries 

1970 - ' 1,985 

-6.3 ... 53.3 

---10.7 - 27.1 

SOURCE: Africa Quarterly, Vol •. XXVIII, No. 3 - 4 1 1987-~8, p •. 14. 

It has also been noted that the Fund insists on policies with 

much broader objectives; policies that in its opinion, would make 

better use of the land, manpower and capital resources at the borrow­

ing èountry's disposa!. The measures also include the ending of the 

monopoly position or privatisation of parastatal marketing and manu-
. . 
facturing enterprises;. reduction of credit from the public to the· 

private sectors; the ending of price controls and subsidies; the 

raising of commercial levels; the removal of exchange and import 

controls and the lowering of ~ariffs. 22 

Despite these meastires, by 1987, African debt stood at U,S 

$200 billion mark. Relative to the income level of its peoples, 

Africa 's debt îs hi~hest -in the world and Africa 's debt. ratio bas 

risen from around 15.per cent in 1980 to more than 33 percent in 

1987. As a result of these developme_nte, the economic recovery 

programme for Africa as designed under OAU arid UN providing finan­

cial package for tackling the crisis situation was notable to help 
. ' . 



f,. 

21 

matters because the package was to provide short-tenu solutions. 

However, the debt crisis of Third World _ia.said to be a symptom 
. · 23 

of the deeper malady traceable to critical economic depen~encè. 

Thus, the IMF approach to balan~e of payment problema bas 

been heavily criticize~ by Killick who argued that the over-rid­

ing concern with correcting· defi'cits had led to insistence upon 

expenditure reduction which has been costly in terms.of output 

' '>4 
lost and unemploymont.... C~ni,u.,qu~1-tJ1, Afrtca's debt rose by 22% 

per annum betwoen 1073 ., llf!4 au,I mt1a " 1083 and by 1986, the 

total outstanding debt as a percentage of GDP amounted to some 

54 percent with percentage of export of goods averaging 44 per 

25 cent. 

l'his has resul ted in the crisis of the dev~loping countries' 

external debt which has become a real drag on their economic deve­

lopment. Thus, from 1980 to 1983, the'influx of funds from the 

Western countries to Latin American countries shrank from $30,200 

million ~o $3,200 million, i.e. to nearly a tenth, while interest 

payments on loans and profit transfers by foreign monopoliès, mainly 

to the United States nearly doubled, so that the net outflow of funds 
1 

from Latin America to the developed capitalist collntries in 1983 

totalled nearly $30,000 million or 4 per cent of the Latin American 

countries GNP. Fr9m 1981 to 1983, Latin America's GNP shrank by 

2. 8 per cent, 5. 8 per cent in Hrazil, ·15. 7 per cent in Boli via, 
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9 pèr cent in Argentina, 9.9 per cent in Chile, ànd 13.9 per 

cent in Uruguay. In that period, Latin Âlllerica's GNPper head 

dropped by 9~5 per cent. 

From 1981 to 1983, GNP per head fell by 12 percent in 

African countries south of Sahara with an important factor in 

the process, being the eèonomic blood-letting as the African 

countries transferred to the Western countries more and more billions 

of dollars every year to pay off the1r external debt and interest 

on it. From 1970. to 1982, these payments went up from a total of 
1 

$499 million to nearly $5 1500 million, i.e. a more than 12-fold 

· 26 increase. 

Table 3 below shows the influx of capital and external debt 

service payments of developing countries. 

Table :t.3: Develo in Countri~s' External Debt: Influx of 
CaEital and External Debt Service Payments in 
$'000 millionj 

1973 1980 1981 1982 1983 1984 

Total Debt at year-end 610 702 775 843 895 

Medium and Long Term· 
Debt - including: 140.9 471 528 582 658 717 

Government Sources 115.4 177 192 240 229 245 

Private Sources 25.5 294 336 372 429 472 

Short Term Debt 130 160 171 154 142 

Use of IMF Credits 9 14 22 31 36 

) 

1985 

970 

774 

266 

508 

196 
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1973 1980 1981 1982 1983 1984 1985 

Payments on,Credits 16.0. 11.1 86.4 ·97.6 115.2 126.6 

Debt Amortisation 11.2 40.5 45.6 53.9 58.2 · 63.7 

Interest Payment.s 4.8 30.5 40.8 43~7 57.0 62.9 

Transfer of Pro.fit-, .. "" H,o u.o 14.0 l.4.5 

Ratio of Debt Service 

Payments to Exporta (%) 99.1 122.8 129.8 127.6, 

SOURCE: World Debt Tables, The World Bank, 1984 - 1985, P• IX. 

Thus, African countries tiave lost over $100,000 mi1lion 

yearly ,from the transfer of profits by foreign monopolies, the 

manipulation of purchase p~ice and sales in the Western monopolies; · 

intra-corporate trade, the excessive_payments for licenses and 
1 

freight charge.s, the ''brain drain'i, the depreciation of hard-

currency earnings in consequence of the galloping inflation in 

· 27 
the West. As a result, about 43 per cent have adopted stabili-

. sation programme, 70 per çent structural adjustment programme 

(SAP), 50 per centmaintained National Preparedness Ma:chanism, 

50 per cent.established National Food Security Systems an4 87 

percent ado):>ted price incentives for agricultural products. 28 

Ghana on her part, adopted·the Stabilisation Programme in 

... 

1966 after the overthrow of Nkrumah's regime. The official rationale 
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for the stabilisation was to arrest inflation, the stimulation 

of domestic and export production and the improvement of balance 

of payments and debt service capacity •. However, the stabilisa­

tion plunged the" economy into deep recession and stagnatioµ and 

intensified social and structural contradictions in Ghana. By 

August 1968, over. 66,000 workers - some 10% of the total wage 

labour .force in Ghana has beon dismissod fr~m their employment. 

The ,devaluation failed to stem importa and stimulate exporta; in 

spite of the devàluatJon, the quantum of export, instead of increas­

ing rathor decreased ••• for ail commodities except timber and 

· 29 
dimonds. 

As a resuit of the forcibly depressing the standard of living 

of the mass of the people, stabilisation was 1.iblè to repress the 

signa _of inflation, but with9ut removing i ts fundamental causes. 

lt was also discovere~ that in Ghana, more attention was paid to· 

. effecting p~blic savings than stimulatiag production while the !Mit, 

expenditure ceilings and guidelines were rigidly enforced, the . .iJank's 

development package was never implemented. This goes to buttress 

Har,rington's view that IMF stabilisation programmes are conceived to 

satisfy the needs of the lenders rather than those of the_debtor 

30 country. 
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However, Ghana was able to make sizeable drawings under 

the stand-by arrangomenta indlcattn,r thf ••tent. to wbf.cb the 

country met the podoJ"!Ync, .·or-U.tl'hh ft•è "1r1toria already 

stated is the thrust of stabilisation w~ich is to stimulate 

aggregate domestic supply by realigning relative prices in 

favour of production and export sectors, reduce the govern• 

ment budget deficit and thereby the underlying inflation pres­

sures. The rehabilitation phase ·empbasis was placed on improved 

capacity utilizàtion of existing capital assets. These are the 
' . ' 

roads, railways and ports and pro~iding essential raw materials 

and imported inputs to the productive sectors particularly the 
' 1 

export sector •. Also in the liberalisation and growth phase, the 

economy was liberalised by,way of relaxing the striction on trade 

and payments control, reducing the extent and coverage of domestic 

price controls, and removing other rigidities, barriers and dis­

tortions in the èconomy. 31 

It is-also noted that with the IMF inspired·devaluàtions, 

countries affected often end up with th~ same structural balance­

of-payments deficits as b~fore the devaluations except at a much 
~ 

higher rate of inflation and attendant economic and political 

t ·r ::s2 s r1 e. 

y 
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Ninsin has also noted that in 1967. when Gha~a implemented 

the IMF conditionality by devaluating the cedi and the liberali-· 

sation of trade,.· salaries were increased to mitigatt! the effects 

of the devaluation but this did not help the worker ,bec~use the 

continued.inflation causéd by the devaluatio1' had wiped out the 

gains such that by the close ot 19681 the real minim1111 wage for 

the worker was 38.1% less than its 1960 levei. 33 

Agyeman-Duah has also added that with the help of IMF and 

World Bank gufdelines and conditions, and with·massive i11f'-"sions 

of·international capital, the~. N.D. c. appears to have ~lted 

the progressive decline i~ the economy. The recovery progranune, 

however, has created unusual hardship, ~otably because the unpre~ 

cedented devaluations have rendered the cedi almost worthless. 

As the prices of goods have sky-rocketed, and as subsidies have 

been withdrawn on imported commodities a~d social ~ervices, the 

cost of living has become outrageously prohil,itive for the vast 

. ·t: f Gh • 34 maJor1 y o ana1an. 

Omaboe who was the chairman of the NLC's Economie Co111111ittee 

and also the Commissioner for Economie Affaira, howev~r, concéded 

that the goverrunent•s policy of substantially increasing the scope 

of import aqd exchange liberalisation meant, among others, putting 

a number of items on Open· General Licence, and allowing foreign 

companies operating in the country to repatriate their profits and 
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dividends without restraint. This, the ColDDlissioner explained, 

was necessary to ll'@~:10 •M Htf.i -.~, tttw1ht, hltl .,.,ng u,,,ruational 

capital markets so as to attr~ct toreign inveetments. In brief, 

the policy of promoting private enterprise ~t home would proceed 

35 under the protection of foreign capitalist interest. 

However, Ninsin bas a different explanation on the econo­

mi.c policy of the· governm~nt. _According to him, it could. be 

.explained only in terms. of the material intere.st of the fraction 

of the Ghanaian petty-bourgeois class that had taken control over 

· 36 the. State apparatus. 

In Js muchas we may agree with Ninsin and his colleagues 

in this school of thought, it is clear from the literature review 

that we must go .beyond this view. .Thus, Boafo-Arthur in bis article, 

argu~d that the National Liberation Council (N.L.C.) and the Busia 

regime forged close relationship with Western governments and 

financial institutions as a re~ult of Ghana•s inability to repaft 

ber debi. Also, there was an urgent nee~ to attract external 

investment and financial help for development. ?hi~ re~ulted in 

the invitation of the IMF/World Bank advisers who took over thé 

control of planning and economic· policy-making de~ariments of the 

37 country. 

As a result of the urgent need due to Ghana's debt position, 

. the ·country's foreign policy options were affected •. Example is tlle 
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restoring of friendly relations with Britain which had been 

brok~n by Nkrumah in repraisal for the British government•s 

stand on the Ian Smith's Unilateral Declaration of. Indepen­

dence (UDI) in Rhodeaia (Zimbabwe) in 19ij6. 

Almost immediately after this change of policy, he further 

argued that various forms of aid which had been frozen during the 

Nkrumah government's latter days began pouring into the country. 

One. of such aid is the United States Agency for International 

Development (USAID) which announced a $680,000 Food· for_Peace 

corn allocation in 1966 and the United Nations Dêvelopment. Project 

approving $356,000 loan to eas~ the country's balance of payments 

difficulties. other forms of aid came from Britain1 Canada and ' 

West Geroiany. However, whilst· relati~n~ with the capitalist West 

were strengthened by the NLC regime, those with China and Soviet 

U . f 38 n1on were rozen. 

Busia's -regime also followed the NLC policy with regards to 

the West. He did not hesitate to defend the Western powers on 

international issues such as Britain's anns·to.South Africa which 

rendered -his policy of dialogue with South Africa very unpopular 

among African States.'3~ Thus, Jonah has argued that the deterforat-

.ing economy of Ghana provides an excellent example of how po~erful 

multilateral institutions like IMF and the World Bank can t~e over 

the bureaucracy of a wt•lk TMrd ~grlf.) Co"qtrJ Uke Gban" and reorganise 
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it as well as create within it, wbat they oonsider to be apprc,.. 
. · 40 

priate structural netWtlril for t•pl...-nlins tbeir tore!gn policy. 
. . 

Thus, our point of departure becomea very clear when it is 

realised that this ·study aima fundamentally to evaluate.the· 

political economy of Ghana especially its impact on foreign 

policy towards the developed countries •. 

1.6 HYPOTHESES i: DEBT CRISIS 

i) There is a positive .relationship between the Economie 

Recovery Programme of the IMF/World Bank and the 

wor~ening criais. in Ghana. 

ii) There is a direct relationship between Ghana•s 

reliance on IMF/World Bank loan and her favou~ablé 

foreign policy initiatives and options towards the 

\'lest. 

1. 7 . · THEOID..~ICA.L FRAMEWORK 

Our theoretical framework for the analysis of this study 

will be based on the Dependency Theory. 

This theory is traced to Andre Gunder Fra,nk, Samir Amin, 

Celso Futado and others. The theory shows the relationship between 

developed and underdeveloped nations. It argued that the metropoles 

exert their power via a chain of monopolistic and extractive exchanges. 

The consequence of these relations for the developing countries is 
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that certain problems, such as poverty and distorted develop. 

ment are exacerbated and the developing countries are further 

· 41 disadvantaged. · 

The central thesis of this theory iB that the structures 

of dependency cause underdevelopment. Thus, the Western Imperia­

list conquest and the incorporation of the political economies 

Î of the Third World CQuntries into the World Capitalist system 

placed them. in a position of subjug~tion and dependence.42 

The theory will help us'to analyse how Ghana was dragged 

into the debt criais through its corporation jnto Western capi­

talist system. Secondly, how this incorpora·,ion into the capi­

talist system has distorted and worsened Ghana's economy. 

Finally, the theory will help us to understand how the 

incorporation of Ghana into the capitalist system and its ex­

ploitation and subjugation within the system has influenced its 

foreign policy towards the West especially United States. 

1.8 DATA GATHEiUNG METHODS 

One of the main problems facing research ~rograJDJle in 

developing_countries, is lack of reliable statistical data • 

However, in the area'of.debt, there is considerable data avail­

able even though they are scàttered here and there. 



··• 

:u .... 

The use ot docwae111t11 "'U l Oero to•·• fora our main source 

of data. · According to Kenneth Baily, documents could be clas­

sified into two namely, Primary and Secondary doçuments. Pri­

mary documents or eye-witness accounts are documents writ~en by 

people who experi~nced particular events, while secondary docu~ 

ments are accounts written by people who were present on the 

scene, but who re~eived the information necessary;to compile 

the document by intervièwing eye-~itnesses or by readin~ primary 
. · · 43 

documentst 

Our Ùse·of this method of data gathering is justified due 

to the fact that it allows reaearch on issues and eubjocts.which 

the researcher cannot have physical access to the respondents·, 

and thus, cannot study by any other method. Since our study is 

concerned with negotiations and agreements among government officials' 

to get them and find out their views on this issue under study. 

This goes to rule out the possibility ~f using survey metho~ like · 

questionnaire, interview or observation methods. 

Furthermore, expressive documents are capable of bringing; 

the significant information which cannot be gotten through another 

method. The issue is that where reliable documents exist, genera­

lisations based on them do sometimes appear more reliable than those 

emanating from the limited data from the primary sources. 



V 
1 

32 

Another justification is that this metJ}od will help ùs 

to gather data stored in libraries, booltshops, files, gov,rnment 

archivés and IMF/World Bank offices. We also know that docwuent 

study is specially suited for studies that span over three 

. decades and is concerned with the trend of our foreign policy in 

relations to debt criais. This method ~eems to be the best for 

gathering the necessary·data. 

To ensure the,reliability and validjty of our data, we 

shall use the content analysis of documents as,propounded by 

44 Derelson. Accord~ng to Festinger and Katz, content analysis 

is a research technique for the object.ive systematic and quan-

45 titat·ive description of the manifest content of communications. 

The objective of content analysis is te convert recorded raw 

~henomena into délLta which can be treated in essentially scieriti­

fic manner so that a body of knowledge may be built up. There 

are four characteristics which a scientific data must display, 

namely, objectivity, replicability, quantification and generali-, .. { 

sability and these could be attained through caref~l use of the 

content analysis strategy. 
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CHAP.rER TWO 

THE HISTORICAL. BACKGROUND OF GHANA 1S ECONOMIC CRISIS 
AND UEBT PROFILE 

Ghana has emerged as one :or the worst victims of the IMF/ 

chapter is to trace tho -.1·igtn of W111na 111 oconomic crisis and 

the factors that .necessi tated the intervention of the \forld Bank 

and the · IMF. · 

When Nkrumah and ·his government took over power, their 

first problem was ·that the economy was under the complete con-. 

trol of expatriate firms and companies. That is the economy was 

a typical colonia~ economy, where the natural r.esources of the 

country were being exploit~d to the. disadvantages of Ghanaians. 

Jlowever, 1Ghana at this period had a· foreign reserves amounting 

to 'i:200 · millï"on and a debt of .!20 millio~. 1 

, The government of Nkrumah during independence, decided 

that the economy of Ghana should be under the control of Ghanaians. 

In order to ~chieve its aim, the governnient ~ook to the socialist· 

programme of work and happiness which leads to a self-sustaining 

economy based on socialist production and distribution •. Âll economy 

balanced between industry and agriculture, providing sufficient 

food for the people, and supporting secondary industries based on 
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the products of the country's agriculture. This programme was 

also ~o make sure the, national wealth was built.up and used in 

such a way that economic.power was not allowed to exploit the 

·worker but used for the supreme welfare and happines~ of the 

people .. 

However, the strategy used to acbieve the programme of 

work and happines~ was a gradualist approach. Here, the economy 

remained a mixed economy wh•re the publlç and co~operaiive sector 
, ' 

was to operate along with the private sector until the public sector 

gradually overtake and entirely eliminate the private sect<>r. 

Nkrumah's government therefore declared that the economy will, for 

·some time, remain a mixed economy, and his government will malte sure 

the operation of the mixed economy leads to the socialist transfor­

mation envisaged. Thus, the g<>vernment's socialist objectiye ~as 

that the public and co-operative sector.of the productive economy 

·expand at the ~aximum possible rate. 

It was this strategy adopted by ~rumah and his government 

that Boahen arguetl that even during Nkruma's regime, the eçonomy 

wa~ still being controlled by expatriate fifille and companies con-

. trary to his socialist belief. He pointed out that over 90 per · 

cent of the country's import trade was· in the hands of overseas 

firms; 96 percent of the timber concessions were held by expatriate 

timber companies. All the seven gold ·mines anc:l balf of the diamond 
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concessions in the country were owned by foreign companies. 

The banks and insurance companies were nearly all owned by 

expatriates and 1;ho two l.lri U •h owned b•nk11 controlled 90 

per cent of au· tho b•nktn1 .lttu1!n••11• i.n thct country. Nearly 

au the industries and construction enterpriees were own~d 

by_ foreign firms while even in retail business, Ghanaians were 

'racing very stiff competition from Lebanese, Syrians, Indiana, 

British and Europ~an firme and trading companies. 

No œfforts were ·made to control retail prices while 

almost all the im~orts of the country were on ope~ goneral licence.· 

There was no .control whatsoever over the transfer of profits 

abroad. poahen, however, stated that it was only agriculture 

and especially the production of cocoa that were in the hands 

of Ghanaians. But even here, the marketing of agricultural 

products including cocoa was dominated by expatriate firms such 
' . 

as UAC, CFAO, Cadbury and Fry, SCOA and UTC. 2 

. Though Boahen h~s argued that most of the projects were 

still in the hands of foreign firms during ,Nkrumah's regime, it 

is necessa~y to point out that Nk.rumah~s government was aware of 

the situation. Thus, the government pointed out that .in the 

interim, it was_considered nece~sary by bis government at the 

time to undertake joint projects with already ope·rating capita­

list ones. He further explained that i't was better that way, 
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than the alternative of economic blockade by the West, and 

consequent lack of development, until the assistance of 

socialist states could be procuredo 3 

However, in the field of agriculture, the government 

placed greater emphasis on cocoa. ~nowing cocoa was the back­

bone of the economy, efforts were 111ade to increase production 

and improve the quality. Thus, under this regime, cocoa pro­

duct.ion increased from 264,000 tons in 1956 - 57 to 590,000 

tons in 1963 - 64. In addition, a huge silos was built which 

was able to store hàlf the cocoa crop to enable the government 

.restrict exports and enaure fair price in the world 01ark.et. 

Attention was also given to other crops as pari; of the po.J,icy. 

4 of di versifying the economy. The achieveuients made in the area 

of agriculture as a result of this effort, were remarkable. It 

would be recalled that during this period, the Ghana Fanners' 

Marketing Co-operative Association ·bY ,19~.0,'.:.il;·.l,purchased about 

50 per cent of the tota·.1 c.rop' through Ucenced Ghanaian buying 

~gents. By, the.end of the period under review, most of the 

expatriat~ finns had ~oluntarily withdrawn fro~ that field. The 

period between 1963 - 1965 w,,s markod by extreœely rapid growth 

of the country's primary export., with cococt production rising by 

more than 100% .. This brought Ghana's.share of total world output 
' 5 

from 28.4 percent to 37.9 per· cent. 
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In the industrial shpere, Nkrumah's government saw the 

building of the Volta Project as a major step to the develop­

ment of the industrial puhnli!lll of Uhana. Tho gov~rrua-,nt was 

fully convinced that the Volta 1Uvtu• Project could never be 

implemented· without massive foreign capital. The government 

therefore relaxed its_ economic measures with the sole reason of 

encouraging foreign capital and f~reign invest.ors. Among these 

measures was the reduction of eompany tax rate from 45 percent 

6 to 40 per cent, the granting of tax ·rel.iefs to industries, etc. 

The government again, pointed out the degree to which the Volta 

schoroo fita into the chosen combination of a mixed economy with 
i . 

socialist and_co-operative goals. Thus, the government financed 

half of the cost of the project which was .t:35 million. Thé other 

half of .€35 million was jointly financed by America and British 

gover~ents, together with the World Bank and other international 

. t·t t· 7 
1ns 1 u ions. 

The laissez faire policy·which'the government adopted did 

attract some foreign capital. Therefore between 1960 and 1961, .a 

number of néw industries were built. When the Volta River PrQject 

was completed in 1965, the government embarked on the construction 

of many new industrial.projects. A steel work with capacity of 

30,000 tons was constructed, two cocoa proçessing plants, two sugar 

refih~ries, a textile printing plant, a glass façtory, a chocolate 
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factory among othera. However, Boahen in bis own view·, saw the 

government •s · open door policy not as road to ï°ndustrii11ization, 

but because the government believed it could afford it consider-

. . h f . 8 
1ng 1ts uge ore1gn reserves. 

4nother area that Gtmna. ex~rcised 11onopoly ·under NkrU111ah 

was in the area of bank.ing. In 1958, foreign bapks held one­

third of Ghana's foreign currency reserves but in 1965, they 

Y held none. 

To assess Nkrumah and his go~erllJ!llent efforts on the socio­

economic development of Ghana, it is necessary to take a look at 

the orientation· of Ghana' s investment policy ·trom 1951 - 1965. 

An amount of .t127.8 million which is about f.iO percent of govern­

m.ent expenditure, _was allocated bet~een 1951 to 1959 1 for social 

services and the creation of infrastructure for economic growth • 

.t_t3.4 million which is about 10 per cent, went to the productive 

~ector. Additional ~15.5 million was allocated yearly to the 

public, sector in the First Development Plan. Under the Second 

Development Plan, an average of ~68 million was for the public 

sector with an addition of ~4 million for the Volta complex. In 

all, the government's expenditure in the public sector between 

1951 to 1964 was .t476 million. 9 

Thus, in drawing conclusions from the above policy, it is 

important also to match assets acquired durï"ng the period under 
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review and the debt incntrr@ttl • ._ , nt~\tl l of tlw development 

that was. undortn~on b:, t,S.. pv•r...,nt. Th• governaattnt borr~wed 

considerable ~wns of money on the basis of building capital 

assets such as the Volta dam, and over hundred industries that 

were established since independence. And so, during his over­

throw, Nkrumah 1s.government was accused of leaving an external 

debt of about ~250 million. Nkrumah, however, pointed o~t that 

the debt of ~250 .million should be seen in the co;ntext of the 

overall economic situation of Gha·na. · According to him, to imple­

ment thelvarious dovelopment plans, it was necessary to borrow 

money. He went on to say that it was nota mean achievemènt tor 

Ghana by 1965! to have 63 state enterprises and budget of i200 

million for its 8 million population. He compared it with Nigeria 

during this same period, with a population of 55 million and a 

budget of 1:78 million. 10 . 

It could therefore be said,that Nltru1Dah's government pre-

. occupation was for Ghana to achieve a ·genuine economic independence. 

For this reason, he established infrastructure for industrial deve­

.lopment, among them is the Volta River Project. Even· though they 

cost a lot of money, they were for the long term economic benefit 

of the country. Thus when the National Liberation Council (NLÇ) 

tookover, the realistic thing was to continue with the Seven-

Year Development Plan initiated by Nkrumah 1s government. Rather 
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than.continue, the NLC abandoned the Seven Year Development 

Plan and replaced i t wi th a two-year 'review period'. During 

this period, the governmorat dismantled the 1,1ocialized indus­

tries, and an unrestricted open door policy for 'private enter­

prise' was adopted. 

It was·this new development that the World Bank, in its 

assessment of the military r,egime that tookover power observed 

thus: 

the new military government that replaced 
Kwame Nkrumah in February 1966, found 
itsolf confronted with a ~ajor e~onomic 
and financial criais. 'l'he solution of 
which has since predominantly concerned 
the new ~egime. Given the dimensions of 
the crisis, the need for important struc­
tural adjustments on almost all fronts 
will continue to dominatè economic.policy 
for a 1011g time to come.11 

Thus, the first adjustment the government undertook was to 

làunch attack on Soviet and Eastern projects. This attack was in 

the form of sending experts of these countries back to their indi­

vidual countries. A memorandum by_the Secretary to Co.mmittee for 

Economie Co-operation with Eastern Countries (C&C.EC), stated that 

11.Members are aware by now that according to an order fro11 the 

National Liberation Council,. through the Ministry of Foreign Affaira, 

12 al! Chinese and Soviet Experts have had to leave Ghana". 
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It is ·shown hero th41t ·an a11 t1ucb u th• Miniatry of Foreign 

.A.t'fairs may hàve good reasons for this action, the action was not 

in the interest of the country •. This was because the Chinese 

Government signed in 1962 and 1964, two Econo~ic and Technical 

Aid agreements. In the agreements, Ghana was offered an interest 

free suppliera' credit of ~15 million. The agreement also included 

the utilization of the credit from 1961 - 71 and ~epayments start­

ing from 1971 - 81. In a subsequent protoèol, the èhinese_govern­

ment agre~d to pre-finance the Civil Works Projects, by converting 

part of.the loan as counterpart funds~ This meaning that part of 

the loan would be converted into consumer goods·and the proceeds 

of which whèn sold~ be used in meeting local expenses. 

The Protocal covering this counterpart fund made provision 

for a yearly ceiling of up to i:2 million. Under this Econoœic 

Agreement, the Chinese offered àlso to build a Textile Factory. 

and a Pencil Factory. Civil Works of both projects started and 

both projects would have been completed before the yea;f' was out. 

The' tota1 cost of the two projects was ,ts.6 million and since more 

than 50% of this was in the form of structures or materials and 

equipment, it was uneconomical to be abandoned. 

The Soviet Union, like the Chinese, offered Ghana in two 

Economie Agreements signed in 1960 and 19(>1, a,total suppliera' 
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cre4ft of ftt0,476, 190.00. Out of this, an amount of ft19 1064,400 

· 13 
waa converted into counterpart fund&. 

With the· above evidence, we see tbat the NLC government in 

the bid to save the economy from further çollapse rather wor~ened 

the already battered economy. This is why it has been noted that 

despite the achievement of the NLC government during its term of 

office, left a lot to be desi,red. Boahen hae argued that due to 

the negative outcome of ~ome of the economic policies of the NLC 

government, unemployment situation grew much worse 1µ1d this was 

because of the policy of retrenchment of laoour in the.corporations 

and ministries and slowing down development. The devaluation 9f 

the Cedi also led to a great increase in the cost of imported goode 

and this made the NLC quite unpopular. Furthermore, there was no 

perceptible change in the cost of even locally produced goods and 

fbod stuffs. 

Even though the NLC belièved that the econ~mi~ policies 

they pursued will help offset some of the balance of payment pro­

blems and the national debt, the ordinary man in the'street could 

not appreciate them. The NLC government had then handed over the 

national assets to foreign interests. Almost a hundred st~te 

corporations were sold out. The ,;over1111eilt also invited a t_eam 
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The United States government and IMF had earlier on provided 

$ 
. M 

70 million_ dollars credit to bblster up the reg1me. This 

was the position.that Ghana was subjected to which made Nk~mah 

lament thus: 

Our economic problems are not being 
treated as·Ghanaian problems, but as 
the problems of the United States, 
Britain, West Germany and other · ,. 
countries which have substantial 
economic interests in Ghana. 

The solutions being dictated by 
advisers from these countries are not 
intended to strengthen the econoray in 
the interests. of the people of Ghana, 
but in the interests of the foreign 
companies and goverilinents, which today 
dominate and exploit the treachery and 
ignorance of the NLC. Ghana bas become 
a neo-colony.15 

Thus, the selling out of Ghana's.assets and investments 

to foreign capitalists sent Ghana into economic criais. This 

was because Nkrumah borrowed money for these various projects 

he undertook. The projects were to be paid through their func­

tioning. Therefore, the NLC government, after selling the.se 

assets, still had to go borrowing to pay for the debt as a result 

of the assets acquired by Nkrumah. 

Therefore, when the NLC finally banded over power to Dusia 

and hi.s goverrunent, they were faced with a precarious situation. 
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This made the governuient concentra te· on sl_,ort term s~abilisation 

policies. The government in addition, initiated liberal economic 

policies. As a result, Western capitals were visited with cap in 

y hand for technical ~sistance, grants, and loans. Thus, by the 

time Busia's government was overthrown in 19121 ~100 million had 

been added to the national debt. 16 According to Aluko, Dusia's 

unwise massive devaluaÎion of the Cedi by about 48.5 percent in 

1971 threw the economy and the finances ou1; of gear. 17 

By the ttme Acheampong and his National Redemptlon Council 

(Nncr·took over power from Dr. Busia, Ghana's debt was as follows: 

Long term debts . . . ••• $230 million 

Mediwn tenn debts .... ••• $370 million 

Short term debts ..... .J ••• $286 million 

-Unmatured 180 day Credits ••• $139 million 

Arrears on Service Payments ••• $ 80 m:Ulion 

Arreàrs on Import Payments ••• $ 67 million. 

The NRC after one month,in office, repudiated $90 million in medium­

tenn debts owed to British_ companies. 18 

As Aluko has noted 1 that at the time when 'the Acheamporîg 

_government took over power, the econo11ic position of the country 

in early 1972 waa wor•• Utlfilli .,. ••'*• lHI, i\Chea11pong and his NRC 

government succeeded to a considerttblo exient in restoring'Ghana's 

economy through the rise of world price ot cocoa, combined with 
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import restrictions and drastic reductions in government expen-

19 diture and the Operation Feed Yourself Prog~amme introduced. 

In December 1972, the balance of payments recorded a surplus of 

over- e133 million. Oespite significant improvement, the economy 

continued to be plagued with a number of problems • .External' debt 

st.ill amounted to over $885 millï"on in 1972. The reason for this 

was becadse of the excess liquidity which reflected a high level 

of budgetary deficits and the· increased reliance on the ba'1lting 

system, particularly the Central Bank to finance tnese deficits. 

Also the reversa! of the 1971 devaluation and t~e strict adherence 

to a fixed exchange rate left the country with an over-valued 

cedi.which discouraged export~. J\gain, the increase in the price 

of crud~ oil in 1973 and after, affected the balance of payments · 

20 adversely. 

lly th~ mid-1970s, conditions in the country had worsened 

under General Acheampong and the criais became intensed that 

Acheampong wë'.ls forced out of officeby his second-in-comraand, 

Akuffo. Unfortunately, Akuffo also was overthrown in a coup 

led by Rawlings. A.fter three months of "house-cleaning exercise11 , he 
· . 21 

handed over power to a popularly elected.Limann goverruaent. The 

government, however, was inadequate in dealing with the economic 

problems. There was mismanagement, corruption and abuse of office. 

Inflation was still rampant but gooda were flooding tbe market. 
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This made things worse and Rawlings and hia Provincial National 

Defence Council (P.N.D.C.), etruck again in 1981. 

During the period P.N.D.C. intervened 1 the country was 

tottering on the brink. of complete economic collapse. Infla­

tion was so high, higher than ever exporienced before. Inflation 

stood at 174 percent in June 1983 as opposed to 32.5 percent in 

22 January the same year. Unfortunately, th·" world price of cocoa 

had dropped from .tJOOO per tonne in 1977 to only 1:800 i11 1982 •. 

'fhus, local pricé offered for cocoa was so low and unrealistic 

that many farmers abandoned its cultivation in favour of food 

23. stuff. 

The growing .shortage of foreign exchange caused major 

problems as explained by Rawlings in bis address to comemorate 

Ghana's 25 years·of indepèndence. Rawlings explairied that "as 

of January 19821 the Hank of Ghana had outstanding foreign exchange 

obligations of about $300 million, while in our co111111ercial banks, 

outstanding applications for foreign exchange tq pay for goods we 

are already consuming come to about $214 million11 •
24 

For an immediato renuadt~tton of tlle .,conomy, the P.N.D.C. 

· leaders took somo l!llhurt...,hnt; 11,u,.,f'Pft lt .,,.., .... , th, •Uuat.ion. 

Firstly, they established 111andatory "revolutionary task forces", 

to assist wi_th the urgent movement to the ports, of an estimated 

82 9 400 tonnes of cocoa that were 'locked up' in rural areas. 
' ' 
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sècondly, in a dubious measure, the P.N.D.C. stopped the printfng 

25 of new currency for circulation. With these and other measures 

initiated, the economy did not show .any sign of improvement ... 

Price index for .consumer items moved from 29.6% in 1975 to 46.2% 

in 1976, until it reaèhed 868.7% in 1981. 

conlsequently, the inability of the various goverma~nts to 

tackle the economic problelllS of the country, resulted in piles.of 

debt accumulation by each individual regime after 1966. Thus, 

financial help was sort for and Ghana fell into the band of IMF 

and World Bank which had led to the consequent debt trap she has 

found herself in. 

2.2 · TUE ORIGIN AND DYNAMICS OF IMF/WORLD BANK !~ GHANA 

To show how IMF/World Bank became involved in the political 

economy of Ghana, some knowledge of the background of the two insti­

tutions .is essential. 

The IMF and the World Bank,were originally created to take 

care of the monetary and financial problems of t4e industrialised 

capi talist countries. The Great' Depression _ led to the final aban­

donment of· the gold standard and to recover their share of export 

trad~, the leading trading nations resorted to competitive devalua­

tions designed to·lower the prices of their exporta on the world 

market while the poorer restriction against importa or· created bila­

teral trading bloc~. 
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'these and other developments, posed a tundamental threat 

to the investment and trading interests of the United States, which 

had now grown powerful enough to challenge Britain as the leading 

power in world trade. It was thus to reconstruct the international 
1 

monetary system, and evolve new ground rules for competition. 

between the mai'n capitalist power, that' the 194.4 Conference at 

Hretton Woods was called. It was this conference wbich gave rise 

to the International Mon,tary Fund (IMF) and the International 

Bank for Reconstruction and Development (World Bank). The objec­

tives of the Fund wer~, among·other things, 11to promote exchange 

stability, to maintain orderly exchange arrangements among members 

and to avoid competitive exchange depreciation'', and 11to assist in 

the establishment.of a multilateral system of payments in respect 

of current transactions between members and in the elimination of 
; 

· 26 foreign exchange restrictions which hamper the growth of world tradett. 

As lsmail-Sabri Abdalla puts it, the IMF was not coriceive·d to 

.deal with the·specific financial ~roblems of Third World Countries. 

The Fund was born with an 'original sin' which continues to atflict 

it. The Fund's financial mechanisms were designed to cope with a 

typical problem of industrialised ec~nomies; to provi(Je short-term 

breathing spacè to ena.blo countrio• to work their way out of pay­

ments deficits and thus avoid unwarranted devaluation which would 

threaten the system of rolatively stable exchange parities. As 
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such~ the coercive powers of the IMF were aimed ~t safeguarding 

·exchange stability and ensuring pr?niptness in the correction of 

payments imbalances which were considered to be transient pheno­

mena. As the industrialised countries were 0,1 the whole capital 

exportera, there was no need to envisage me,:hanisœs for· medium 

and long.term financing. Banks, the International Capital Market 

and if necessary, interstate agreements were available for meet­

ing .financial needs of the nature. 

Thus, when most Third World Countries joined the IMI~ after 

independence, these Third World countries acceded to an agreement 

which they had not negotiated. Therefore, when the group of 77 

asked the IMF to participate in development financt'ng, the Ful\d 

27 replied that its vocation is only to provide short-term support. 

The World Bank on its own part was established to 11promote private 

foreign investment by means·of guarantee or participation. in loans 

and other investments made by privatè investors; and when private 

capital is not avqilRble ~"·~•Ae~I• t•l"llaa to supplement·private 

investment by provhU11.1 , ti • 41 C'9~1~tt ,~ f1.f9duct.ion pLu·pQaes out 
' . 28 

of its own capital, fund.11 rahted by U. and it11 other resources" • 

The World Bank thus actas a stabilizer and guar~ntor of loans and 

make for movement of investment capital throughout the world. 

World tlank also was to actas a lender of last resort, and its 
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investments would be planned in a manner likely to expand· the 

· sphere of activity of private capital. 

It should therefore be noted that the means of interven­

tion at lthe disposa! of these two institutions werè devised to 

· ·deal wi th situations that arise in ind.ustrialised countries and 

are based on the expected response of those economies - occasi_onal 

deficit or deeper disequilibrium. However, unlike the Third 

World Countries, a deficit in the balance of payments of an 

industrialised country normally implies the existence of stocks 

of unsold goods and services, or of idle production capacities. 

An occasional deficit is considered a· simple 1maladju'!'tment 1 .. In 

other words, the country concerned in its desire to boost growth 

would have allowed the money supply to increase to such a degree 

that the resulting inflation mak.es its export prices less competitive, 

29 while more importa were attracted by the domestic market.- The IMF 

therefore extends credit to such a country in the legitimate expecta­

tion tbat deflation would make its export prices more competitive and 

thus would enable the economy to respond almost immediately. 

On the other band, if disequilibrium is deeper, then there is 

the need to devalue tho national eurrency. Devaluation aakes importa 

more expensive and expart more competitive. Out given the already 

high standard of living, a decrease in importa would hardly hurt the 
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the.population seriously. AJ.so, labour is well organised in 

these socileties; people .in low income groups can express their 

grievances through·their political representatives and thus 

fight against the threat of having to bear the entire burden of 

these adjustments alone. 30 

But in Third World countries, deficits are of the st·ructural 

character hence, the application of .the same treatment as that of 

the industrialized countries makes it meaningless. The demand for 

devàluation,. under the pretext t.hat the· rate of exchang~ for the 

national currency is not realistic and this is a typical example 

of the medicine prescribed by the IMF. This is not the case with 

industrial coµntries whero devaluation becomos effectivei the effects 

expected from devaluation in Third World econo11ies is the contrary 

due to lack of export and import flexibility in the mediµm~tel'lll. 

In the case of importa, devaluation raises the price of equipment 

and intermediate products; this in turn, is reflected in the final 

production costs, thereby putting a brake on expor..ts instead of 

st'imulating them. ln aai,e• where •oat. 'third World countries import .. 

a substantial proportion of its toodstuftl(I, devaluation raises the 

prices of these items. On the other side of the balance, the decrease 

in export boom, ,since most Third World countries lack significant 

exportable surpluses. 

-. 
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According to Ismail-Sabri Abdalla, another wrong medicine 

IMF gives to Third World Countries is the demand for internal 

suspension of·an subsidies. He argues that in Third World 

countries, trade union movements are etill weak and only rally a 

small part of the labour force. Conséquently,·wages do not keep 

pace with abrupt price rises. And so what happens in such cases 
' . 

is that the misery of the less organised and most deprived masses 

lncreases with all that means in terme of social and political · 

unrest. Since the IMF funds are to be utilized str~ctly for meet­

ing short-term disequilibria, and are explicitly prevented from 

being used to finance persistent deficits, their ability to solve 

the financial problems of Third.World countries ~come doubtful. 

This is because most of the Third World countriea have a consistent 
· . · . 31 

and persistent balance of payment deficits. .. 

It is therefo.ro lll•h•ll tM~ ''" uu,t we are 1oing to find 

out how IMF and World llank. got iinohod in Ghana 's debt' protilem and · 
1 

how these institutions handlod Ghana•s persistent balance of payment 

deficits. 

A year before Nkrumah was overthrown, -Ghana experienced th_e 

sharpest fall in the world price of cocoa and this led to the decline 

of the èountry•s foreign reserves. As a result of this development,· 

the government was not able to offset the qalance' of payment· deficits, 



-~ , y 

57 

soit reaFhed an agr.eement at the end of 1965 with the Western 

creditors' for· rescheduling of the creditors and·extension of nèw 

loans. The Western credftors on their own part, demanded that 

Ghana must first reach agreement with IMF before rescheduling or 

further loans could be considered. 

·. Thus, Ghana for the first time, eritered into agreement wi th 

IMF in May 1965 and IMF demanded th~ imposition of a stabilisation 

programme among others. The main reason for taking the IMF loan 

was aptly described ~y the Minister of Finance on 10th' September, 

1965 as follows: 

We have now reached a stage where our 
reserves cannot be run down any further 
without endangering the stability of the 
Cedi. It was for this and other reasons, 
particularly the catastrophic drop in the 
price of cocoa, that the government decided 
recently to invite a mission from the lmtel'­
national Monetary ~ùnd, of which Ghana is a 
member, to come to this country and assist 
us to prepare a programme which would enable 
us to re-negotiate some of the suppliera' 
credits which we have contracted~ 

He weni on to say that. tho object of the exercise was to 

re-negotiate with the foreign ~uppliers, through their governments 

for an extension of the period of repayment of these credits and 

reduce the burden of debt servicing. 32 The World Bank was equally 

invited and the mission was said to be impressed by the development 

! . 
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effQ_rt in Ghana _wi th such ac~ievements as t 1,1e constr~ction of 

Tema Township and Harbour, the Akosombo Dam, the University of 

Ghana and the overall transportation system. We should, however, 

bear in-mind that·Nkrwila's government·had to enter into agreement. 

w~th IMF and World Bank to enable his government continue with 

the industrialisation programme already initiatec;l; a condition 

given by ber Wëstern creditors. .\s noted• before this new condi.­

tion_ given by the Western creditors, Ghana ~as in bilateral rela­

tionship with ind_ividual countrles like Alllerica, Britain, West 

Germany, etc • 

. As a result of the ne~otiation, Ghana received IMF loan of 

Ne16.5 million in 1966. This was to be used for the pf:lYment of arrears 

of short-term trade bills accwaulated by the Nkrumah's regime. In 

December, tho UW •g4hl ~fl,r4Ylld • ftU'l'l'MJ t.ifodit to th~ tune of 

Nt12 million for Ghona. Th• NJ..C alao CQncluded negottationë with 

fourteen Western creditor nations about the rescheduling of medium 

·term loans and in 1967, similar agreements were also signed with 

· 33 
Eastern creditor countries. 

Thus, bètween 1969 and 1972, the World Bank, the International 

.Monetary F\lnd, and other creditor countries came in full force to 

Ghana. These inter-governmental organisations and the creditor 

countries according to Libby, structured the conte~t in which their 
1 

client, Ghan~, formulated its economic policy without taking into 

1 ~ .,.~ • ~. 
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account Ghana's domestic political situation. For exaiaple, in 

1971 - ?2,· these organisations asked Ghana for devaluation, eut 

in the recurrent and capi-tal expendituree, increased taxes, res­

trictive credit policies and reductions in subsidies to paras­

tatal· bodies. These policies !hich the government ultimately 

adopted were viable and acceptable to the I~tergovernmental 

organisaiions. However, in Ghana's domestic political context, 

they were suicida!. No government can continue if it formulates 

policy primarily to satisfy foreign organisations. Thus, there 

was interna! criais which sent the Busia government out of office 

·in 1972. 34 

üefore the government of Busia was overthrown, Busia consulted 

with·Prime Minister Heath of Britain and with the Ministry of Over­

seas Development over loan negotiation. After acceding to the 

.Brit-ish demand that Ghana pay its outstanding debts with interest 

accor.ding to the agree111ent of 1966 and U>68, the Primo Mini,,3ter 

of Ghana triumphantly anno11nced that "the way was now cleàr for 

resumption of bilateral nogotiations with Britain on Ghana•s · 

V external debts11 • A debt refinancing loan of 0.5 million at 2 

percent interest per year, payable.in 25 years with a 7-year 

· 35 grace period, was signed in July 1971.· 

. Following· the governmerit 's success o~ th14' negotiations, 

· the Prime Minister undertook a second missi ou to the United Kingdom 
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to settle Ghana•s growing short-term debt problem. At the meeting 

with officiais of the Treasury and the Bank of Erigland 1 the Ghana 

government was informed that Britain was indeed prepared to help 

Ghana out of its difficulties but on the following conditions: 

1) Ghana was to try to draw as muchas possi~le from the 

Fund. 

2) After a program had been agreed upon with the 'IMF 1 and 

the Fund }ut.d extended financial. aesista~ce 1 Hritain 

would organise o~her creditor countries to provide 

debt relief and aid ao that Ghana could continue its 

· development efforts at a high growth rate, i.e. 4.5 

percent or highor. 

Britain made tl'8 111•·~1111nl wHh J.NIY & precondttion for their 

assistance because they tolt that they could not keep Ghana under 

control without the cooperation of the Intergovernmental organisa­

tions and other creditors. Agreement w.ith the IMF/World Bank there-

fore became a sine qua non for aid and for resolution of Ghana's 

36 debt problem. 

Under this condition, Ghana had no other choice but to go to 

IMF and \'#orld ilank. As pointed o~t earlier, the break down of 

Ghana's )otal estimated debt was as follows: Britain 31%, West 

Germany 24%, ·soviet Union 9% 1 the Netherlands 8% 1 Czechoslovakia 5% 1 

France 4%, Yugoslavia 4%, Japan 3%, Poland 2%. In fact Britain alone 
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alone-contributed 44% of thè private suppliera' credits by value. 

Since Britain was the major creditor, Ghana adhered to the condi­

tions. The officials of the World 8ank took the position that 

since Ghana needed emergency assistance, it would have. to rely 

primarily upon the Fund. The Bank indicated that an early 

agreement with the Fund on a comprehensive program.acceptable 

· . 37 to creditors will settle Ghana's debt problem faster. Thus, 

the next chapter will find out whether IMF and World llank have 

been able to.bring Ghana out of her economic criais or wbether 

they have operated to the detriment of the country. 
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CHAPl'ER THRl!Z 

3~1 THE IMF/WOHLD BANK AND GHANA'S ECONOMY 

The central aim of this chapter is to verify if there 

is any relationship between the Economie Recovery Programme of 

the IMF/World Bank and the worsening debt criais in Ghana. 

The management of Ghana's foreign debts and th~ effect 

on the economy hàs been growing from bad to worse since t4e 

overthrow of Nkrumah. Tension already existed.between Nkrumah's 

regime and-IMF' due to the government's resistance to IMF~orld 

Bank reconunendations on tbe issue of economic recovery of the 

country. 

However, tho tension and resistQnco with the IMF/World 

Hank gave way to amic•ble collaboration when the National Libera-

V tion Council (NLC) took over power in 1966. Within two weeks 

after the coup, a standby arrangement equivalent to $36.4 million 

was approved for the country~ This increased the country•s quota 
1 . 

from $55 million to S69 million. 

The · country was however to take some 1.usteri ty measures as 

a condition for these loans. Thus, the following adjustment pro-

grammes were adopted: 
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a reduct ion in overall g9v~n•nme11t .expen!iitures · 
', 

(affec~ing· mainly the eapita.l l>U,dget .~11~ in.· 

the àize of the deficït, and recour~e to; ne>~~ 
:,, ... 

. ;., 

inflationary aJOUrces of borrowinJ · to co.rer the 

.remaining deficit); 

reduction in bank credits to both-t4e put>li~ 

and private sectors; 

wage and salary controls_; 
1': .. 

large-scale retrenchments in the publi~-~d 

private sectors (over 10% of the te>taJ. w~ge 

labour)-;, 
'' 

- devaluat.ion of th• Cedi (by ~ against th, 

u.s. dollar); 

gradua! liberalisation of i•pol't and exchange 

controls and removal of price controls and 
' ...... 

subsidies; 

',· .: 

• ":)~1 

and restrictiona on freah sh~rt-anif~~e~UU11-term 

borrowing.2 

Conseque·ntly, these measure~ wer, t~~n as JMF/World Bank 

"corrective" measures but rather than improve the. economy, the 

country still f'aced balance of payments problem, ~conomic growth 

1 .,· 

......... --~-··-~~··. ~· ...... :.:. -~ -~ :,_ . 

1 

r 
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was marginal, the rate of inflation did not abate to 'the expected 

level and the production of all major éxports apart from timber 

declined. 3 

liy the time the Progress Party governaent c~e to power in 

1969 1 . the basic source of instabili.ty and the crisis of the country's 

economy was intact. The failure of the economy to improve was 

adducod not to the measure itself, but to the conflict between. 

the political committee and the Economie Committe~ of the policy 

making organ of the NLC government. Thus when the f$0Vernment of 

the Progress Party was ushored in, are-organisation of the 

economic ministries and thu cabtnc,t. atecret,u"·iat waa carried ou·t. 

The new government led.by Dr. 'Jlusia employed IMF/World Bank spon­

sored experts or advisers to handle tne economic decision-making 

h
. 4 mac 1.nery. Consequently, these advisers in their bid to help 

in tl~e successful implementation of. the IMF/World Bank programme, 

' 
also took over the decision of shaping and directing the_economic 

policy of the country until the government of Colonel Achea~pong 

took over power in 1972. 

The National Redemption Council (NRC) led by Acheampong 

took a different approach towards the recovery of the economy. 

The regime pursued an active interventionist policy •.. Dµring the 

early phase of i ts rule, th.e NRC acquirod majori~y shares in 

f?reign companies engaged in the mining and timber industries. 
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It a!so repudiated some of.the country•s 

to the govêrnment, were contracted under dubious 
. 5 

unilateraUy rescheduled the·rest. Uue to th~ bold measures 

taken by the government on the debt issue, the Western creditor' 

countries were compelled to reach an agreement i~. 1974'that they 

would allow a grace and repayment periods 9f five years and 

6 fifteen years respectively for short tenu loans~· · The payment 

was to begin from 1982 after a grace perio~ of teli years with two 

and a half percent interest per annum. lt was the deter~ination 

of -t\cheampoog government to capture the commanding heightEt of the 

economy and this was ,to be achieved by ado~til)g the poliçy of · 

economic. nationalism. The governroent tberefore got involved in 

the e'conomy to the exclusion of IMF/World 1-nk intervention.. Aa 

a result of this policy taken by Acheampong, ço~pled with other 

factors, the economy of Ghana began. to show sig~a of improvem•mt. 

For instance, the price of cocoa which stood at t2ij0 per ton in 

1972 rose.to ~900 per ton in·1973 which greatly improved Ghana's 

. 7 
foreign reserves. · 

Unfortunately, Achie~pong was removed in~ palace·coup and 

replaced by his second-in-command General Alr.uffo. Wi th the new 

developm~nt, IMF once again returned wl'lth thdrshort-terin stabili-· 

sation programme which was launched with SDR. 53 million as stand-by 

·- - . . . . . 
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credit spread over twelves months.
8 

Thus, in 1978, Ghana intro-

duced adjustment programme·again backed by IMF/World Banko - The 

f.edi was again.devalued by 58% against the u.s. dollar (from $1 = 

ii.15 to $1 = 12.75). The overall planned deficit in the budget 

was reduced to t500 million of which only 22% was covered by 

drawing on the central bank. In 1979, these measures were followed 
' . 

with a demonetisatii.on exercise to reduce liq~idity in the economy. 9 

T.hese measures ,however, did not improve the ecônomy of Ghana for · 

the measures were equal to the situation where one robs Peter to · 

pay Ptrn! • 

Thus, at tho end or tho soventiu11, tho economic criais.of 

the country which had not improved despite IMF/World Bank adjust-

ment programmes m~y be summarised as follows: 

decline in both total volutees and earnings of 
major ·.exporta· except for cocoa in the periods 
from 1959 to 1966 when export volumes (but·not 
earnings) rose by 100%; 

a sharply deteriorating balance of payments 
situation, with growing deficits on botb 
current and capital accounts., countered wi th 
import licencing and exchange controls; 

l~n increasing dèbt service burden (repayment 
of '(5% of principal and interest on total debt 
due between 1966 and 1970); 

low capacity utilisation in import-substitutirig 
industries owing to shortages of imported inputs; 

slow growth in domest'ic agricultural production 
and strong price increases in loc~l foods; 
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supply shortages .in.both imported and doinestic 
consumer goods; 

rapid growth in goverJ1111ent ~ecurrent and capital 
expenditure combined ·with sluggish growth in· 
revenues. Unchecked expansî.on in budgetary 
deficits financed largely by drawing on the 
central banlq. 

strong inflationary developments in the economy, 
(countered withîneffective price controls) and 
development of black market in currency and con-. 
sumer staples.10 

. The adjustment programme under this periàd failed because · 

the programme did not address the problem of external environment 

or dependency structures, which were reflected in the tenns of 

exchange in Ghana's 'international trade. Attention was not given 

to domestic resource base industry, capital gooda eector and no 

effort was made to articulate any policies for domestic agr~cul­

ture which resulted in declined productivity. The 'recovery• · , 

,programme was predicted heavily on bilateral/multilateral grants, 

èoncessional lending, and subsidised emergency commodity importa, 
.. 11 

rather laying the domestic basis for sustained. growth. This is 

in line with the Paris club which is known t~ follow a certain 

pattern of a consolidation period of 2 to 3 years involving the 

deferment of 50% - '70% of the debt service payments due; a 2 to 

3 year period of grace and the addition of 5 extra years to the 

original repayment schedule. The short-term nature of the relief 
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was concieved specifically to facilitate control over the policies 

of the debtor country and to give the éreditors maximu~ leverage · 

over the economic and politi~al direction of the borrower. As one 

of the chief Ua S. negotiators bas explained, creditor countries 

have an interest in going one year at a time because circwnstances 

can change. 'You want to be sure you have the most up-to-date 

information on a country's policies and prospects before you 

12 
reschedule'. We shall therefore examine more of this issue in 

our next sub-section which will critically analyse how Rawl.ings 

implemented the Economie Recovery Programme. 

3.2 JiRRY RAWLINGS AND TUE IMPLEM~NTATION OF THE ECONOMIC 
RECÔvifriY~.PROGüAMMK '(~HP) 

When the Provisional National Defence Council (PNDC) led by 

1 Flt. Lt. Jerry Rawlings took over power in 1981, the government was 

not able.to take a decision in favour of IMF/World llank economic 

.. measures until 1984. Consequently, the IMF/World .Bank economic 

policies which included a major devaluation of the Cedi; a widening 

of the tax net; reduction of government exper.1di ture; restricting 

barik credit; and removal of subsidies on utility services was 

implemented between i984 - 1986. With these steps talten, Ghana 

embraced IMF/World Jlank policies and callaborated fully with the 

13 Fund on almost every aspect of the economic policy. 
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With iMF/lforld Bank now managing th~ economy of Ghana, it 

is important to remind ourselves that IMF apvroach to the ~alanc~­

of-payment problems of developing countries stands on three basic 

asslimption~: 

1) That there is sufficient flexi.bility in the econ,;,mies of 

t'hese · countries to permit . them r~spond to ,tandard adjust-

· ment formulae wiihout undue cost. 

2) That by and large, the prôblems are of a short-term 

character that can and should be handled within a 

l,"elatively short time frame. 

3) That within the framework of. appropriate goverrunent 

policies, it is.generally best to rely on ~rket forces 

to bring about the reguisite adjustment. 14 

As a result of the above assumptions, the ~tabilisation 

, 'package' supervised directly by IMF is usually .a pre-condition 

for any debt settlement. The package is a combination of defla­

tionary .. mo1:1etary and fiscal policies, that i~ cutback in govern- · 

ment expenditure 1 credit and wage freeze, higher taxes and interest 

rates, abolition of consumer subsidies, price control and devalua-

t . 15 
100. In this respect, the Economie Recovery Programme (ERP) was 

launched by the :PNDC government in .1984. The programme was. ·establish­

ed to boost production targets and investmen.t priorities for rejuve­

nating the ecopomy~ The programme also aimed at realigning relative 
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prices in favour of productive sectors and improve the financial 

position of the country • 

. The Economie Rècovery Programme is th:e first serious attempt 

in addressing issues relating to the proper management of maèro­

economic and structural adjustm~nt_policies w~ich IMF/World Bal)k 

proposed to redeem Ghana from her ~co·nomic woes. The ERP had the 

following objectives: 

i) GDP growth of about 5 percent per annum implying an 

increase of at least t.5 percent per annum in per 

capita incomes; 

ii) · the inflation rate declining from about ·20 to below 

15 percent by 1988t 

ii i) revenue growth base upon a· reformed tax; structure and 

significant administrative changes that will increase 

the revenue to GDP ratio from 10 per cent·in 1985 to 

about 14 percent in 1988; 

iv) total expenditures are expected to increase from 15 to 

about 22 per_cent of GDP by 1988; entaiHng a recurrent 

·expenditure share of about 11 per cent throughout and an 

inqrease in the share of development expenditure from 

about 5 per c~nt to about 11 per cent by i98~ ,. with the 

disiribution of these expenditures being based on a 
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recently completed assessment of public expenditure 

priorities in the re~urrent areas, and to a 'core' 
. . 

threè-year·public investment progralllllle; 

iv) the investment ratio increases from 10. to about 17 

percent of GDP, with the share 0~ domestic savings rising 

from about 5 to·about, 10 percent of GDP by 1988, and 

toreign savings ~veraging about 7 percent over the period; 

v) 

vi) 

signfficant export growth aimed at increasing the export/ 

GDP ratio from about 10 to about 19 per cent of GDP, whi.le 

the import/GOP ratio tncre,11.a.@$ frQm about 15 to about 25 

percent of GDP; 

the overall deficit/GDP ratio rises from 5 per cent to 

about 8 percent in 1986, through the period, with foreign 

finaricing rising· from about 4 to about 7 percent, while 

the domestic financing remains at 1 percent throughout 

the period; 

vii) an .increase in the .M,2/GUP ratio, through a d~epening of 

the financial sector~ from about 12 percent to about 20 

. . 16 
per cent in 1988. . 

1 

According to the report, one of the fundamental objectives 

of t~e EHP is to continue. to·reinforce incentives for efficient 

production. Of particular conèern, the report· continues,· is the. 

. ! 
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expo·rt sector, and the incenti ves needed to increase the growth 

of èxports. On thei-r trade policy, the government stated that 

it will continùe to show a high degree·of openness, with exporta, 

importa, capital inflows and outflows ~ccounting for a high share 

of total transactions. The government argued that it is criti­

cally important that trade policy be consciously fashioned to be 

consistent with the macro-economic objectives of the ERP. 17 

Thus, in 1985, fiscal measures were taken which included 

the objective of aligning budgetary measures with thé policies 

and programmes of the recovery progranune and mo.bilization of domes­

tic resources. According to governnient report, planned revenues 

increased by more than 75 percent and tax~s on domestic goods and 

services and selected incomes were lowered. · capital expenditures 

were increased .,sharply ,and 25 per cent of the total expendi ture was 

earmarked for development in 1985 compared to 17 percent in 1984. 18 

In spite of _all these measures, the ecQnomy of the country 

has not improved; there is still tinemployment, high cost of living, 

etc. The reason is that the· stabilisation measure which is supposed 

to stimulate recovery rather generated savings for debt-servicing 

and foreign transfers and restrictions hamperi~g the free movement 

o,f goods and capital. 19 It is for this rea6'on that Adedeji argued 

that an important measure of a country's ability to meet its debt­

service obligations is the ratio of the·se paymerits to total exporta. 
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The higher the ratio, the larger the proportion of export earn-

' ings used for servicing debts at the expense of development 

programmes •. He further pointed out that debt-service problems. 

always manifest themselves through a Üquidity crisis.~0 And 

as Hodd has pointed, the ERP was predicted upon export-led 

stru~tural adjustment,· dependent on aid flows from the West and 

'realistic government policies to keep public expenditures as 

low as possible to maintain growth•. 21 

Consequont.ly, ·as fi.li' n.e export earnings were concerned, 

Ghana had been led to .believo by the World Bank that it would 

increase its foreign exchange earnings by expanding output. Yet, 

i_ncreased quantities of goods failed to yield increased revenues. 

_Arrears of short-term debt payments are to be' settled at.the rate 

of $60 million pér annum. Se~vicing of debts came to S72 million 

in 1986 1 $187 million in 1987 and -a· hu~e sum of $246 million in 

1988 wi th over ha·lf of export earnings to be spent in this way 

· 22 between 1986 and 1988 • 

. It l~an then pe argued, according to the above facts that 

IMF/World Bank recovery programme, the ERP is.fonnulated ïowards 

increase export production. This gives the general impression as 

confirmed by statistics that the economy is iaprovinga With Ghana's 

real gross domestic product growing to an annual average of more than 
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5 percent for the past 5 years, and according to the report, 

23 · the best sustained growth in Sub-Sâharan Africa, there ·is no 

doubt that the economy is improving • .In 1988 alone, Ghana 

earried more than $868 million from its exports, a 5 percent 

increase more than 1978 and ne~rly twice as muchas in 1983. 24 

This is what some commentators called 11deindustrialisation11 for, 

according to them, a cou.ntry cannot build an integrated nationa.l 

economy if the èconomy revolve around the export of a few raw 

t . l 25 ma e.ria s. 

However, the World ilank and the International Monetary Fund, 

two. ·key funders of the 'recovery programme do not see the export 

oriented policies in the same light. They l1ave been fulsome in 

their praise of Ghana's performance and in their negotiations with 

other African countries, frequently point-to Ghana as an example 

1 of what IMF and World Bank funding and advice can bring. "Ghana 

is now a World Bank showcase for freè-màrkèt policies" wa!il howone 

London Times headline captured the prevalent image. 26 rhis, we may 

agree, because.of the improvement the implem~ntation of the ERP has 

brought into the economy. For instance, the budget deficit reduced 

from 4.4 percent of GDP in 1982 to 2.6 percent in 1983,-and 2.2 

percent in 1984. The GDP growth also moved from 3.3 percent to. 

27 · 6. 5. percent between 1983 to 1985. · 
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· Perhaps, the improvement in the economy was not physically 

visible in the ·living st~ndard of the people. Theref'ore, the 

Structural Adjustment Programme (S,\P) was launched in 1986 which 

was described as the core.of phase two of the .Economie Recovery 

Programme. The next sub-section will .therefore look at the 

Structural Adjustment Programme (SAP) and its impae:t on t'he 

economy. 

3.3 STRUCTURAL ADJUSTMENT PROGRAMME: PHASE II OF THE ERP 

The Structur"l .\d,jU$tnumt Program111e (SAP) launched in· 1985 

was designed 'to support. thQ .macro-ecoi,omlc objectives of the ERP 

and a:Iso remove the constrain:ts that were still impairing the 

. efficiency and growth of some·segments of the economy. Its main· 

. objectives were: 

i) to ensure substantial economic growth at around 5% per 

ànnum mainly through further improvements in incentives 

accompanied by sector rehabilitation; 

ii) to stimulate substantial in~rease in the levels of 

savtngs and investment in the economy tbrough appro­

priate lftonetary instruments, including interest rates, 

and steps to further improve confidence in the financial 

system and in the banking institutions; . 

iii) place the balance of payments on a sounder footing through 

. appropriate exchange and trade policies; 
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iv) improve public sector management. through specific 

initiatives. These initiatives·include rationalis­

ing State owned enterprisos through appropriate 

liquidations, mergors, divestitures, etc. and place 

them on a fi'rmer financial footing through better 

corporate planning, adequatè capitalisation and 

28 improved management·. 

The above .objectives of SAP launched -in support of the ERP 

could not boost the economy onough to liquidate.the country 1s 

foreign debt. The Finance Minister, Botchw~y stated that Ghana's 

total foreign debt doubied over the course of the ERP. The amount 

rose from $ie5 billion in 1983 to $3.3 billion in 1984. He further 

stated that around two-thirds of annual export earnings were required 

to keep up repayments of principal and interest and concluded that 
. 29 

Ghana-has fallen into a 11debt.trap11 • 

The instruments deéigned under the Structural A~justment 

Programme were: 

i) Tradè Policy Reform: Under this policy, foreign exchange 

rate was to be· determined through the weekly auctl~me. In addition, 

there was to be a liberalisation policy., the abolition of export 

permits, the removal of tax elements from exporta' costs, etco 
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ii) Cocoa Sector: Here, SAP relied heavily on the cocoa sector 

to meet its growth objectives. As a result,· farmers·• 'incentives 

were further improved. Provision of adequate incent ives for · 

rehabil.i tation, replant.ing and new planting were initiatedo 

iii) Public Exp~nditure Policy: Public expenditure policies focus­

sed on a restructuring of current expenditures aimed at increasing 

provision. for oper,-t ion 11nrl aa.intonanco of' .oxisting investments and 

the strengthening of domeattc rcsource qobilis~tion and cost recovery 

for public services. 

iv) State Entergriae Sector: State owned enterprises in Ghana 

play a major role in several sectors of the economy. However, their 

performance bas g~nerally been characterised by large deficits and 

low productivity with the result that they have become a heavy 
' . 

financial and man~gerial burden on the government. The government 

under SAP, introduced the labour rationalisation programme which 

included ,radual reduction in redundant. labour.. A _comprehensive 

. · programme ·of management training -and development was also initiated 

among othe~ reforms • 

v) Public Sector Manasement: l" undertaking public sector manage-

ment reform, government•s objectives were to improve coordination of 

ècon~mic policy measures under the SAP, to strengthen economic 

managèment'.functions and to ràise the productivity of the civil service. 
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vi) ,. Social Aspects of the Structu·ral' Adjustment Programme: 

The Economie Recovery Program~e and the Structural Adjust­

ment Pr9gramme designed to improve the standard of living of the 

citizens, did not achieve the desired result. There was substan­

tial reductï'ons in per capita income of the people and food pro-
. . . 

duction was also low. The government therefore addressed itself 

in lssueà ·of water aupply and sanitation, schoola, clinics and 

feeder roads and sma.11-scale projects to help_alleviate the 

· 30 . immediate suffering of the masses. 

Under the social aspect of the structural adjustment programme, 

the gover11J1ent launched the Programme of Actions to mitigate the 

Social Costa of Actions (PAMSCAD). Pamscad was aimed to reduce 

the 'adjustment fatigue' of the people. This programme attracted 

pledges totalling $85 million from international donors with the 
. 

World Bank pledging $10 million. It then seemed almost élS if the 

multilateral and bilateral donore were adjustl.ng their owri .social 

consciences. They were keen to demonstrate their recognition of 

the social consequences of the economic reform programmes they have 

urged upon·Ghana and the need_to ~ake special m~asures to protect 

the vulnerable. Before the Economie Recovery Programme (ERP) was 

launchèd in 1983, the GNP per capita fell by 37.8 percent. By 

1983, the ratio of government revenue to GDP had fallen to 5~9 per 

cent from 17.2 percent in 1974.31 
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While recognising that the Economie Recovery Programme 

(.ERP) had "managed to reserve the downward trend11 of the pre­

vious decade and ''placed the. economy once again on the growth 

.path", the PAMSCAD programme shows ·that the ec'onomy is still 

characterised by widespread poverty and economic hardship. This 

means that the ERP has not bo~n ublo to alloviate the plight of 

32 many of the poor in·the short run. 
1 

As pointed earlier that some components of the ERP excer-

bate the economic problems of certain vulnerable groups in the 

short run, which has impeded the sustainability of the recovery 

programme itself'. The stabilisation 'package' supervised directly 

by the IMF, is usually a precondition for any debt eettlement. 
. . 

This package is a combination of dèflationary monetary and fiscal 

poiicies, (eut back in government expenditure, credit and wage 
i 

freeze, 'higher. taxe~ and interest rates, abolttion of consumer 

subsidies and price control, otc.) with dovaluation. ~ccording 

to IMF,.inflation is caused essentially by the injection of excess 

money into_the economy, usually through excessive government spend­

irig and deficit financing. Inflation in turn, throws domestic price 

out of line with intern~tional·prices, .discourage exporte and en­

couraging imports, with. adverse effects on the balance·of payments 

and debt-service capacity. Although the stabilisation·measures are 
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supposed to stimulato recovery,· their real purpose is, firstly, 

to. generate savings for debt-service and foreign transfer (by 

reducing demand that is depressing still further the living 

standard of the debtor-nation. sècondly, to facilitate the 

.elimination of restrictive trade and payments practices which 

hamper the free movement of goods and capital - an objective 
· ·33 

enjoined specific~lly by the Article of the IMF. 

The utilisation of suppliera' credits also provides one 

of the best examples of the difficulties faced by Ghana. IMF/ 

World Bank policy on suppliera' credit has been designed in such 

a manner that 15 percent go into manufacturing, 16 percent into 

agriculture and fisheries, while almost 70 percent go into infra­

structure, transport, communications and other non-directly pro4uc­

tive areas. In all these projects., only 9 p14r cent are expected 

to generate income in less than 6 years. Of the remainder, 34 per 

cent are expec~ed to generate income between 6 and ta years and 46 

percent required over 12 years to gen~rate any.income. It is tbere­

fore easy to see the •trap' inherent in this type of policy. 34 · With 

thï's trap, Ghana fell a victim to the IMF/World Bank policy of joint 

ventures which led to the control of some of the largest State indus­

tries enterprises being transferred to Western multinationals. On 

the other band, mâny small indigenous companies were driven to the 
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verge of bankruptcy by the credit squeeze and devaluation as well 

as the re-organisation of t~e import licence system to favour 

large expatriate companîes. 

With the stabilisation policies, it was believed that·infla- · 

tion will be arrested, atimulate doaostic and export production 

and improve the balance of payments and debt-service capacity. 

However, few of these objectives were in fact achieved. As. stated 

earlier, stabilisation plunged the economy into deep reces~ion and 

stagnation and intensified social and structural contradictions in 

the country.· 'rhus, while the poorer sections of the· working class 

bore t.he brunt of ·stabilisation, significant concessions were ex­

tended to large c~mpanies and investors (mostly f~reign), in the form 

of lower taxes, liberalisation of exchange and import controls and 
1 

investment pr~vileges, and the scaling down of the operations of·the 

State financial and economic organisations. 35 

As a result· of these policies, the economy looked buoyant on 

the superficial level and favourable more for IMF/World Bank than 

for Ghana. Thus;, the PAMSCAD.redressed the Structural Adjustment 

Programme by focusing on community initiative, employment and rede­

ployment, and the enhancement of the poor•s.access to basic services. 

Employment projects worth 7.6 billion Cedis com.manded the largest 

slice of resources which aimed at ·creating 40,000 jobs for 2 years. 
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A food-for-work project also provided enployment for 4,000 workers 

for six months; all aimed at alleviating the plight of many of the 

poor in the short run. 36 It is then noted that the government 

under PAMSCAD introduced the social adjustment programme in order 

to gi ve the Structural_ Adjustment Programme a 'human face'. 

However, _the social · adjustment progr~me_· of PAMSCAD is not 

without cost. · .Financing of 'PAMSCAD amounted at the end to ·11.1 

billion cedis or $100.7 miÙion dollars which is given as loan to 

'37 the government. llù11damentally, the reasons for the failure of 
., 

the IMF policies was that they ignored the basic causes of Ghana~s 

difficulties. That is the st~gnation of domestic agriculture and 

decline of export earnings due to the organisation of external. 

capi talist marltets was completely ignored. f;y forcibly depressing 

. the standard of living ·of the mass of the people, stabilisation was 

able to repress the èigns of inflation but without removing its 

fundamental causes. A second and more ·.'immediate reason was that 

even within the constraints of Fund/Bank,prescriptions, more atten­

tion was paid to effecting public savings than stimulating produ~tion. 

Wliile IMF expenditure ceilings. and guidelines were rigidly enforced, 

the \~orld ilank 's development . packa~e was never reaU.y impleted. It 

is therefore argued that IMF/World Bank stabilisation programmes are 

conceived to satisfy the needs of the lenders rather.than those of 

! . 
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', 38 
the debtor country. 

The Table below shows government external capital flows 

from 1985 - 1989. 

Table 3.1 

GOVERNMENT EXTERN,\L CAPITAL FLO\tS, 1985-89 IN MILLION US 

1985 1986 1987 1988 1989 

1 CAPITÀL RECEIPTS 
. ' 

ODA (Gross) 224 357 428 469 487 

Medium-'rerm 153 · 115 .151 112 103 

HUi' (Net) ~ _!Z, ~ ~ ~ 
·rotal 499 . 489 556 493 560 

2 PAYMl!':NTS 

Amortization 225 259 167 188 181 

Long".'."term 25 30 40 45 45 

Medium-tenu 223 218 117 133 126 

-Of Which. Oil (146) ( 171) ( 75) ( 68) ( 50) 

Trust J:tùnd. 7 11 10 10 10 .. 
Interest Paymen.te : 

. (Net) 103 99 105 108 104 

Of which IMF 
Charges ( 44) ( 55) ( 52) ( 50) ( 45) 

Payment Arrears 57 4 26 66 76 

'total 415 362 298 362 361 

3 NET INFLO\i (I.;.n 

Net lnflows a pex 
cent of gros 16.9 26.0 46.4 26.6 ,, 35.5 
lnflows 

SOURC~: Goverrunent Ueport on structural .Adjustment Programme, 1987. 
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·Accordingly, the required level ot importa in ·198? to 
1 

support the recovery programme and to meet other national needs 

was reckoned at $891 million. Alllortisation payments for 198? on 

long and medium-term debts was estima'ted at $16? inclusive of 

Trust Funds, and·net interest payments at $105 million, about 

one-half of which are to the IMF. Arrears are being reduced 

every year since 1985 and the ODA.disbursements has been rising 

· from $224 million in 1985 to $487 in 1989 as shown in Table 3.1 

above • 

Also, net inflows in 1987 was one-half of the total inflow~ 

because of the sizeable ,atructural·adjustment credit from the World 

Bank and purchases under a current standby a·.rrangement wi th the 

IMF.39 

Thus, it is certain that the IMF/World Bank economic reforms -

the ERP is financed more by I.MF/World .Bank and as foreign capital 

h~s become central to the 'recovery• strategy of the PNDC 1 so less 

and less has been heard of the people and of .the mass mobilization 

in the sense that the recovery is not internally generated but ini­

tiated and financed from outside. One will therefore not be sur­

prised if the programme has been praised lavishly by IMF/World dank 

. d th O 'CD t . Gh ' · · l 4o an e ~ coun ries on anas econom1c mirac e. For instance, 

between 1984 to 1985, Ghana received /t156 million and .(t248 million " 

respect.ively for the support of the programme. other credits extended 

~. 
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during this· same period were the !MF standby credi t of $240 · 

million and compensntory fh1.tlncin1 f~.:i lity of $125 milUon. 

An IDA credit of $40 11i1Uon, i30 11i1Uon and $100 million for 

41 
the .,Programme. 

However, most of the country's earnings is also used in 

servicing debt and over 50 percent of.the total earnings is 

used in back payi.1:1g the loans received i.n support of the programme. 

The remaining earnings is consumed with investment and savings 

taking a small fraction as in the table below • 

Table 3.2 

MJJOR ECONOMIC AND FINANCIAL INDICATORS, 1984-89 ·.· 

PUOVISIONAL 

Actual Actual Actual Estimate Pro.iections 
1984 1985 1986 ·1987 1988 1989 

NATIONAL ACCOUNTS 

Consumptions . 95.1 95.6 90.8 89.4 87.2 84.1 
Investment 7.6 7.4 11.9 17.4 20.1 21.0 
National Savings 4.7 3.2 8 .1 9.0 · 11.7 13.B 
Foreign Savings 2.8 4.2 3.7 ·. 8.4 8.4 7.2 

., 

.· CENTlli\L GOVERNMENT 

Total Revenue s.o 10 .. 4. 13.6 15.9 17.2 18.2 
Total &xpenditure 11.0 · 13.6 18.4 23.6 24.4 25.3 
Recurrent 8.4 10.3 11.0 13.1 13.3 13.3 
Capital l.8 J.3 6.6 9.7 10 .. 3 11 .. 2 

SOURCE: Op. cit., p. 6. 
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From Table 3.2 above, it is clear that investment and savings 

both national and foreign are very low. : This,. as a result, bas 

negative affect on the economy. Consequently, government expendi­

ture become great:er than the revenue which ~akes the generation of 

capital low. This explains wby Ghana's importa always exceeds 

exports·as evident in Table 3.3 below. 

Table 3.3: BALANCE OF PAYMENTS, 1985 - 1989 (US $:'.MILLION) 

1985 1986 1987 1988 1989 
' 

!!;xports 632 773 777 845 928 
of which Cocoa (412) (519) (475) (498) (524) 

Importa -726 -780 -891 -985 -1873 
of which Oil (-199) (-125) (-148) (-153) (-158) 

Trade Balance .. ..:' 94 - '7 -144 -140 -153' 
) 

Non-Factor Services (Net) -110 -1.::u ~154 -172 -182 

Resource Balance -204 -138 -268 -312 -335 

Net Private Transfer· -111 -105 -113 -125 -125 

. Current Account Balance 32 49 50 BO 120 

Financed By Grants 283 -194 -331 -357 -340 

' 
Official Medium and 
Long term loans (Net) 39 111 264 247 222 

Disbursements (287) (358) (418) (424) (396) 

Amortisation (-248) (-248) (-254) (-178) (-1.73) 

Other Capital, . 19 • ?O 13 74 29 

Errors and Omissions 16 - 18 - - -
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Tnblo J.J (C«mt. 'd) 

Capital Accounts (Net) 167 138 439 478 · 445 

Overall Balance -117 -56 108 121 106 

Monetary Movements 117 56 -108 -175 -123 

Of w.hich Net IMF 122 t7 - 23 - 88 - 30 

Arrears Reduction - 57 - 4 - 26 - 72 - 73 

financing Gap. 0 54 17 

SOURCE: . Ibid., P•. 34. 

As ±able 3.3 indicates, exporta are less than importa w~ich 

put the country in a situation where the only way to make up for 

.the balance is to resort .to borrowing. So Ghana is put in a posi­

tion where IMF/World Bank economic policies do·not favour the country 

but to t.he I:MF/World Bank themselves as stated earUer. 

· The case of Ghana demonstrates debt settlement policies f~rced 

on Third World debtor-nations involve a complex econom~c and politi­

cal exactions and real sufferin~ on thé part of the debior-nation, 

particularly of its working classes. !MF-type stabUisat_ion policies, 

while increasing foreign penetrution of the economy and external co-. . 

operation of policy-making, tends to intensify the social, political 

and economic contradictions of ùnderdevelopment thùs making them 

42 poorer. 
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Ghana's problem, according to Card, are the result of 

her_-external dependence rather than domestiç incompetence. 

(See appendix I). He stated that in these ,circumstances, it 

is unlikely that the new military leaders can etfectively alter 

Ghana's position unless they are willing to strike out in radi­

cally different directions. And as long as this aliernative 

appears uniikely, Ghana•s position will continue to remain a 

dependent one. While change ,in the ·form of her government will 

· matter little until the structure of the econ~my is significantly 

43· 
altered. 

Conaequently, iMI~ and the World Bank devaluation policy as a 

condition for· granti-ng loan is evident in the case of Ghana. The 

Cedi was therefore devalued by 30% in ",1967·, 58% in 1978 and by 1987 · 

it has been devàlued by 5 1780%. The foreign exChange auction rate 

stood·at 175 Cedis to one u.s. dollar during the same period.44 

The Economie Recovery Programme of IMF/World Bank seem not 

-to, and.bas realiy, not improved the economy of the. country. In 

1984, the total public debt owed to creditors was US $471.6 million 

with an overall total foreign debt standing at $3.3 billion during 

45 the .same year. 

The next chapter will, therefore, examine the consequence of 

the debt crisis on Ghana's foreign policy. 
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CHAPI'ER FOUR 

FOREIGN DEBT AND GHANA'S FOREIGN POLICY 

This chapter will examine whether there is really any 

relationship between Ghana•s foreign debt and her favourable 

foreign policy towards the West. 

4.1 The Nature of Ghana 's Foreign Policy Prior To IMF/Wor·ld 
Bank Loan 

Ghana's foreign policy during independence in 1960 waa one 

characterised by a dynamic positive policy of non-alignment in 

relations with the major powers. Like other components of her 

for~ign policy, her policy ~f non-alignment has undergone some 

dramatic changes after the overthrow of Nkrumah's government. 

Nkrumah was said'to have juatified the adoption of non-alignment 

by the argument that his country's affiliation with either of the· 

two politico-military blocs would make no appreciable difference 

to ·the· balance between ~hem, while it could threaten the country•s 

vital interests. 1 

Ghana'a policy towards Africa during the early 1960 was the 

t . Pan..:Africanism - thv 1>rcaaot hm of unUy a,9ong Independent African 

States and the accelor1.1t.ion 91' the procee11 of decolonisation of 

areas still_under colonial rule. Nkrumah's aim was, as he put it, 

on · the ev.e of Ghana' s Independence, to. turn the new Ghana to the 
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centre of Africân unity. To .back word~ with deeds, Ghana pro­

vided financial .support to nati.onalis~ organisations in different 

parts of Africa.· For example, Ghana gave Guinea a loan of 1:10 

m~llion. to help _fight for the cause of freedom; i:10,000 was given 

to Dr. ~amuzu Banda's political movement and the government in 

1973, announced an additional grant of $380;000 to the OAU 

Liberation Fund. 2 

, Consequently, Ghana under Nkrumah's leadership, .accompli­

shed a great deal in international affa~rs but ever since the 

oustîng of Nkrumah, Ghana•s external _influence has waned and her 
. . 

foreign·policy has in some cases, been marked by incoherence, 

ambiguities and confusion, esp~cially 'on cardinal_ issues like 

the Africàn Liberation Str~ggle and non-ali~11111ent. Worse still, 

the traditional militanoy or the country's toreign policy hu 

been lost; and policies have clearly lost the clarity .they used 

to·have to the extent that at times, Ghanaians find it difficui't 

to know where their country stands on matters of internationai 

concern. 

The question is then asked why_ Ghana has lost its frontline 

role in Africa as well as its dyn~ism and militancy in interna ... 

tional affai°rs? According to 8oato..-Arthur, the formuiation of 

foreign policy is influenced by several variables. It is stated 
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that a nation•s .attributes, -'however, exert a preponderant influence 

on tts international behaviour. These attributes include anything 

that describes the make-up of a nation, differentiating one state 
. 3 

from another in· terms of poû tical, social, ,~conomic, etc. 

Some scholars hav~ pointed out vario1,s domestic variables 

that tend to influence foreign policy decision-making. According 

to the group, the size of the nation, level of economic' or politi­

_cal development, type of governmental syste~, type of leadership 

structure, political or social unrest or strain, are common examples. 

However, the economic wealth of a nation tends to exert the 

greatest influence on its level 0.f participation in, and impact on 

international affaira than most ~ther variables. A nation with 

. great economic resources like the U,nited States invariably has 

greater flexibility an~ influence in international affaira~ It 

· also enjoys greater se·curi t·y against external pressures than a 

natio.n with very_ meagre economic resources. On the other band, a 

nation lacking oconamh: r.-.ourc•• or i• fAoed with grave economic 

problems, like Ghana, is '"·ra vulnorublu to external pressures and 

more·likely to comply with the dictates of extern~l powers. 4 

Thus, in 1966 after Nkrumah's regime was overthrown, IMF/ 

World Bank gave Ghana a loan of $73 million. Table 4.1 below shows 

Ghana's debt between 1966 - 1968. 
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Table 4.1: EFF.ECTS OF 1966 AND 1968 DEBT AGREEMENT ON 
G}UNA' s ov)füALL DEBT n}IRDEN::COîI~Lr0:~) 

Original .Pri~cipal Moratorium Total (2) as 
And Interest Interèst % of (1) 

( 1) (2) (3) (4) 

A. IMF Member Countries 

1966 Agreement 137.3 56.9 194.2 41.4 

1968 Agreement 75.3 26.8 102.1 55.6 

Total 212.6 83.7 296.3 39.4 

B. Non-IMF Mèmber 

1966 Agreement 36.2 5.8 42.0 16.0 

1968 Agreement ·1~2 0.2 1.4 16.7 

Total 37.4 6.0 43.4 32.7 

c. IMF and Non-11,ili' 
Countries 

1966 Agreement,. 173 .. 5 62.7 136.2 36.1 

1968 Agree11,ent 76.5 27.0 103.5 35 .. 5 

Total 250.0 89.7 339.7 7.1.6 

SOURCE: Government of Ghana, Developments in the Ghana Economy 
Between 1960 and 1968; 1969, p. 9. 

. .~ 
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The country's oiounting debt affectèd her foreign policy. As 

stated earlier, the economy during. independence enabled·:·the 

Nkrumah government to pursue a vigorous poli~y in the interna­

tional ~rena. With the w<>rsening of the eci:momic position of 

the country, the gov~rnment from 1966 and 1972, adopted a policy 

of retreat in world affairs.5· 

The next sub-section is going to examine why Ghana's foreign 

policy took that direction. 

4 .. 2 The. Impact of IMF/\iorld Bank Loan And Ghana 's Foreign Policl 

'the economic situation of Ghan11 a.rter tho ovoro:-throw of Nkrumu 

regime took a negative turn. Thus, when the National Liberation 

Council (NLC) came to power in 1966 1 they reversed most of the 

_foreign policy in order to get financial help from the West. This 

is shown in the way the government was given aid of $680,000 for 

the purchase of grain by the United States Agency For Internationàl 

Development (USAUJ) in 1006. ln addition, the United Nations Deve­

lopment Project approved a $356,000 loan to help ease the coùnt~y's 

balance of payment difficultiès. 

The •kind I gesture was extended to Ghana as a resul t of rene.wal 

of her diplomatie relations with üritain. The relations had been 

broken by Nkrumah.in repraisal .for the British government•s stand 

on Ian Smith's unilateral decl~ration o:f independence in Rhodesia 

(Zimbabwe) in 1965·. 6 . 
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The Progress Party of üusia.which came to office in 1969, 

pursued t
1
he quiet diplomacy of the NLC goverrunent and continued 

the policy of· riormalizing relations with the country's neighbours •. 

However, this policy did not achiave much in t.he West African Sub­

region due to the passing and implementation of ~he Aliens Compliance 

Order in 1969/70.7 
The Order was carried out to relieve pressure on 

. 8 
the ~conorny and to create ernployment and opportunities for Ghanaians. 

It is also on record that Ghana's foreign policy towards South 

Africa under Nkrumah was characterised. by opposition to racism and 

white minority rule. The government also supported liberation move­

ments. llut Busia's foreign policy toward South A.frica was one Qf 

9 dialogue wi th the rach1t govorrunent as against arlll8 1 struggle. 

Some scholars have attributed Busia's departure from the policy 

of Nkrumah on issue of apartheid,. on personality differences. How­

ever1 the fundarnental reason for the departure can be attributed to 

the deteriorating economic condition of the country. It can be re­

called that in 1966 when the Nationa·l Liberation Council took over 

power, the economy had started showing signk,J of decline. This was 

evidenced ~y the shortage in foreign exchange 1 the down trend of ,the 

economic growth which was almost zero; inflation was high and the 

Cedi had lost its value by over 30%. Foreign investors hàd lost 

confidence·in the economy, and the world market price of cocoa had 
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virtually CGllapsed.. It therefore becwoe nt:cessary for the govern­

ment to take urgent measures to revitalize the economy~tO 

This maâe the~government to forge a relationship with 

the IMlt"'/World Bank in order to obtain 'loans for development. 

· Mo.re importantly, a 'certificate of credit worthiness' from thè 

IM1<, was necessary to assure Western creditors that the government 

was committed to the implementation of sound monetary and fiscal 

l ' : 11 po 1c1es. 

Thus~ the government of Busia found itself in a hopeless 

situation when they came to power in 1969. The government therefore 

maintained that same close relationship with IMF, World Bank and the 

Western powers. As a result, a team from Harvard Development 

Advisory Service (DAS) were invited by the Ghana government on the 

advice of HW and. World ftliilM• 'fhthttt uoono•io adviser1t were to take 

control of the planning t1nd 1,olic:y ... nutldng depart,aents of the' country. 

Consequently, major policy decisions with far-reaching socio-economic 

and political implications were taken with, or on the recommendation 

, 12 · 
·of the advisers. 

Such decisions were refl~cted in the country's weak and some­

_times ber apologetic foreign policy ·opt~ons. Example was the un1,opu­

lar policy .of dialogue with South Africa instead of the arms struggle 

agreed upon by African States •. The government took this position 



.f 

• 

-• 

102 

because of her reliance on the Western countries fqr financial 

aid, more especially from the IMF and World Bank. As Aluko has 

explained, Ghana under Ge.neral Ankrah and üusia refused to allow 

' their re,lations wi th the liestern countries be adversely affected 

. . 13 
by colonial issues. 

This could be,explained as resulting from the heavy depen­

dence of the country on the Western powers, notably the United 

States, the World Bank and other Western countries for its econo- · 

mie salvation. (See Table 4.2) ~-

'fable 4. 2: CON'fHAC'îOll-li'JNANCill PHOJ!l:C'fS (NM MILLION) 

Expected to Gencrate Income in 

Less than 
' 

Secto.rs 6 Years 
( 1) 

IMF Member 
Countries 

1. 
2. 
3. 
4. 
5. 

6. 

Agriculture 30~ 1 
Mining 

Manufacturing 
Construction 0.5 
Transport and 
Communication 3.1 
Elect rici ty, 
gas, water 
Unallocated 

Total 33.7 

As a percentage 
of Total 8.6 

6 - 12 

Years 
(2) 

32.7 

58.4 
0.3 

40 .. 1 

131.5 

33.7 

More than 

12 Yeàrs 
(3) 

64.6 

46.9 

66.2 

177.7 

45.5 

SOURCE:. Ghana's External Debt Problem, Accra, 1970. 

Others Total 

(4) 

4.7 

4~.o 
47.7 

12_.2 

(5) 

62.8 

58.4 
65.4 

94.8 

66.2 
43.0 

390.6 

100.0 
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Again, ~his dependence also resulted in a loan of $130 

million betwcen 1969 and 1970. 
14 

(See also appendix 1). 

Following the growing importance of the EEC market for 

.Ghàna•s exporta and export .products, the government further 

strengthened its policy towards the West. Thus, the trade agree­

. ment which the NLC government signed in order to study how best 

the country can maintain this relations with the European commu­

nity, was èontinued by Busia's government. (See Table 4.3) 

Table 4.3.:. GHANA'S TRADE WITH THE MAJOR POWERS IN 1961, 
1966 ANO 1970 {IN US $1000) 

eXPOHTS "IMPOUT·S 

Year & 
. ~l~~.--;;u~ 

Western Jlowers t'.it!ito1·n Western Powera United 
% of. Including Japan UnU.od ,wrope& lncluding Japan 

butexclusing: UK Kin,&10111 China but excluding: UK Kingdom 

Eastern 
Europe 
&China 

1961 186,282 ''9l,893 10,466 158,081 . 145,084 21,052 

% 

1966 

% 

1970 

% 

SOURCE: 

1 

43.89 I 29.00 3.30 39.53 36.28 

114,450 63,979 48,372 154,448 101,150 

43.89 24.53 18.55 42.58 27 .. 89 

225,293 104,209" 459996 193,673 97,089 

49.95 23.11 10.20 47.16 23.64 

UNECA ~ Foreign Trade Statistics for àfrica, Seriea A, 

1964, No. 4, No. 14, 1969, 1971. 

5.26 

47,584 

13.12 

30,377 

7.40 

,· 
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It · is therefore argued that· t,he NLC and 'Busia governments 

gave too much_room to foreign economic advisors, to the extent 

that ·local alternatives to economic problem like the police of 
15 

'self-reliance was completely ignored; Consequently, the inter­
' 

governmental organisations co-ordinated all actions by imposing 

a ~equirement of a development programme and policies as a sine 

qua non for aid from donor countries. The World Bank would not 

recommend an aid programmé for Ghana until the government had 

produced a plan and a set of policies that were acceptable to it. 16 

Consequently, Ghana's debt grew with the new loans and made 

her position very vulnerable in respect to policy formulation 

towards the donor-countries. However• the government that came 

to power in.1972 came near to reversing the Uusia type ot non-
. 

alignment wbich· Colonel Achewnp.ong, the Uead of the Government 

dubbed aa 'syc~phantic fraternbation policy with the West. 17 'fhe· 

economy at this period showed signs of improvement due to the up­

swing in price of cocoa, timber and food production and as a result, 

the government revalued the currency which had been davalued by the 

Busia government. For examplé, the unprecedented high world price 

of cocoa jumped from a disastrously low level of ~60 per ton in 

early 1972-to ~900 per ton in 1973. Thus,.Gaana recorded a trade 

surplus of t173.9 million which was the,first for a decade. 18 
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The improvement in the economy also affected the country's 

foreign policy.· Ghana was able to repudiate some of her foreign debt 

which resulted in strained economic relations with the Western 

countdes. She also maintained a remarkably active foreign policy 

as a result of the then improved economy and so did not need to 

19 rely so much on external handout. 

In addition, diplomatie relations broken in 1966 with some 

Communist countries such as China, North Vietnam, Cuba and .East 

Gennany were restored. Tho Soviet LJnion and China were epecifi­

cally invited to como und cu~plet.e the J•rojocts which they had 

already started before the 1966 coup. Since early 1972, a number 

of economic and technical cooperation agreements were signed with 

almost all the communist countries. 

The government•s tough policy towards the Western powera 

included the unilateral decision that it would not pay back the 

sum of about i35 million o,,ed to four British firms because the 

agreements covering them were viti~ted by malpractices. It fur­

ther resc~eduled her short and medium-tenus debts owed to the 

,11,, Western Powers·. Unlike the Busia government, the Acheampong 

government adopted a more critical attitude to the policy of the 

West in different parts of the world, especially in Southern Africa. 

For instance, in 1972, Colonel Acheampong threatened that Ghana would 
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withdr~w from the Commonwealth if the United Kingdom's policy 

towards Rhodesia (Zimbabwe) amounted to a 'sell-out' of the 

•f . . ·t. 20 
a rican maJori y .. The positive changes of.the economy made the 

Acheampong government to' pursue a foreign policy goals charac­

terïsed by dynamism and indepenqence. 

Therefore when the PNDC govornment led by Flt. Lt. Jerry 

Rawlings took over power in 1981, their immediate concern was 
. ' 

also how to bring about populist structural reforma of the eco­

nomic and social systems. Accordingly, the regime initiated a 

series of reforma which in some inetancesJ brought it in direct 

confrontation with the international capital, represented by the 

· · 21 multinational corporations operating in the ,country. 

Attempts were made in some instances, to place the manage­

ment of companies and corporations in the hands of committeee for 

the Defence of the Revolution (CD~). Ji'oreign investors were also 

stigmatised as exploitera who alw~ys siphoned off the country's 

hard earned foreign currency. 'Threats of nationalisation were rife 

and the government stoutly defended the State 1F'J sovereignty by 

re-negotiat_ing the Valco arrangement wi th Kaj ser International. 22 

·Efforts were also made by the government to exclude foreign 

capital from a wide variety of economic areas because of the reali­

sation that the ,externally imposed structure of trade and production 
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which has engendered dependence on the world capitalist system 

constituted the greatest bases of the country's.economic vulnera­

bility and backwardness. The PNDC initially sought to terminate such 

dependence. Consequently, diplomatie and coD11J1ercial relations 

already _established witb the Soviet Union, the. Peoples Republic 

of China, Cuba and North Korea in various forma by previous_regimes 

2J were strengthened. 

With such initial realignmont in the country's external 

political relations, the gover'nment of the PNDC adopted a radical 

foreign policy whose dominant chord was the incessant attacks on, 

Western and especially Amerièan imperialism •. The policies which 

were adopted, however, failed to improve the economy because they 

severely reduced the incentives.for·pr~duction, savings, invest­

ment and increaseél pr~ductivity·. 24 'the production of cocoa, timber, 

gold and other raw materials vas. reduced. -This -resulted in a huge 

external ~ebt of US $1,723 million by the end of 1982. fil addition., 

industrial production capacity had fallen drastically, factories 

utilized about twenty per cent of their installed capacity. Coupled 

with drought and bush fires, the economy in 1982 -83 was in a disas-

d ·t· 25 trous con 1 10n. 

As a result of the dismal state of the economy and the failure 

·. of initial government policies to arrest the situation, the need was 

/. 
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felt for policy changes. Thus, Ghana's foreign policy once again, 

turned favourably towards the West. The government in· consul ta-­

tion with the IMF and World llank·drew up the EcoQomic Recovery 

Programme (ERP) which they launched in April ·1983. The launchi-ng 

of the ERP meant a chànge in the government's foreign political 

and -economic relations since foreign capital, mostly fx-om the West, 

was needed to ensure the success of the programmeo 26 

With the background of initial anti-western propaganda by the 

goverriment, political leaders in :their speec·hes had to e11phasise the 

importance of Western ~id to resuscitate the economy. Thu~, contrary­

to the previous assertions about the injurious nature of relations 

_·with.Western capital, and multinational corporatio~s, the '°vernment 

made it quite clear that 'without wider and adequate international 

support in the form of long term concessional loans and credits, the 

broad aims of the programme will be difficult to achieve•. 2! 
Tàble 4.4, therefore, shows loans donated by countries and 

_organisations within 1984 1986 period. · 
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Table 4.4: SIGNEJ> AID COMMITMENTS ilY DONORS, 1984~86 

(U.S $ MILLION) 

'Members of the CG• for Ghana 

BILATERAL 

Canada 

France 

Germ~ny 

. Italy 

Japan. 

Switzerland 

United Kingdom 

U. S. A. 

Sub-Total 

,MULTILAT ERI\L 

African Dev.elopment Bank 

Arab Bank for Economie 
Development in Africa 

EEC 

European Investment Bank 

FAO. 

IFAD 

UNDP 

W&P 

World Bank 

Sub-Total 

1984 1985 

45 

1 

18 

1 

4. 

6 

18 

21 

185 

31 

8 

57 

10 

0 

33 

12 

13 

16 

36 

9 

11 

17 

.147 

79 

. 9 

26 

0 

0 

0 0 

4 4 

79 8 

E1L 187 

306 313 

1986 

23 

25 

24 

1 

14 

6 

26 

11 

130 

29 

0 

31 

37 

0 

0 

4 

9 

93 -
203 
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1984 1985 1986 

Observera at the CG for Ghana 

Australia 1 0 0 

Brazil 0 0 0 

CDC 0 1 24 

China () 0 0 

Denmark 0 5 0 

lndia 0 0 0 

Korea 0 0 0 

Kuwait Fund 0 0 0 

Netherlands 13 6 18 

Norway 0 0 0 

Spain 0 0 0 

OPEC Fund 0 6 0 

Saudi ltùnd for Development 0 9 13 

NGOs 0 0 3 - -
Sub-Total 14 27 58 

. Grand Total 425 487. ' 391. - ==- --

•consultative Group 

SOURCE: Government Ueport on Structural Adjustment Programme, 
1987 t P• 36. · 
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Thus, with tho abovo aida and ôthor developmente organised 

for foreign oil companiod, awch aM tho selling of geologicai 

data on Ghana's oil depostts is an indication of the spirit of the 

change.· This also goes to prove the new form of international 

28 economic relations the PNUC government was pursuing. This new 

direction was mad~ explicit in 1984 by the Secretary for Finance 

and Economie Planning, Dr. Kwesi Ootchwey. According to ·him, 

'Ghana will activ~ly encourage direct foreign inv~stment and 

ensure that while safeguarding the intereat of the economy and 

honour ofjthe people, inveators will not be frustrated when the 

time cornes to ·tranafer their profita and div:idends to their share-

29 holders overseas•. ,, 

The PNDC's change of policy orientation is due to the difficult 

economic conditions and this is very elear from the foregoing th~t 

the State's weak economic base has undermined attempts at pursuing 

independent foreign policy. In the procesas therefore, governments 

have either been coerced or persuaded to change the country's deve­

lopment priorities to suit donor countries. 

As Maurice &a.et put itt t~e government of a poor State 'because 

of the relative lack of resourcea available for foreign affaira will 

aeek methods and strategies of international interactions that are 

.. 1· 30 more econom1ca r. This is exactly the position Ghana finds herself 
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and this Rawlings made clear by declaring that 11we can no longer 

post_pone the time for halting the populist nonesense. • • • 

We must not get into the way of thinking th~t revolutionary 
. 31 

activities are subatitutes for productive work". 

Following this statement, the Deputy Chairnian of the PNDC 

also declared that the flirtation with Marxism in the early months 

of the revolution 11did us a certain amount of hana, in that it 

sought a short eut to modern goverrunent on the basis of the ex­

perience of Europe which was not quite ·gennane0 •. 
32 

\1e see from this .chapter that the nature of Ghana' s 

economy really affected her foreign poHcy :i.nitiatives. Thus, 

her. favourable' foreign policy towards the West was as a result 

of the loans the Western countries weré. giving Ghana. 
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CHAPTœ FIVE 

SUMMARY AND CONCLUSION 

lie hypothesized in this study.that there ·1s a. positive 

relationship between the Economie Uecovery Programme of the IMF/ 

World Bank and the worsening debt criais in Ghana. This has 
i 

resulted in a. direct relationship between Gbana's reliance on 

IMF/World Bank loan and ber favourable foreign policy initia-

tives and options towards the \~est. 

We showed in Chapter 1'wo how Ghana's debt which stood 

at ~o million at independence with a reserve .of E;?OO million, 

incurred a. debt of $1 1 172 million by 1972. We further argued that 

this debt was as a result of the IMF/World Bank's involvement in 

the economic policy of the country. For instance, during ilusia's 

regime in 1969, IMF and World Bank advisors were invited - the 

(DAS) economists to control und manage the economic policy-making 

de part ment. · 

We also argued in Chapter Three that as a result of the 

IMF/World Bank "corrective" measure, Ghana's debt not only increased 

but even worsened the standard of living of the people. We showed 

how these institutions gave Ghana some period ~f grace to pay off her 

-~ 
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debt ·and in return increased the i'nterest rate ,on the loans. 

Therefore, rather than helping Ghan~, it worsened her debt 

position. 

We showed also, how IMF/World Oank Economie Recovery 

Programme (ERP) increased export production thus increasing the 

real gross domestic product whichireached a 5 percent target. 

In 1988 alone, Ghana earned more than S868 ~illion from ber 

exporta. This seemingly 'go to ahow how the ERP bas worked • 
. 

We however, argued that this improvement in the economy wa• 

not physically visible in the standar_d ·or living of the people 

as .a result, the Structural_ Adjustment Progrwome (SAP) was launched 

and one of its objectives was to look at the social aspect~ of t~e 

SAP. This was aimed a.t improving the condition of the people. 

We also showed that ·I.MF/World Bank 'corrective~ measures 

taken to improve the economy and this we argued, that the measures 

have worsened the conditions of Ghana. We proved this by showing 

that the devaluation 9f the Cedi by 30% in 1967 and 58% in 1978 

was again devalued at an alarming rate ot 5,780% in 1987 all at 

I.MF/World Bank's condition for granting loan. 

In Chapter l•'our I w.a ••N1inod ttow Uhana I s foreign policy under 

· ,Nkrumah wàs militant and dynamic.in respect to the Western Powers • 

We explained that Ghana·was able to initiate such a policy becauàe 
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of her then buoyant economy. 'For instance, when Nkrumah came 

to power, the country had a foreign reserve of i:200 million and 

only i:20 million outstanding debt. Thus Ghana was able to give 

assistance amounting to ~10 million to Guinea, El0,000 to Banda 

to aid his political movement in 1959 among others. 
1 

The NRC _government headed by Acheampong was able to ~lso 

implement aggressive foreign policy towards the West.~ecause of 

the sudden recovery of the _economy. Consequently, the gover~ent. 

unilaterally repudiated some of the country's foreign debt. 

llowever, other regimes like the National Liberation Council 

(NLC).and U.Usia's governments took the .opposite stand. These 

regimes were pro-West, which was due to the poor state of the 

economy at that time. These two regimes went to.the West with 

cap in hand to be~ for financial help. 'l'he·policy of restoring 

diplomatie relations with Oritain which was broken during Nkrumah 

regime stand as examplo. 

Rawlings regime during this latter years, has fallen prey 

to Western manoeuvring. This is also as a result of the ·poor 

natur.e of the econo111y. 

In our study, we also found out that Ghana was forced into 

the Western "debt trap11 especially IMF and W9rld Bank. This hap­

pened in 1971 during Busia 1s regime. Busia'~ government during 

!. 



.. 

--- ·-----------·---· -·-· ,.. -· - ________ .s...L..._ _: 

..... ,· 

118 

this period, requested Britain to help Ghana solve_her financial 

problems. Britain agreed to help.Ghana on the :(ollowing condi­

tions_: 

1) Ghana was to prepare an agreed programm,J with the 

IMF for the restoration of basic precnnditions for 

stable growth of the economy, with particular con­

cern for à.voiding inflation. 

2) Ghana was to try to draw as muchas possible for 

the Fund. 

3) After a pro1~ramme had been agreed upon with the IMF· 

and the F\and had extended financial assistance, aritain 

would organize other creditor countries to provide debt 

relief and aid so that Ghana could continue its develop­

ment efforts at a.high growth rate that is 4.5 percent 

or higher. 

The British therefore made the agreement with the IMF a 

precondition for the aasiatanco booause thoy felt that they could 

no.t keep Ghana undor control. without t.hct c:ooperation of IMF, World 

. Bank and other creditors. Agreement with IMF/World Bank became a 

sine qua non for aid and for a resolution of Ghana's debt problem. 

In conclusion, Ghana's relationship with !MF and World Bank 

·has compounded her debt position. For instance, by 1983, Ghana's 

···•···· . ··-, 

~-
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.. 
external debt was. $1.5 bi~lion and more than doubled to $3.3 

billion in 1984. However, since the economf is.dependent on 

the West,\ Ghana's foreign policy will always f~vour the \ie&t 

unt~l the cou~try is able to Jiberate herself trom the West 

as this study has shown. 

lt is t.herefore argued that ~hile th, short~ierga solu~ 

tions to Africa's debt problem co~ld perhaps ~è t~ckle~ through 

various 11adjustment 11 programme~, · reduci11g debt service ratio, 

and larger financial inflows, the long-term-solution sllould be· 

sought by adhering to and reverting back to the broad fr.~mework 

of development strategy laid down in the Lagos Plan of Action.-_ 

Thus, Ghana has to take ~ serioue look ag~i~ at the Lagos Plan 

Qf Action if she wants to be liberated from her debt ~urden •. 

·~ . 

.( 
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'APPENDIX I 

Debt Repayable in Foreign CUrrency 
(In thousands of U.S. dollar •quivalents) 

Debt Outst. 
(Begin of-Period) Payments During Period 

·tncluding 
Year Undisbursed · Amorti zation Interest Total 

Grand Total 

1966 490,742 51 1 281a• 12,148b 63,361 

• 1967 439,511 67,820 15,539 83,359 

1968. 371,711 70,390 · 15,557 85,947 

1969 301,321 59,294 12,578 71,872 

· 1970 242,027 52,370 10,487 62,857 

1971 189,657 42,002 8,347 50,349 

1972 147,655 25,094 6,621 31,715 

1973 122.561 t8,M4 5,570 24,114 ' 
1974 104,017 14,235 4,768 19,003 

1975. 89,782 9,807 4,159 13,966 

1976 · 70,975 8,330 3,?5i 12,087 

1977 71,645 7,362' J,403 10,765 

1978 64,283 6,611 3,097 9,708 

1~79 57,672 5,793 2.805 s,soà 
t, 1980 51,879 5,975 2.530 8,505 

-·• Notes appear ~t the end of the.Table 



126 

tr APPENDIX I (Cont'd) 
( 

(Debt Outst. ,. (Begin of Per~od) Payments During Period 
Including 

Year Undisbursed Amortization Interest Total 

Privately-placed Debt - Suppliera' Credits 

· 1966 307,390 45,300 10,220 55,520 
1967 262,090 56,935 11,018 67,253 
1968 205,155 55,901 9,043 64,944 
1969 149,354 45,877 6,492 52,369 
1970 103,377. 39,790 4,737 44,527 
1971 63,587 29,969 2,993 32,962 
1972 33,618 13,877 1,633 15,510 
1973 19,741 9,167 958 10,125 
1974 10,574 6,846 482 7,328 

• 1975 3,723 2,484 163 2,647 

1 • 
1976 1,241 1,010 . .53 1,068 
1977 ..lJ4 234 7 241 

IBRD Loans 

1966 47,000 - - -1967 47,00 - 1,351 1,351 
1968 47,000 1,357 211683 4,040 
1969 45,645 1,436 2,604 4,040 
1970 4_4,209 1,519 2,520 4,039 
1971 42,690 1,609 2,432 4,041 
1972 41,081 1,102 2,338 4,040 
1973 39,379 '1,$>1 ~ 2~.239. 4,040 

. 1974 3? ,573 1,907 2,133 4,041 
:1975 35,671 1,018 2.023 4,040 
1976 33,653 2,136 1,905 4,040 

· 1977 31,517 2,260 1,780 4,039 .1 1978 
'1 

29,257 2.392 :1,648 4;040 
1979· 26,865 2.531 1,508 4,040 
1980 24;,334 2,678 1,362 4,040 

, .. ' 
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APPENDIX I ( Cont I d) 

Debt Outst. 
(Begin of Period) Payments During ~riod 

Including 
Year Undisbursed Amortization · Interest Total 

Loans .from 
(1 

U.S Government ... Total 

1966 36,900 50 1~035 1,085 
1967 36,850 313 1,·111 1,430 
1968 36,537 576 1,184 1,760 
1969 35,961 911 1,236 2,147 
1970 35,050 1,265 t,269 2,534 
1971 33,785 1,291 1,296 2,587 
1972 32,494 1,318 .1,302 2,620 

• 1973 31,176 1,:.H6. 1,244 2,590 
{ 1974 29,830 1,375 1,184 2,559 
. 1975 28,455 1,405 1,124 2,529 

1976 27.050 1,436 1,063 2,499 
1977 25,614 t,468 1,001 2,469 
1978 24, 14<> 1,501 937 2,438 
1979 22,645 t,536 373 2,409 
1980 21,109 t,571 807 2,378 

Loans from Western CiuropeanJ Governmentsd .. Tot.al -! 

1966 19,000 - - -1967 19,000 368 508 876 
1968 18,632 1,012 1, 1?3. 2,195 
1969 17,560 1,012 1,059 2,131' 
1970 16,488 ·1,0?2 ;~995 2,06? 
1971 15,416, 1,072 932 2,004 
1972 14,344 1,072 868 .1,940 
1973 13,272 1,012 805 1,877 .) 1974 12,200 . 1,072 741 t,6113 
1975 11,128 1,012 678 1,750 
1976 10,056 1,o:z2 615 1,687 
1977 8·,984 1,072 551 1,623 
1978 7,917 1,,067 488 1,555 
1979 6,850 1,067 424 1,491 

"1980 5,783 1,067 361 1,428 
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APPENDIX I.(Cont'd) 

. Debt Outst • 
. (Begin of Period) Payments ~ring Period 

Including 
Year Undisbursed Amortization Interest Total 

'Loans from 'Eastern' Countries8 
- Total 

1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975. 
1976 
1977 
1978· 
1979 
1980 

Loans from USSRf 

1966 
1967 

. 1968 
1969 
1970 
1971 
1972 
1973. 
1974 
1975 
1976 
1977 
1978 

80,452 
74,590 
64,386 
52,902 
42,904 
34,180 
26,119 
18,004 
tJ,6:10 
10 ,1:K) a 
1,01:, 
5,20? 
2,969 
1,318 

659 

39,559 
37,744 
32,824 
27,960 
23,264 

:19,411 
15,726 
12,2~5 
8,769 
6,693 
4,676 
2,659 

992 

5,863 
10,204 
11,484 
9,398 
8,724 
8,061 
7,125 
5,158 
:i,oJS 
2,828 
a,676 
2,328 
1,651 

659 
659 

t,815 
4,920 
4,864 . 
.4,696 
3,853 
3,685 
3.491 
3.466 
2,076 
2,017 
2,017 
1,669 

992 

893 
1,545 
1,524 
t,187 

966 
694 
480 
324 
228 
171 
116 
64 
24 -

332 
983 .-
822 
689 · 
577 
477 
383 
296 
218 
168 
116 
64 
24 

6,756 
11,749 
13,008 
11,185 
9,690 
8,755 
7,605 
5,482 
3,263 
2,999 

. 2,792 
2,392 
1,675 

659 
,659 

.2,147 
5,903 
5,686 
5,385 
4,440 
4,162 
3,874 
3,762 
2,294 
2,185 
2,133 
1,733 
1,016 

a. Of which $13,664 1 000 were in arrears as of 31 December 1965. 
b. Of which $3,537,000 were in arrears as of 31 May 1966. 
c. USAID and Export-Import .Bank 
d. Bri_tain and 1',edera1 Republic of Germany 
e. The major Eastern creditors are the Soviet Union, The GDR, 

Poland, Czechoslovakia, Hungary and China. 
f. USSR portion of total 'Eastern' loans 

SOURC~: World Banlt, Statistical Services Division, 9 March 1967. 

(. 
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APPENDIX Il 

.•. •• ANNEX TABLE 1: GDP BY INDUSTRIAL ORIGIN K1 CONSTANT 
)l. 1975 PRICES MILLION C&DIS, 1980 - 86 

J. 
1986a 1980 1983 1984 1985 

Âgrièulture 205? 2534 2780 2802 2951 · 

Agric & Liv_estock 2016 1763 2039 2001 2102 
Cocoa 545 370 339 384 427 
Forestry & Logging 303 308 313 313 315 
li'ishing 92 92 93 109 107 

Industry 805 649 699 707 752 
Mining & Quarrying 71 52 59 66 80 
Manufacturing 575 328 370 451 483 
Electricity and Water 43 41 39 .47 51 
Construction 206 129 132 142 152 

Services 1765 1798 1917 2064 2154 .. . / Transport & Co111111unicotion• 166 192 216 238 249 
Trade and Uotels . 556 463 510 556 591 
Banking, Insurance and 
Real .Estate 372 415 453 495 514 
Government Services 609 660 663 690 704 
other Services 62 68 74 84 96 

Inputed Service Charges 160 17? 191 .216 323 
1 

Imp()rt Duties 81 44 54 63 ;71. ~ 

GDP at Market Prices 5537 4747 5157 5419 5705 

Per Capita GDP 
(Cedis) 449 399 419 430 . 439 

Meno Items: 

Population (Million) 11.i 11 .. 9 12.3 12.6 13 

GDP in Current 'Prices· 

• (Billion Cedis) 43 184 272 373 491 

~ 

Not~: Totals may not add up due to rounding. 

a/. Estimated. 

SOURCE: A Programme of Structural Adjustment, The Government 
of'. Ghana, 198'7. 



.. ,,.- .. 

' \ ... 

130 

APl1ENDIX III 

ANNE.'{ TABLE 2: GDP BY INDUSTRIAL ORIGIN AT CONSTANT 
1975 PRICES GROWTH RA'l'ES, 1980 • 86 

Agriculture 

Agric & Livestock 

Cocoa 

Forestry and Logg.tng 

Fishing 

Industry 

Mining and Quarrying 

Manufacturing 

Electricity. and Water · 

Construction 

Services 

Transport and Communications 

Trade and Hotels 

Bank.ing, Insurance Real 
.!Lstate 

'Government Services 

.other Services 

Inputed Service Charges 

Import Duties 

GDP at Market Prices 

Per Capita GDP (Cedis) 

Population 

a/ Estimated 

SOURCE; Ibid. 

1980 1983 1984 1985 1986a 

2.2 ~ 70 9.7 OoB 5.3 

0.1 -s.o 15.5 -1.1 s.1 
9.5 •14.2 -8.4 13o2 11e2 

a 7.4 1.4 0.2 o.7 
0.1 J.1 0.1 12 3.2 

o.3 -12.0 9.1 11.9 6.4 

-3.1 -14.4 13.5 12.7 -1.1 

-1.4 -11.2 12.9. 22 

12.9,J - 7.0 -6.1 20.7 

4.:s·. -14.3 2.3 8 

·-2.3 2.3 6.6. 

-13.2 · . 7.3 12.8 

7.7 

10 · 

- 0.6 • 5.J· 10.1 · 3.1 

7 

1.a 5.9 o.4 4.1 2.1 

23.9 3.7' 9.4 13 13.8 

-5.3 6.7 7.9 13.1 3.1 

-9.1 21.1 20.5 19.9 12 

o.s - 4.6 s.6 s.1 5.~ 

-2.1 - 7.2 5.0 

2 .. 6 2.5 
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APP~NDIX IV 

ANNEX 3: GDP 8Y EXP~DITURE A'.r CONSTANT 1975 PRIC.l!:S 
Million Cedis, 1980 - 86 

Private Consµmptiun 

Government Final Consumption 
Expenditure 

Gross Domestic lnvestment 

Gross Fixed Capital Formation 

Change in Stocks 

Exporta of Goods and NF.S 

Importa.of Goods and NFS 

Gross Domestic Product 

Net Factor Incom~ from Abroad 

· Gross National Product · 

Less Consumption of Fixed 
Capital 

National Income 

other Current Transfers 
Recèived from Abroad 

National •Disposable Income 

1980 1983 1984 1985 1986a 

4,252 · 3,396 3,,917 4,157 4,157 

981 

491 

516 

654 

842 

54 

990 

343 

344 

862 

.393 

392 

- t, 1 

486 409 

469 423 

54 

1,111 

490 

489 

1 

6~2 

55 

1,111 

515 

514 

1 

457 

563 

58 

5,485 4,717 4,193 5,365 5,633 

312 329 261 260 273 

5,171 4,389 4,841 5,104 5,360 

55 54 108 705 74 

5,225 4,442 4,950 5,175 5,434 

Note.: Totals may not add up due to roundingo 

.,. · a/ Estimated • 

. 
SOURCE: Ibid. 

;, 

1 
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APPENDIX V 

ANN&X TABLE 4: GDP BY EXPENDITURE AT CONSTANT 
. 1975 PRIC.ES, PERCENTÂGE SHARES, 

1080 • 86 

(National Disposable Income = 100) 

1080 1083 1984 1985 · 1986 a/ 

Private ConsumJ•tion 

Govt. Final Consumption 
Expenditure 

Gross Domestic Investment 

Gross Fixed Capital li'om.ation 

1ncrease in Stocks 

Net ~ports 

· illxports of Goods ancl NFS 

Importa of Goods and NFS 

Gross Domestic Product 

Net factor Income from Abroad 

Gross Natiynal Product 

less Consumption of Fixed 

Capital. 

National Income 

Other Current Transfers 

neceived Abroad 

National Diaposable Income 

a/ &stimated 

·SOURCE: Ibid. 

18.8 

-3.6 

12o5 

76.8 79.1 

22.3 17.4 

7.7 7.9 

7.~ 7.9 

0 0 

20.4 20.4 

9e5 9o5 

9e5 9o5 

0 0 

106 . 106.9 

-1 ..o.7 

104.9 106.2 

-o.J -1.7 

8.3 8.4 

-s.s -10.1 

104.2 104,.7 

-1.1 -1.1 

103. 1 . 103. 7 

8.4 

-10.1 

104.7 

-1.1 

99 

1 

100 

98.8 

1.2 

100 

97.8 

2.2 

100 

98.6 

-5 

98.6 

,( . 

\ 1 

1. 

l 

1· 

1 

.1 
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