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Abstract

This paper seeks to draw the links among Ghana's
rising external debt stock, depreciation of the domestic
currency and balance of payments account balances.
It uses national income and national product identities
to show how components of national product identities
are affected by international transactions that are
reflected in balance of payments accounts. It found
that over 2008 to 2016, Ghana ran trade deficits, which
were paid for by net foreign capital inflows, mostly debot;
investments in the economy exceeded savings;
government ran budget deficits; and private
investments exceeded private savings. The domestic
currency depreciated over the entire period, but
exports did not expanded above imports. It concluded
that, it is Ghana's current account deficits that
necessitated foreign borrowings, and that without
these loans, the domestic currency would have
depreciated even more.

Keywords: current account, capital account, trade
balance, external borrowing, domestic currency.
JEL: E2; F1; F2; Hb; H6

Introduction

Two of the most topical macroeconomic issues in
Ghana today are the perceived large external
borrowings by government and the depreciation of
the domestic currency. The story is that, Ghana's
current stock of foreign debt as percent of GDP now
exceeds the proportion that it was at the time Ghana
signed on to the Highly Indebted Poor Country
Initiative (HIPC) and received massive debt
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forgiveness in 2005. On the currency
front, the story is the increase in the rate at
which the domestic currency was
depreciating against international
currencies, especially the United States
dollar (USD).

Increase in debt stocks
Figure 1 shows the stocks of Ghana's
foreign debt and total debt at the end of

2005 as 37% and 49% of her gross
domestic product (GDP) respectively. The
HIPC initiative brought the foreign debt
stock down to 13% in 2006 (28% total
debt stock). The foreign debt stock rose
steadily to 43% in 2015 and dropped
somewhat to 40% in 2016. Total debt
stock was 72% of GDP in both 2015 and
2016.
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Figure 1: Ghana's foreign and total debt stocks as proportions of GDP, 2005 — 2016
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Source: International Monetary Fund (2015).

The press have been busy reporting these
mounting debt stocks. A daily newspaper
in 2012 carried this headline, Public Debt
Claims 49.4% Of Ghana's GDP, Chronicle
(2012). In mid 2015, a regular internet
magazine headline read, Moody's says
Ghana's creditworthiness constrained by high

debt, external wvulnerabiliry, Tradegate
(2015). On October 19, 2016, another
daily newspaper, The Finder (2016)
carried a story about Ghana's debt cap-
tioned, Debt Crisis Hits Ghana.
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Depreciation of the domestic
currency

Figure 2 shows that the value of the
domestic currency (GHS) has depreciated
continuously against the USD, more
steeply in recent times. These develop-
ments have made headlines in the press. To
illustrate. In January 2014, the newspaper
with the widest circulation, Daily Graphic
(2014), carried a front page story that read

Bank of Ghana Releases 20m Dollars To Halt
Cedi's Free Fall. Eighteen months later, a
regular business newspaper, Business and
Financial Times (August 14, 2015),
carried another story about the falling
domestic currency. It was titled, Why is the
cedi going down? In December that year, yet
another daily newspaper carried a related
story titled, Cedi to fall further in 2010,
Daily Guide (22 December, 201 5)".
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Figure 2: Depreciation of the Ghanaian Cedi against the United States Dollar, 2008-2016
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Source: Bank of Ghana (2015).

The Ghanaian public, politicians and
managers of the economy such as the
central bank, appear to view depreciation
of the domestic currency as a bad sign that
should be countered. For example, in early
2014, when the domestic currency fell
sharply, the central bank imposed a
number of monetary policy measures to try
to stabilize the currency, Bank of Ghana

"The domestic currency is called cedi.

(2014). The steps tightened the rules in
respect of operations of foreign exchange
accounts and foreign currency accounts;
repatriation of export proceeds; and

operating procedures for forex bureaux in
Ghana.

To some economic observers, these steps
were ill advised for depreciation worsened
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soon after the initial announcement.
Indeed, some time later, the central bank
re-tracked its earlier directives following
market backlash.

International trade

When Ghana exports, foreign buyers pay
in foreign currency (usually USD). Thus,
Ghana earns USDs which are used to pay
for imports, also in USD. If she earns
enough USD from exports to pay for her
imports, the net effect on the current
account balance would be zero. If export
proceeds exceed the value of imports, the
current account balance would be positive.
But if Ghana does not earn enough from
her exports, she will use GHS to buy USD
to pay for (the excess) imports. This
increases the supply of GHS and lowers its
price in USD. But the cycle is not ended.
Foreigners who buy GHS are investing in
Ghana. This is an inflow of foreign
currency, and is recorded as positive in the
capital account for Ghana.

The evidence is that over the entire period,
2008-2015, merchandise imports ex-
ceeded merchandise exports, resulting in
trade deficit, which could not be countered
by the export of services, hence current
account deficits were recorded throughout
the period. Evidence is provided in Bank of
Ghana (2017) and earlier issues.

This study seeks to analyse Ghana's ba-
lance of payments accounts and related
macroeconomic accounts in recent times,
and to link Ghana's mounting external
debt and the depreciation of the domestic
currency to the performance of other
macroeconomic indicators.

Following this introduction is an expo-
sition on some Macroeconomic accounting
identities that must hold for all economies.

Then, conceptual issues on debt and the
performance of economies is discussed,
followed by the methodology adopted in
this investigation. Results of the investi-
gation are then presented and discussed in
the light of the literature. Policy impli-
cations of the study are then presented.

The domestic economy,
international flow of goods &
services and the capital account
This section brings together aspects of
international trade theory that help to ana-

lyse Ghana's situation. Reference is made
freely to Shapiro (2003).

Consider the principal balance of pay-
ments accounts — current account; capital
account and international official reserves
account. By convention, exports of goods
and services are credits to the current
account, while imports of same are debits.
Capital inflows are recorded as credits,
while outflows are recorded as debits.
Finally, increases in official reserves are
debits and decreases are credits.

Macroeconomic accounting
identities

A principal macroeconomic accounting
identity states that national income (na-
tional product) is spent on consumption or
saved. Mathematically,

NATIONAL INCOME =
CONSUMPTION + SAVINGS ... (1)

Another important macroeconomic
accounting identity states that the total
amount that a nation spends on goods and
services can be disaggregated into spen-
ding on consumption and spending on
domestic real investment”

Real investment refers to procurements that are aimed at increasing a nation's productive capacity such as equipment,

research and development, etc.
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NATIONAL SPENDING =
CONSUMPTION + REAL
INVESTMENT (2

Subtracting identity (2) from identity (1),
yields

NATIONAL INCOME - NATIONAL
SPENDING = SAVINGS - REAL
INVESTMENT .. (3)

Identity (3) states that if national income
exceeds national spending, then savings
will exceed real investment, resulting in a
surplus of capital. The capital surplus
must be invested overseas as an outflow of
capital (debit to the capital account).

On the other hand, if national spending
exceeds national income, domestic
investment will exceed domestic savings.
The excess investment comes from foreign
investors in the form of capital inflows.
This inflow is some combination of capital
account surplus and reduction in interna-
tional official reserves.

A related identity for a country that is run-
ning a current account deficit says that net
foreign inflows make up the excess of im-
ports over exports,

NET FOREIGN INVESTMENT =
IMPORTS — EXPORTS ... (4)

That is, a deficit on the current account
must equal the net foreign investment in
the home country. This means, in a freely
floating exchange rate system, positive
capital account balance reflects net bor-
rowing to finance excess of imports over
exports. If a government intervenes in the
foreign exchange market, the sum of the
current account deficit, net capital surplus
and changes in the official international
reserves equal zero.

Put differently, any proposed solution to
reduction in net foreign borrowing that is
not consistent with a reduction in current
account deficit will not work. Identity (4)
must be respected.

Budget deficits and other
macroeconomic accounts

Interest also centres on how budget defi-
cits are linked to other macroeconomic ac-
counts. The analysis begins by breaking
down national spending.

NATIONAL SPENDING =
HOUSEHOLD SPENDING +
GOVERNMENT SPENDING +
PRIVATE INVESTMENT.

But,

HOUSEHOLD SPENDING =
NATIONAL INCOME — PRIVATE
SAVING — TAXES.

Therefore,

NATIONAL SPENDING =
NATIONAL INCOME — PRIVATE
SAVING — TAXES + GOVERNMENT
SPENDING + PRIVATE
INVESTMENT.

That is,

NATIONAL SPENDING -
NATIONAL INCOME = (PRIVATE
INVESTMENT — PRIVATE SAVING)
+ (GOVERNMENT SPENDING —
TAXEYS) ... (5)

(where, GOVERNMENT SPENDING —
TAXES is budget deficit).

Thus, excess national spending over natio-
nal income has two components, i) excess
private investment over private savings,
and ii) excess government spending over
government income (taxes). Thus, steps
taken to curb excess national spending will
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only be effective if they also curb some
combination of excess private investment
and excess government spending.

It is also a fact that national income less
spending on domestic goods and domestic
services is exported. Similarly, national
spending, less expenditure on domestic
goods and domestic services equals spen-
ding on imports. That s,

NATIONAL INCOME — SPENDING
ON DOMESTIC GOODS &
DOMESTIC SERVICES = EXPORTS,

and

NATIONAL SPENDING —
SPENDING ON DOMESTIC GOODS
& DOMESTIC SERVICES = IMPORTS

Manipulating these two yields,

NATIONAL INCOME - NATIONAL
SPENDING = EXPORTS -
IMPORTS ... (6)

Taken together, identities (5) and (6)
yield

EXPORTS — IMPORTS = (PRIVATE
SAVINGS — PRIVATE
INVESTMENT) + BUDGET
DEFICIT e (7)

Identity (7) says a nation that is running
current account deficit is not saving
enough to finance its private sector invest-
ment and government deficit.

Domestic currency value

The exchange rate may be viewed as the
price of one nation's currency in terms of
another. The GHS/USD exchange rate is
the number of GHS one USD will buy. A

nation that runs an over-valued currency

runs the risk of a trade deficit as the over-
valued currency makes its imports cheaper
in local currency units, but renders its
exports expensive in foreign currency
units.

International trade theory says, in the
long-run, a depreciating domestic cur-
rency might be beneficial to the home
country in two ways. First, by causing
imported goods to be expensive relative to
domestic goods in local currency terms, it
may cause domestic consumers to switch
their expenditure to domestic products,
away from expensive imported goods (and
services), assuming equivalent domestic
alternatives exist. Secondly, faced with
cheaper exports from the depreciating
country, foreign consumers may switch to
purchasing products being exported from
the depreciating country. Both effects may
help reverse a trade deficit. If the trade
balance initially deteriorates (more nega-
tive), reaches a minimum and then begins
to improve and invariably rises above the
level at which the depreciation took place
initially, then the J-curve effect is said to
hold. That is, the depreciation may cause
trade deficit in the short-run since the
import bill increases in domestic currency
terms (prices are sticky). With time
however, domestic goods become more
competitive in international markets due
to foreign demand for cheaper imports.
The depreciating country's trade balance
then improves. Realization of the trade
benefits implied by the J-curve is not
automatic. Devaluation must be followed
by a change in saving and spending
behavior. Also, the depreciating country
must be able to expand its production base
to increase exports. Further, if foreigners
are prepared to hold assets of the devaluing
country, resulting in capital surplus for the
devaluing country, a trade deficit may not
improve.
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Debt and the economy

The neoclassical school of thought argues
that high public debt is detrimental to
economic growth because a lax fiscal policy
results in current consumption, which in
turn leads to the decline of the savings rate.
To attract savings, interest rates must rise,
but high interest rates discourage invest-
ments in domestic businesses by domestic
entities as such businesses become less
profitable, thus economic growth falls. In
addition, increases in government interest
payments resulting from higher debt
levels means limited funds are left over for
infrastructure and other development pur-
poses. Further, the higher interest rate
levels crowd out private investment.
(Modigliani, 1961; Diamond, 1965;
Saint-Paul, 1992).

Since the global financial and economic
crisis of 2007-2008, economists have been
busy investigating the relationship bet-
ween debt levels and economic growth.
Checherita and Rother (2010) find that
government debt impacts economic
growth through (i) private saving; (ii)
public investment; (iii) total factor
productivity; and (iv) elevated sovereign
long-term nominal and real interest rates.

The first three relationships are non-linear,
they find.

Calder6n and Fuentes (2013) used panel
data to study 136 countries and found
negative and robust effect of public debt
on growth. They concluded that growth
prospects of a nation are held back by the
burden of government debt.

Panizza and Presbitero (2014) investi-
gated whether public debt has a causal
effect on economic growth in a sample of
countries drawn from the Organisation for
Economic Co-operation and Develop-
ment. They report that their results agree
with the literature that has found a

negative correlation between debt and
growth. The relationship vanished when
they corrected for endogeneity however,
and found no evidence that public debt has
a causal effect on economic growth.

Related literature

Dion et al. (2006) evaluated the impact of
exchange rate appreciation on the growth
of Canadian exports and imports during
2003-2004. They showed that exports
grew at a slower pace than imports and
that appreciation of the Canadian currency
accounted for 60% of the increase in
imports.

Akrani (2011) analysed the composition of
India's exports by investigating composi-
tion by 'commodity groups' between
1990/1991 and 2005/2006, and India's
imports also between 1990/1991 and
2005/2006 and concluded that the com-
position of India's exports had changed,
and that India had transformed itself from
a predominantly primary goods exporting
country into a non-primary goods expor-
ting country. On India's imports, they
concluded that India's dependence on food
grains and capital goods had declined.

Bhat (2011) also noted that the com-
modity composition of India's exports and
imports had altered in the face of structural
changes in the economy over 1950-2010.

Harmonised System and Customs
Tariff Schedules (HS Code)
Composition of Ghana's exports and im-
ports is tracked by the HS Code, which is
used in classifying traded products. It is
developed and maintained by the World
Customs Organization.

The HS Code is organized into 21 sections
and 99 chapters and has general rules of
interpretation and explanatory notes,
Ghana (2012). The system assigns goods
to sections, and then proceeds to assign
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these goods to their specific chapter,
heading, and subheading, in that order, as
necessary. For this paper, HS Code is useful
for categorizing Ghana's imports and
exports into related groups and identi-
tying the items included in each classi-
tication. For example, on Ghana's list of
imports for 2012 is the item with HS
Code 0504000000. This item is inter-
preted as “Guts, bladders and stomachs
of animals (excl. fish)”. Public Health
Ofticials believe importation of this item
has negative health implications for
Ghanaians, and serves very little positive
economic goal.

This study uses the background just
discussed to analyse Ghana's balance of
payments accounts over 2008 to 2016.
Particular attention is paid to trade
account, current account and capital
account. Links between current account
deficits and net foreign investments
(foreign loans) are investigated. So are
links between current account deficits on
one hand and excess of private investments
over private savings and government
deficits on the other. Also, the relationship
between the current account deficit and
strength of domestic currency is explored.
Finally, the composition, sources and
destinations of Ghana's imports and
exports are analysed.

Methodology

The methodology adopted here focuses on
analyzing relationships among the macro-
economic variables discussed in the
literature. In particular, we investigated
Ghanaian data in respect of the seven
accounting identities discussed in the
preceding sections. The analyses is con-
ducted annually for the period 2008-2015

1N Most cases.

Specifically, the following relationships
are investigated for Ghana:

* Excess national spending over national
income and excess investment over
saving implied in identity (3);

* Net foreign inflows and current account
deficits implied in identity (4);

* Excess national spending over national
income, excess private investment over
private savings, and excess government
spending over taxes implied in identity
)

» Current account deficit, excess private
investment over private savings and
budget deficit implied in identity (7).

In addition, we also investigate depre-
ciation of the domestic currency relative to
the incomes of Ghanaians for an assess-
ment of whether they have become poorer
or better off.

Next, given the overwhelming evidence of
trade deficits, the composition of Ghana's
major exports and imports were analysed
and then categorized by their HS Codes,
countries of destination of exports and
countries of import origins. Particular
attention is paid to African destinations of
exports and sources of imports. Preli-
minary observations were discussed with
experts and knowledgeable persons inclu-
ding managers of the national economy.

Data and the HS Code

Focusing on recent years, Ghana's total
debt stock as a percentage of the country's
GDP were obtained from International
Monetary Fund (IMF, 2015). Ghana's ba-

lance of payments data were obtained from
Bank of Ghana (2014, 2016).

Data on Ghana's savings rate, investment
rate, budget deficits, household consump-
tion, government consumption, gross
tixed capital formation and gross domestic
product in domestic currency were
obtained from Ghana Statistical Service
(2015,2016).
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Further, details about Ghana's merchan-
dise trade data (imports and exports)
according to HS Code, country of desti-
nation of exports, countries of origin of
imports and monetary values were ob-
tained from Ghana's Ministry of Trade and
Industries MOTI).

Results

Trends in imports and exports

Panel A of Table 1 shows year end balances
of selected balance of payments accounts,
and other national account balances. The
table shows that over the entire period,
2008-2015, both Ghana's trade balances,
row (la), and current account balances,
row (3a), were negative. Identity (3)
implies that for Ghana over the period,
there would have been excess domestic

investment over savings. This is indeed
borne out by rows (6) and (5) of Table 1.

According to identity (4), the current ac-
count deficit is financed by the capital
account surplus in a freely floating ex-
change rate system. But in the face of the
monetary authority's intervention in the
foreign exchange market (as alluded to in
the introduction) the current account
deficit is financed by the combination of
capital account surplus and changes in the
official international reserves. Panel C of
Table 1 depicts the sum of capital account
surpluses and changes in official inter-
national reserves, row (9). These sub-totals
are positive and almost equal in magnitude
to the current account balance, row (3a),
which is negative. That, it is the sub-total
that approximately offsets the current
account deficit provides evidence that the
central bank of Ghana does indeed
intervene in the foreign exchange market.
Differences in magnitudes between this
sub-total and current account figure may

*USD inflation was positive.

be due to recording errors.

Domestic currency and current
account surplus

The persistent current account deficit
suggests Ghana's demand for USD will
rise as the country seeks USD to pay for her
imports, (above what she earns from her
exports). Panel D of Table 1 depicts dete-
rioration in the value of the domestic
currency relative to the USD (GHS/USD)
over the entire period. At the average
exchange rate of USD 0.235/GHS in 2016
versus USD 0.824/GHS in 2009
Ghanaians required 3 times as many GHS
to buy one USD in 2016 as they did in
2009. Everything equal, Ghanaians are
paying more by way of domestic output for
each unit of import. In fact, exchanged
into USD, Ghana's 2013 GDP was 47.8
billion current USD, whereas in 2015 it
was only 37.9 billion current USD, thanks
to the exchang?re rate deterioration, World
Bank (2016).” Meanwhile, real GDP in
domestic currency is reported to have
grown by 4% in 2014 and 3.9% in 2015.
In addition, depreciation of the GHS
reduces incen-tives for Ghanaian exporters
to work at increasing their international

competiti-veness for exports which are
priced in GHS but quoted in USD.

Debt and the economy

Identity (4) says excess of goods and
services imported over goods and services
exported is financed by borrowing from
abroad. Panel E of Table 1 shows that fo-
reign debt as a percentage of GDP has risen
steadily to 40% at the end of 2015, row
(12). This percentage has been higher than
the current account balance as percentage
of GDP since 2009, row 3b. Thus, one
surmises that the capital inflows do not
only pay for the current account deficits.
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The other item in Panel E is Budget
Deficit, which has also persisted over the
entire period, row (15). Identity (5) helps
us understand the relationship. It says, the
excess of national spending over national
income is accounted for by the excess of
private investment over private savings
and excess of government spending over
taxes collected (budget deficit).

Also, identity (7) may be re-written as

(PRIVATE SAVINGS — PRIVATE
INVESTMENT) = (EXPORTS —
IMPORTYS) - BUDGET DEFICIT ...
(8a),

or,

(PRIVATE INVESTMENT -
PRIVATE SAVINGS) = IMPORTS —
EXPORTYS) + BUDGET DEFICIT ...
(8b).

Row 17 of Table 1 presents the figures of
identity (8b). It says, the excess of private
investment over private savings is given by
current account deficit plus budget
(government) deficit. These values were
positive and relatively large in all years.
Thus, private investment too has exceeded
private savings substantially and have
been funded by net foreign investment
(identity 4) and budget deficits.

Analysis of Ghana's imports

Records of each of Ghana's import and
export transaction are captured into her
Ministry of Trade and Industries' database
by the Ghana Customs, Excise and
Preventive Service (CEPS). For each
transaction, the 6-digit HS code of the
item, the country of origin or destination,
the description of the item, the custom
value of the item and the mass of the item
in kilograms is recorded. Import data were
analysed by two-digit HS code and coun-

try of origin, annually from 2009 to 2014.

Composition of Ghana's imports
The HS classifications in effect over the
period of study were organized into 21
Sections and 99 Chapters, Republic of
Ghana (2012). Panel A of Table 2 refers.
The HS classifications for the years 2009
through 2014, indicate that, the ten most
highly valued 2-digit HS code of imported
items constituted between 64% and 72%
of Ghana's total merchandise imports.
Codes 87, 85 and 84 made up the top three
import categories in each year. The rest of
the top 10 categories of imports for each
year are 10, 73, 72, 39 and 38. Also
making up the top 10 imports are HS
classifications 25, 27 and 40 depending on
the year in question. Panel A suggests that
Ghana's imports did not change much over
the period. They were highly concentrated
among HS categories 87, 85, 84, 73, 72,
39, 38 and 10. The items are mostly
processed and/or manufactured goods,
save cereals (10) and fish (03). Processed
and manufactured goods are high in value
added content. See the legend to Table 2
for definitions of these categories.

An interesting category of imports has 2-
digit HS Code 02 and described as Mear
and edible offal. These items are not
consumed in the countries from which
they are imported. They are considered
animal waste material. Interestingly they
constitute a substantial 1.6% of Ghana's
merchandise imports, about USD 190
million is 2014.

Sources of Ghana's imports

Also of interest are the countries from
which Ghana imports. This analysis
indicates that there is a concentration of
origin too. The proportion of imports that
originate from the 10 countries with the
highest custom values (f.o.b) range
between 54% and 62% over the period.
Table 3, panel A depicts selected import
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Electrical machinery and equipment and parts thereof, sounds recorders and reproducers,
television image and sound recorders and reproducers and parts and accessories of such
articles;

Nuclear reactors, boilers, machines and mechanical appliances, parts thereof;

Articles of iron or steel;

Iron and steel;

Natural or cultured pearls, precious or semi-precious stones, precious metals, metals clad
with precious metal and articles thereof, imitation jewelry, coin;

Wood and articles of wood, wood charcoal;

Plastics and articles thereof;

Miscellaneous chemical products;

Mineral fuels, mineral oils and products of their distillation, bituminous substances mineral
waxes;

Ores, slag and ash;

Saltearth and stone, plastering materials, lime and cement;

Cocoa and cocoa preparations;

Cereals;

Fish and crustaceans, molluscs & other aquatic invertebrates;

Meat and edible offals.

Table 3 : Interesting Import and Export Destinations

Panel A: Import sources (% of total imports)

2009 2010 2011 2012 2013 2014
Total Africa 11.9 8.7 14.9 10.1 7.2 10.1
China 13.0 12.4 16.4 18.0 18.3 20.2
USA 8.1 12.8 10.4 11.7 10.1 8.6
Sum of European
Union countries in Top
10 Source Countries 25.2 18.8 17.4 19.1 21.1 19.8
Total 58.2 52.7 59.0 58.9 56.7 58.8
South Africa 4.2 3.9 3.2 3.7 3.3 3.3

Panel B: Export destinations (% of total exports)

2009 2010 2011 2012 2013 2014
Top 10 destinations 81.6 82.7 81.3 82.4 80.9 74.1
Total Africa 48.8 56.65 49.3 38.4 33.1 37.0
South Africa 41.3 48.5 24.8 27.6 24.9 20.7
EU countries in
Top 10 Destinations 25.8 18.1 24.5 29.5 29.8 22.6
China 0.9 1.0 1.4 3.8 3.4 5.3
UsS 2.0 1.9 2.4 1.8 2.4 1.5

Source: Author's calculations
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sources. The proportion of imports from
All African countries is relatively small,
between 7% and 15% over the period. Of
the African total, between 30% and 40%
comes from South Africa. The proportion
from China, as a single country, ranked
tirst in all years but 2010. In all cases, the
proportion of imports from all African
countries is less than the proportion from
China. The United States was second in all
years but 2010, when she was first.

Each year, at least four EU countries are
included in the top 10 countries. Each
year, South Africa appears among the top
10 countries.

Analysis of Ghana's exports

In all years, items classified under 2-digit
code 71 (natural or cultured pearls, precious or
semi-precious stones, precious metals, metals clad
with  precious metal and articles  thereof,
imitation jewellery, coin) were valued the
most. Asa proportion of total exports, the
value of 2-digit code 71 items ranged
between 23% - 33%. See panel B of Table
2.

The 10 most valued 2-digit HS code ex-
port items sum up to between 48% and
55% of Ghana's exports. Over the period.
HS codes 71, 18, 44, 27 appear among the
top 10 valued exports in each of the years,
classification 26 is missing in one year
only, 39 is missing in two. The suggestion
here too is that the composition of
Ghanaian exports did not change much
over this period and are consigned to a few
destinations. Further, the exports are
mostly non-manufactured items (little
value-added goods). It is interesting to
note that one 2-digit HS code item 39 is
common to both imports and exports. This
category represents plastics and plastic
products. It is noted that Ghana operates a
Free Zones systems, which allows certain
items to be imported, processed and ex-

ported tax-free. Plastics are imported in
block, processed into plastic articles and
then exported.

Destinations of Ghana's exports

Ghanaian exports go to many countries.
However, the top 10 destination countries
received over 80% of exports in 2009
through 2013, and 74% in 2014. See panel
B of Table 3. Clearly, Ghana's export
destinations are not diversified by this
measure. Unlike imports, the country that
received the most exports from Ghana in
all years but 2011, is African, South
Africa. In 2011, Ghana's neighbour, Togo,
topped the list. More African countries are
among the top 10 export destinations,
unlike imports. There were four African
countries in the top 10 in 2011, three in
2009, 2010,2012,and two ineach of 2013
and 2014. Neither China nor USA made
the top ten export destinations in any year.

There is some positive news here. The
general impression that African countries
do not trade among themselves is not
borne out in this case study. The pro-
portion of African destinations for Ghana's
exports is relatively impressive.

Discussion

We seek to understand the links between
Ghana's balance of payments accounts and
a number of macroeconomic variables with
a view to explaining deterioration in the
value of the domestic currency and rising
international debt.

Evaluation of identity (3) tells us that the
savings rate is low in Ghana, thanks to a
high rate of consumption of domestic
output, and penchant for consumption of
imported goods and services. Savings are
lower than domestic investments overall,
just as private investments exceed private
savings substantially. This picture is re-
inforced by Identity (4), which shows
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substantial net foreign capital inflows into
Ghana, mostly debt, to pay for excessive
imports. Chiuand Sun (2016) investigated
whether a higher savings rate improves a
country's trade imbalance using data for
76 countries for the period 1975-2010.
They found that countries with a savings
rate above 14.8% can improve their trade
balance by increasing the savings rate or
depreciating their currency. Depreciation
of the domestic currency in Ghana appears
not to have worked. Ghana's savings rate
averaged only about 14% over 2009-2015.

That foreigners are ready to lend to Ghana,
says they find Ghana to be an attractive
destination for their investments, and that
they expect their investments in Ghana to
be profitable to them. Discussions about
debt often include the question of debt
sustainability, in order for countries to
avoid debt crises. Discussions are under-
way about redefining debt sustainability
to be consistent with the level of debt that
would allow countries to achieve the
United Nations Sustainable Development
Goals. Flassbeck and Panizza (2008) find
that the probability of debt crises is higher
with external public debt contracted from
private creditors in foreign currency.
Ghana, having recently become lower
middle income, much of her recent foreign
debt continues to come from private len-
ders in foreign countries.

Further analysis, shows that the excess of
investment over savings has two dimen-
sions - private investments exceed private
savings, and the government too has been
running budget deficits. One may then ask
about the nature of these investments.
Analysis of Ghana's merchandise imports
shows that much of the imports are
equipment for extraction of minerals and
crude oil, Information and Communi-
cation Technology (ICT) and vehicles.
Investments in the extractive industry and

ICT are mostly private and it is expected
that investors would have done their
homework and expect to earn returns com-
mensurate with the risks they are taking.
A lot of the vehicles are government owned
and are consumer items.

Analysis also reveals a relatively high
proportion of Ghanaian exports to other
sub-Saharan Africa, unlike perceptions in
the literature which suggest that the inter
African trade is low.

Analysis also uncovered spending on non-
useful imports — animal offals, rejected
elsewhere and of low nutritional value.
Data also shows that Governments inter-
vene in the foreign exchange market,
mostly to shore up the domestic currency.

Conclusion

It is noted that it is Ghana's current ac-
count deficits that have necessitated the
net inflow of foreign loans. Without these
loans, the domestic currency would have
depreciated even more than has been the
case. It would appear that foreigners find
Ghana an attractive investment destina-
tion.

It is further noted that current account
surplus is not necessarily an indicator of
vibrant economic activity, nor is a current
account deficit asign of sluggish economic
activity. Ghana's foreign loans should be
invested and managed, so that new and
better technology, improved production
systems and more modern ways of manage-
ment may be introduced into Ghana. The
quality and variety of goods produced in
Ghana would then improve. Labour
productivity too would. If these happen,
she may begin to show current account
surpluses, reduce debt stock and possibly
strengthen the domestic currency.
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