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ABSTRACT

AN ASSESSMENT OF THE BUDGET AS AN
INSTRUMENT FOR DEVELOPMENT IN GHANA

By

Francis Enu-Kwesi

The introductory chapter of this paper deals with the
historical development of Ghana’s problems after
independence. The fhree ma jor problems were noted to be
Balance of Payments, Unemployment and Inflation. To deal
with these problems four alternatives were suggested namely
Direct Foreign Investment, Trade, Aid, and Budgeting.

Budgeting was chosen to be the focus of this study
because it was thought to be the least dependent on external
fnfluences. The budget has been used by the governments of
Ghana to play an activist role 1in development by building
inFras;ructure as well as engaging in directly prqduct}ve
activities, and also as an avenue for the establishment of
monetary and fiscal policies. The development budget was
selected as the area of focus with emphasis on the selection
of projects for inclusion {n the budget. I hypothesized
that the project analyses that are undertaken for projects
fncluded in the development budget are not done with
appropriate prices because they do not account for the
distortions in the economy.

in an attempt to present a better way of undertaking

the analysis | chose as a typical example the Upper Region
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Agricultural Development Project and used the net present
value method to reformulate the benefit-cost analysis. By
using the shadow exchange rate and a more meaningful
discount rate the project in 1its original design was
unprofitable due mainly to four farm models that had
combined losses that outweighed profits from the other eight
models. An alternative design that eliminated the
unprofitable models proved to be profitable after twenty
years.

Chapter one is the introduction, chapter two deals with
the budget, chapter three deals with the data. Chapter four
deals with issues concerning shadow prices, notably exchange
rates, discount rate and other influences on input and
output prices. Chapter five contains the analysis and
results. Chapter six deals with other factors that affect
the budget 1{in its role as an instrument for development -
such factors including resource scarcity and power. The
concluding chapter is essentially a'summary of the first six

chapters.
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CHAPTER ONE

INTRODUCTION

1.1 STATEMENT OF THE PROBLEM

Ghana is in West Africa ana is bordered in the north,
west and east by the Republics of Burkina Fasso, Ivory Coast
and Togo respectively and 1{in the south by the Gulf of
Guinea.

It attained independence from Britain in March 1957
with relatively substantial foreign reserves and a
relatively well managed economy. At thaet time the
population was well under 6 million people. The country had
a lot of potential but as will be evident in ensuing pages
this potential was never realized. A number of development
plans have been drawn since independence, all aimed at co-
ordinating or harmonizing activities for the development of
its resources for growth and development purposes. All of
these plans have either not been adequately implemented due
to technlcal.. capital and management problems or have been
abandoned due to sudden changes in governments and their
political and economic orfentations. The last of these
plans was drawn up in 1975 to cover the period from 1975 to
1980 and also to serve as the foundation for the decade of

the 1980s and beyond.
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Ghana’s economy (s agricultural and rural oriented.
Agriculture accounts for about 53% of the gross domestic
product, provides employment for an estimated 53% of the
labor force and accounts annually for about 70% of total
export earnings. Cocoa, the single most important export
crop has a dominant Iinfluence on production, employment,
foreign exchange and government revenues. About 3.0 millfion
acres of land are currently under cocoa cultivation, and
about 40% of the total agricultural labor force is employed,
while earning about 607 of all export earnings. The cocoa
industry has however, been declining over the years due to
inadequate incentives and low administered prices paid by
the state owned cocoa marketing board to the farmers. Ghana
is no longer the world’s leading producer of cocoa. The
contribution of the crop to Gross Domestic Product has
fallen from 11% in the 1960s to 8% and the Ghanafan share of
world output declined over the same period from 31% to 21%.1

Until the mid 1970s when commercial farming of grains
became significant, farming was largely the preserve of
small scale peasant farmers. Much peasant farming was
traditional and for subsistence so that no more than 50% of
agricultural output entered the distribution system.

Although agricultural extensifon services have been In

lThese figures referred to Iin this paragraph are in Chapter
I, beginning page | of the Five Year Development Plan
1975/76 - 1979/80. The percentages have been revised by
referring to recent issues of the World Development Report
starting from Table | Basic Indicators.
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3
existence since the colonial days the impact of modern

farming practices is still limited, and credit facilities as
well as modern inputs are not available to the majority of
peasant farmers.

In contrast to agriculture, industry is relatively
modern although it is still dominated by simple technologies
in the manufacture of things such as nails, shoes, utensils,
canned edibles. Others Iinvolve the processing of imported
materfals into finished goods for domestic uses, notably
milk, cement, and non alcoholic beverages. All these
enterprises have suffered in recent times due to the non-
availability of foreign exchange for the importation of raw
materials. There is chronic under utilization of capacity:;
in some cases there have been complete shut downs of
enterprises because not only are such enterprises dependent
on foreign sources of raw materials but they also depend on
foreign exchange for importation of parts to maintain their
machinery, and also rely on foreign technicians to service
such machinery. Such foreign technicians have to be paid
heavily Jjust to attract them into the country and their
turnover rate is very high.

One need not conduct an extensive analysis of the
Ghanaian economy to know that the basic problems are balance
of payments, unemployment and under-employment of resources,

and inflation.
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4
1.1.1 Balance of Paymentsat

About the most influential constraint on the economy is
the availability of foreign exchange. In an open economy
such as Ghana’s, we can denote the national income {dentity
as Y =C+ 1 + G+ NX, where Y is national income (output),
C is private consumption, [ is investment, G is government
spending and NX is net exports or exports minus imports.
The low level of tax revenues and saving and excessive
government spending (as examplified in the budget deficits
of the 1970s and early 1980s) were not matched by
improvements in domestic output and exports. The
consequence was that imports had to be increased to offset
the shortfalls in domestic output resulting in negative net
exports and balance of payment problems.

The ability to import depends on export earnings and
foreign borrowing. The dependence on only a few primary
exports like cocoa, timber and minerals subjects the amount
of export earnings to wide fluctuations. Manufacturing
makes little contribution to export earnings;: manufactured
exports are mainly processed cocoa (cocoa paste and cocoa
butter) and wood products. The external orientation of the
economy has resulited in the establishment of factories that
depend to a large extent on external sources for their
material inputs, and an agricultural sector that produces
goods for exports or for domestic consumption in unprocessed
form. The IiIndustrialization efforts of the post-

fndependence era failed to base the establishment of
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manufacturing enterprises on the processing of local
resources and produce from the agricultural sector. This
lack of linkage between agriculture and industry has
contributed to balance of payments problems due to reasons
suggested earlier on.

The slow growtn of export volume and declining relative
prices have reduced export purchasing power. At the same
time due to the decrease in agricultural productivity there
are recurring food shortages as well as shortages of other
essential items 1ike drugs, books and spare parts which have
to be imported to alleviate those shortages. The end result
is @ negative trade balance. In addition the country relies
to a large extent on imported technicians. These together
lead to balance of payments problems. Even though there fis
an official policy of divers!fying- the country’s export
structure, the extreme dependence on cocoa has not
diminished over the years. Between 1970 and 1980 capital
inflows decl ined. Private capital was not available due to
continued political wuncertainties, commercial lending was
not feasible due to the accumulation of large arrears and
lack of credit worthiness while official aid was reduced due
to lack of action on macroeconomic policy adjustments.

In Table 1.1 the balance of payments for selected years

during 1970-1981 is shown. The current account balancce for
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Table 1.1: Summary of Balance of Payments, 1970-81
(selected years) (milliion US §)
1970 1975 1978 1979 1980 1981

Export of
Goods & NFS 472.4 891.1 996.0 1177.4 1315.9 802.9
Imports of
Goods & NFS 502.6 881.5 1072.8 1096.0 1313.0 985.8
Resource

Balance -30.2 9.6 -76.8 81.4 2.9 -182.9
Factor

Services -44.5 -36.3 -27.6 -39.0 -66.3 -62.7
Net Transfers 7.0 44.6 58.3 79.4 79.7 82.9
Current
Account
Balance -67.7 17.9 -46.7 121.8 16.0 -162.7
Capital
Account (net) n.a 68.8 116.2 97.7 209.5 -85.1
Net

Government

Borrowing n.a 23.7 114.4 100.7 189.7 58.8
Direct

Private

Investment 67.8 45.1 1.8 -3.0 19.8 26.3
Errors and
Ommissions 16.6 37.3 -145.6 -108.0 -158.6 -197.6
SDR Allocation - - - 14.2 14.3 12.7
Overall

Balance - 124.0 -75.5 125.7 -8l1.2 -262.5
Source: IMF. p, 7 of Ghana: Policies and Program for

Adjustment .

A world

Bank Country Study,

1984.
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7
the first half of the period does not show any strains

except for 1970. Problems emerged in 1976 with the current
account deficit persisting until 1981 except for 1979 where
a positive balance was recorded due to a stabilization
program. These deficits were modest, never exceeding 2% of
the Gross Domestic Product.

As regards the performance of the export sector a
comparison of the relative growth rates of Ghana’s exports
with those for sub-Saharan Africa during the 1960°s and
1970’s is presented in Table 1.2 below. The trend since
1981 is not available.

The Table 1.2 shows that the growth in Ghana’s export
volumes was much lower than the SSA as a group during the
1970’s and also lower than 1its own performance in the

1960’s.

1.1.2 Unemployment of Resources:

Resource use and output has been declining since the
1970’s. Most of the basic commodities are hard to come by.
A number of factors contributed to this decline in output.
The officfal policy of price control served as a strong
disincentive for production and export. This policy led to
a continuous decline in the real value of producer prices
which coupled with the shortage of consumer goods in rural
areas contributed to the smuggling of foodstuffs and cocoa

to neighboring countries where consumer and other goods were
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8
Table 1.2: Average Annual growth of Exports (%)

Volume Price

Sub-Saharan Africa Ghana

1960-70 1970-80 1960-70 1970-80 1960-70 1970-80

Cocoa -0.8 -1.4 -3.6 -6.2 5.4 14.2
Timber 4.4 -0.5 6.7 -14.1 1.0 0.4
Bauxite 12.5 25.0 - -4.3 5.6 2.2
Gold 2.3 -4.2 -2.4 -7.1 - 32.8

Source: (1) Africa Strategy Report
(2) World Bank Staff Estimates

Publ ished in Ghana: Policies and Programs for
AdJjustment, 1984, Pp 10.
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9
avaflable. As already discussed in the previous section

there was a decline 1{in imports due partly to dwindling
foreign exchange and negligible capital flows. This led to
severe shortages of raw materials, spare parts, investment
and consumer goods in the country. Infrastructure and
social services have been decaying due to the lack of
maintenance The energy crisis of the 1970’s did not do much
to help since Ghana 1{s an oil importing country. Energy
coﬁservation efforts have not worked or have worked to the
detriment of I{increased productivity. It has affected
transportation of agricultural products from the farming
areas (rural areas) to the urban market centers. Foodstuffs
and other ijtems subsequently go to waste on the farms. To
avert 1losses some farmers have shifted to subsistence
farming while those along the borders find it lucrative to
sell the excess of their produce, necessary for thelr
subsistence, in neighboring countries notwithstanding the
ban on the export of food. Energy policies have not been
integrated into the larger objective of development. Apart
from the effect it has had on foodstuffs production, it has
also affected the fishing Industry which depends on petrol
and other petroleum products to power the outboard motors,
trawlers, and for the refrigeration of fish.

When compared with many African countries, Ghana had,
originally, a large reservoir of skilled and <trained
manpower . In recent years there has been a tremendous

exodus of teachers, doctors and other professional workers
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10
to countries where salaries and 1living conditions are

better. This outflow of managerial, professional, and
technical talent has eroded the administrative base of the
public sector. The absence of skilled personnel to manage
the resources has led to a situation where existing capacity
fs underutilized or even unutilized. There is too much tdle
capacity which is aiso attributable to the dependence on
imported inputs. Due to the disparities in amenities
between the rural and urban areas there is a high infiow of
people to the urban areas from the rural areas. This exerts
pressure on services in these urban centers. At the same
time, available Jjobs are not numerous enough to meet the
needs of a growing urban population. However, such
migration deprives the rural areas of agricultural labor
leading to low productivity since agriculture 1{s still
labor-intensive in Ghana. Such labor shortages become
severe particularly in the cocoa sector in the forest belt,
and on grain farms in the savanna belts (Northern and Upper
Regions) during the peak 1abor demand periods (harvest

time).

1.1.3 Inflation:

Since the mid 19508 the economy has been plagued by
persistent and growing budget deficits. In the mid 1970s
there was steady erosion of government savings, a
consequence of rapidly Increasing current expenditures,

relatively stagnant revenues and the continued subsidizatfon
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11
of inefficient state owned corporations. To understand the

problem of inflation in Ghana it is necessary to digress a
little and talk about some of the economic conditions in the
country. Real Gross National Product declined by about 11
percent between 1960 and 1969, and in the 1970s it declined
by 2 percent per annum. The per capita gross domestic
product deciined by about 3.4 percent annually. The gross
domestic product savings rate was well below 3 percent per
year. In short, the economy was declining steadily in the
1970s and early 1980s.

According to Tony Killick (1973), inflation 1{in the
19708 averaged between 70 and 100 percent per annum. In
1979 inflation was computed at 116 percent. Food prices
shot up astronomically, while consumer prices rose by almost
200 percent. It was estimated that domestic prices
increased by a factor of 14 as compared with export prices
which rose by a factor of 2.5. These price increases
affected expenditures in all aspects of the economy.
Between 1973 and 1978 the annual budget deficits fluctuated
between 21 and S7 percent, with this deficit exceeding C 2
billion by 1978-1979 (C 1is the sign for the Ghanaian
monetary unit khown as the cedi). At the same time central
government expenditures Increased by about 43% annually
(from C 738 million 1{in 1973 to C 4,390 million in 1978).

Civil service outlays alone amounted to about C 450 million
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12
a year not counting I{items of expenditures like operating

allowance, fringe benefits, and other accompanying costs.
To be able to pay for all these expenses the money supply
was increased. Between 1965 and 1969 the money supply rose
by only 2 percent annually. In the era of the second
republic (1969-1972) the annual increment in the money
supply was about 7.5 percent. This jumped to 80 percent per
annum under the National Redemption Council (NRC) and
Supreme Military Council (SMC) or by 675 percent over the
period of military rule (1972-1979). While these increases
were occurring with the money supply, the formal rate of
exchange between the Ghanaian cedi (local money) and foreign
currencies was so unrealistic that it had no effect on and
was not affected by the actual state of the economy. The
black market rate of exchange was about 8 times the formal
or official rate.

With declining output levels 1in all sectors of the
economy, an ever increasing population, rising government
expenditures with its effects on money supply, and a heavily
distorted and ineffective exchange rate system it was no
wonder that the inflation rate was so high. It is worth
emphasizing that {n the midst of the economic disarray
various analysts came up with different ways of computing
the rate of inflation. The variations in the methods do not

matter as much as the effects of the numbers generated. In
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Table 1:.3: Inflation in Ghana

Per {od Average Annual Rate of Inflation (%)
1965-1973 8.1
1973-1983 51.6

Source: World Development Reports 1985 and 1986
(Basic Indicators)
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this regard a short table is being presented below to throw

1ight upon the situation 1in Ghana between 1965 and 1983.
These figures summarized from World Development Reports for
1985 and 1986 show that inflation averaged 8.1% annually
between 1965-1973 and rose to 51.6% per annum for the next

decade.

1.2 ALTERNATIVE COURSES OF ACTION

While 1t 1{is not easy to clearly define or even specify
the number of alternatives open to the decision-making
bodies, it 1is clear enough that some of the choices may be
politically feasible but economically unworkable or vice
versa. In the case of Ghana we may limit ourselves to the
following four alternatives based on past experiences:

1. Direct foreign investment
2. Trade

3. Afd (borrowing)

4. Budgeting

The policy makers recognize that perhaps the most
important constraint hindering growth and development of the
domestic economy fs that of forefign exchange. This
constraint can be eased by; (a) direct foreign ifnvestment,
(b) engaging in trade or (c) borrowing from foreign sources.

The existing structure of the economy tends to generate
trade-offs between economic growth and worsening balance of
payments problems. This is demonstrated by the fact that

since Independence serious balance of payments problems (see
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Table 1.1) have hindered economic growth and resulted 1{in

political instability. Many succeeding governments have
from their inception vowed not to borrow from foreign
sources for activities that are not capable of improving the
balance of payments position so as to help repay the debt.
Unfortunately, none of these governments has been able to
stick to their vows. All of these governments ultimately
have resorted to foreign borrowing to finance mostly non-
productive activities. Furthermore the high rate of
inflation has so eroded purchasing power that many workers
completely exhaust their incomes by the end of the second
week of each month. Consequently, savings are either non-
existent or negligible. In fact Ghana has one of the lowest
domestic savings rate 1in sub-Saharan Africa. It s
estimated that the ratio of growth in domestic savings to
gross domestic product in recent years has been very low as
compared to the levels in the early 1970s.

The savings problem in addition to problems encountered
in borrowing and in attracting direct foreign investment
have all contributed to low investment and the consequent
effect on output, employment and inflation. The current
rate of domestic investment has as a result equalled the low
rate of domestic savings since the net foreign savings have
almost been negligible. To highlight the savings problem

and its effect on investment Table 1.4 {s presented.
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Table 1.4: Investment and Saving
(amounts are in millions of cedis)

Financing of Investment As % of GDP
Gross National Foreign Domestic National
Domestic Savings Savings Investment Savings
1970 320 305 15 14.2 13.5
1975 673 681 -8 12.7 12.9
1980 2368 2053 315 5.7 5.0
1982
(est) 1148 1198 S0 1.3 1.4

Source: Ghana: Policies and Program for Adjustment.
A World Bank Country Study, April 1984, p. 19.
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The large absolute changes in gross domestic investment

and natfonal savings between the years 1975 and 1980 are due
to changes iin the exchange rate. The exchange rate {ssue
will be discussed in Chapter IV. The table shows that both
gross domestic investment as well as national savings have
declined relative to the gross domestic product over the
last decade. The 1982 estimates, for instance, show that
almost all of the domestic product was consumed with very
little savings and consequently very little capital
formation. This scenario is a result of several factors.
There has been a relative expansion in the public sector’s
asset ownership with a corresponding reduction in the income
of the private sector. Given the inefficiencies in the
public sector, profits declined leading to a fall in the
average and marginal savings rate. Furthermore, because of
the unfavorable investment climate due to high tax rates,
undue governmental interference in the market and political
fnstability, the private sector had little or no incentive
to generate any savings for investment purposes. Also the
high rates of inflation discouraged savings and led to
speculation and investment in commodities, real estate and
other tangibles.

Direct foreign investment is Ilimited by the risks.
Frequent national izations, restrictions on profit
repatriation and the lack of needed infrastructure are the
usual constraints. If the governments can insure

international investment perhaps many foreign investors may
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be encouraged. Unfortunately, the governments themselves

are not stable, and succeeding governments tend to override
provisions of contracts that were initiated by ousted
governments. Ghana has not been very effective in absorbing
and servicing foreign capital, restrictions have been placed
on private direct f{investment with some sectors of the
economy reserved only for Ghanaians even {f they lack the
resources necessary for investment i{n these sectors. Most
of the successive governments have also complained that most
foreign investments are unnecessarily subsidized or are
means of exploftation and represent another form of
neocolonfalism. While it s true that some of these
investments may not ultimately serve the national interest
it is nevertheless very important that caution be exercised

in differentiating between the exploiters and the genuine

investors. The stereotyping of all forefign investors as
exploiters could lead to undermining of the economy
especially by the powerful multinationals. In exercising

restraint on the misperception of foreign investment, we as
Ghanaians must encourage foreign fnvestment that is
consistent with the country’s development objectives. Most
governments have also emphasized the development of
infrastructure as a means by which the country can exploit
and utilfze her resources. However, since infrastructural
projects have long gestation periods, direct foreign
investment has not Seen forthcoming in those sectors and as

8 consequence most of the development Infrastructure has
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been financed with World Bank or IMF loans which sometimes

are attached with conditions unacceptable by the citizenry.
Growth depends partly on the country’s ability to
generate savings and on how efficiently it i{nvests and
manages the new capital in addition to 1its ability to
promote exports and save on imports. Ghana has not been
able to do any of the above. Ghana is vulnerable to terms
of trade shocks which have over the years raised the amount
of domestic production needed to pay for a given quantity of
imports thus leaving less for domestic saving. The growth
rate of the economy has been negative while the population
growth rate has been increasing. Per capita income has been
falling and with it the ability to maintain earlier saving
rates. There has been tremendous amounts of money spent on
subsidizing consumer goods. These amounts plus the losses
of the inefficient state enterprises have been a significant
drain on public savings. The existing stock of capital has
not been Jjudiciously used. Coup d’etat after coup d‘etat
has led to erosion of the capital base. Many projects have
been abandoned due simply to changes in political
orientation by succeeding governments. Those projects not
abandoned have not been maintained and depreciation of
existing machinery has rendered such projects {noperable.
Return on investment has therefore been low or negative.
Given the above problems it is not surprising that
exports have not increased at expected rates. The slow

growth of exports has made it almost impossible to finance



gross aor
of these
country”
energy
by milit.
led to

ineffici
Aiso the
to impor
volume |
from a

this de
the imo
he ba!
3150 b
imoort
RWrip,
Gec) in
3 time
high'

Inf1o,
dome s,
Srowt

net g
gy

%Q\‘



20
gross domestic product (GDP) growth especfally when the bulk

of these low export earnings goes 1{into servicing the
country’s external debt and financing the {importation of
energy resources. The doctrine of self sufficiency preached
by military leaders and often confused with {solationism has
led to protectfonist policies which, while breeding
inefficiencies, have also hindered the growth of exports.
Also the inability to raise exports has affected the ability
to import. In Table 1.5 below the decline in the export
volume is reflected in the decline in the export-GDP ratio
from a high of 20.7 in 1970 to 3.6 in 1981. The effect of
this decline on imports is also reflected in a decrease in
the imports - GDP ratio from 18.5 in 1970 to 3.6 in 1981.
The balance of payments problems discussed earlier on can
also be deduced from the decline in the ratio of exports to
imports over the vyears. These performances can be
attributed to the fact that Ghana experienced the steepest
decliine in cocoa and gold production (the major exports) at
a time when world prices for these commodities were very
high, and thus did not benefit from a potentially vast
inflow of foreign exchange earnings. The decline Iin
domestic production is not thé only reason for the low
growth in exports. Diversion of exports or smuggling to
neighboring countries with more favorable prices also
contributed to the slow growth in official exports. On the

whole Ghana performed rather badly when compared with other
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Table 1.5: Foreign Trade Indicators.

1970 1975 1978 1979 1980 1981

Exports GDP Ratio 20.7 17.6 8.2 10.9 8.5 3.6

Imports GDP Ratio 18.5 17.2 7.7 9.2 7.8 3.6
Ratio of Exports

to Imports 1.12 1.02 1.07 1.19 1.08 1.0
Exports as % of

World Imports 0.15 0.10 0.07 0.07 0.06 0.05
Exports Quantum

I ndex

(1970 = 100) 103 100 59 52 54 49

Source: Ghana: Policies and Program for Adjustment.
A World Bank Country Study. 1984. p. 8.
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countries of sub-Saharan Africa (as already shown in Table

1.2). [t was seen that while neither side performed well,
Ghana’s performance was worse than her neighbors.

It is also evident that while prices of Ghana’s major
export items increased over the period 1960-1980 the country
experienced very significant decliines in the volume of
exports. Ghana’s poor performance can be attributed to
inadequate domestic prices as compared to neighboring
countries, inefficiencies 1{in the productive systems and in
the case of cocoa, a shift in the domestic terms of trade.
It was more profitable for farmers to produce crops 1ike
maize, cassava and plantains which had short gestation
periods and commanded relatively higher prices. There was
also excessive taxation of exports which was a disincentive
to producers. The continued intervention of the state in
the input supply and output marketing through establ ishment
of marketing and development boards and institutionalized
price controls all hindered private initiatives.

In this chapter 1 have enumerated some of the major
problems facing the country and attempted a discussion of
some solutions. The foregoing discussion, however, brings
into focus the difficulties that face the country in the
quest for solutions. Direct foreign investment, trade, and
afid are not very likely to be of much help in the short-term
for the reasons cited. However, there is one avenue or
instrument that can be used to correct some of these

problems Iin order to enhance direct forefign {nvestment,
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trade and aid. This instrument is the budget and it will be

discussed in the next chapter. The focus will be on the
development budget with emphasis on projects and programs.
This work will focus on the Upper Region Agricultural
Development Project as a case study concerning the selection
and analysis of projects for inclusion in the development
budget. It is my contention that the project analysis, that
s undertaken for any of these projects, has not been
completed with accurate prices. The objective of this study
then is to repeat the cost benefit analysis using the Net
Present Worth method with recalculated prices for the inputs
and outputs. Results obtained from this analysis will help
to determine the net worth of the project and will also show
that the 1incorrect prices used in the official analysis
overestimated the net worth of the project and prevented
contingency measures from being infitiated to counter any

shortfalls in the expected impacts of the project.



CHAPTER TWO

FOCUS OF STUDY

2.1 THE BUDGET

In the introduction I discussed problems facing the
country and some means avallable for rectifying these
problems. Based on Ghana’s circumstances it was concluded
that in the short run trade, aid, and direct foreign
fnvestment will not be very useful as corrective means
because of the immense external influences finvolved. The
budget is the only instrument which 1{s largely within
domestic control given the resources avaflable. It has been
the means through which funds are channeled to the various
development projects. It has been used to manage or
mismanage the economy as the case may be. the various
governments have used the budget to play an activist role in
development by building infrastructure as well as engaging
fn directly productive activities. The budget also
determines the environment Iin which the private sector
operates.

Premchand (1983) discusses budgeting and how it
involves different tasks on the expenditure and revenue
sides. On the expenditure front, it {involves the

determination of the total size of the budget, size of the

24
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outlays on different functions and the magnitude of outlays
on various programs that are part of the function. On the
receipts side, the size of the overall revenues and foreign
aid, where applicable, needs to be decided. A decision f{s
also needed on the size of the deficit components of its
financing and the likely ownership of public debt. The main
objectives of the budget in Ghana, as outlined in the 1975-
1980 development plan (p. 5-10) have not changed over the
years. These objectives are basically three fold:

(i) establishment of a stable macroeconomic environment by
adopting sustainable monetary, fiscal and foreign
exchange policies.

(1i) establishment of a system of incentives that
encourages resources to be allocated efficiently and
used optimally.

(iii) establishment of a pattern of growth and development
whereby benefits are more fairly distributed.
Discussion of the above objectives can be facilitated

by an examination of a three fold framework as outlined by
Premchand.
1. Economic Policles

a. Income, employment and inflation goals

b. Exchange rate policies

c. Monetary policies

d. Fiscal policy

1. Resource Mobilization

2. Rate of Expenditure growth
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3. Investment expenditures

4. Subsidies

5. Budget deficit

2. Institutional

Consultation and coordination among levels of
government

Coordination within government

Organizational rigidities

Noneconomic considerations urged by political elements

Administrative capability

3. Budgeting

b.

Approaches to revenue and expenditure estimation

Flexibility in fiscal action

1. Levels of expenditure already committed

2. Facility in the levy of new or revision of existing
taxes and rates

Constraints of the budgetary process

1. Time

2. Information: approaches of financial control;
fnadequate funding

Financial management

1. Timing of release of funds

2. Adherence to projected costs

3. Flexibility in the utilization of funds

Personnel constraints

The Importance of <the above factors to Ghana’s

sftuation will become obvious as this essay progresses. For
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now, it is sufficient to say that macroeconomic policies are

critical because of their effect on (1) price stability,
(i1) the allocation of resources, (iii) balance of payments,
and (iv) other conditions necessary for growth and
development. Essentfally, the budget that is used in Ghana
outlines short term, usually yearly macroeconomic policies
that are generally within the framework of policies outlined
in longer term development plans. The critical issue is
therefore the effective management of the economy through
the budget fn order to achieve long-term growth and
development. There 1is so much widespread poverty and
negative economic growth that all succeeding governments
have stated the same objectives of promoting development to
eradicate the f{lls of society, albeit through different
socio-politico-economic means.

It s not only in Ghana that one finds these
objectives. Many of the developing countries of the world
regularly draw up development plans and use the budget to
meet the objectives specified in these plans on an annual
basis. Every economy in the aggregate 1involves the
‘utllization of resourées - bhuman, money and materials - to
produce end products which also go to satisfy the people.
For those countries that depend to a great extent on
development planning the budget becomes a tool for the
management of the economy. Given the problems of Ghana and
most developing countries, notably problems of inflation and

unemployment, the budget can be used to play an important
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role in ameliorating these problems. For instance, since

taxes affect the level of private income, the distribution
of that {income and the volume of private expenditures, the
governments tax policies as outlined yearly in the budget
statements should be coordinated with the other facets of
the economy because {f these policies become disorganized it
could lead to chaotic conditions. That is not surprising in
the case of Ghana since a mixture of uncoordinated policies
have left the country groping for survival. High taxes are
disincentive to work, and also affect the capacity to save
and invest. Taxation on new investment can hamper the
expansion of existing enterprises. Taxation can be used to
affect the price level as well as relative prices and
varieties of economic activity.

Apart from the effect on taxation policies, budgetary
policy can also serve to restrain unnecessary government
expenditure and stimulate efficiency in government. This
assumes a well ordered system of checks and balances.
Public expenditures in most Third World countries are a
substitute for private expenditures and it is generally true
worldwide that such public expenditures wusually displace
private consumption. Whereas government outlays are
desirable in sectors where the private sector is incapable
or unwilling to participate, wholesale participation of the
government in the economy of Ghana has brought along with it
oversize work forces, corruption, nepotism, inefficiencies

and corresponding losses in revenue. One would envisage
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that given the country’s high levels of IiInflation and

unemployment and 1low levels of productivity, the budget
would be wused not to further overheat the economy but to
channel {investment resources, both public and private, to
appropriate areas through formulation of Judicious tax
policies.

T. A. Akinyele (1975) discussed that Nigeria used the
budget as a management tool for the economy especially
during the civil war (1966-1970). By a deliberate and
conscious use of budgetary measures, taxes on personal and
corporate income and on Iimports and exports were increased
while at the same time expenditure rationalization measures
restricted non-military expenditures and reduced financial
assistance to non-profit yielding corporations. Earnings
were standardized 1in order to restrain expenditure on
administration. Voluntary and compulsory saving schemes
were also introduced to mop up floating liquid assets and to
assist in the financing of the war. He concluded that the
success achieved 1{in financing the war demonstrated the need
to appreciate the role of the budget as an instrument of
economic stimulation and control.

Another example of the usefulness of the budget 1in
times of economic crisis occurred in Zambia although the
country’s problems are far from over. According to Curry
(1980), Zambia has been experiencing economic crisis since
independence and especially when world demand for copper,

fts main export, has stagnated. As an answer to the
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problems it was decided that the country needed major

changes {in f{ts basic strategy of economic and social
development. Consequently, the 1976 budget proposed cuts of
unparalleled severity in both capital and recurrent
expenditures together with major reductions {in food and
agricultural subsidies which brought marked increases in the
cost of 1living. It was noted by Curry that these changes
had been necessitated by external forces, notably the
decline in world copper prices and the sharp fall in the
volume of copper exports. Since copper could not be relied
upon as the country’s main stay, the 1977 budget emphasized
a strategy of self-relfance five years after Ghana’s
military rulers had emphasized the same strategy in 1972.
Some of the proposals introduced in Zambia’s 1977 budget
included efforts directed toward general economic
diversification and development of agricultural capacities.
It was emphasized that peasant farmers be assisted through
loans, extension services and marketing facilities. Some of
the specific proposals put forward by the finance minister
were (a) encouragement of commercial farming, (b) promotion
of local processing through labor-intensive methods within
small scale enterprises, (c) gearing the economy toward both
import-substitution, and (d) giving exporters concessions so
that the export sector (s expanded and diversified. To
further highlight the importance of the budget in Zambia,
the private sector was to be encouraged, and foreign private

investment recognized within the bounds of the policies
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enunciated in the party’s manifesto. Other measures similar

to the three objectives of the budget 1{in Ghana were
outlined.

J. C. Doh (1976) emphasized that budgeting is the focal
point for control over resources {n most third worlild
countries. It is also the focal point of many aspirations,
such as economic growth, increased employment opportunities
and improved standard of living for the masses. In a modern
context, budgeting and the financial policies embodied in
the budget of a country, whether they relate to revenue
measures or expenditure policy, have implications for all.
It is recognfzed that the budget has distributive and
redistributive effects and must therefore respond to the
needs of the mass of the population, especially the poor.
Doh contends that while budgeting may in the technical sense
be regarded as value-neutral, his conceptual framework takes
into consideration the effects that a budget has on the
poor. For this reason the budget cannot afford to be
neutral. He suggests an interdisciplinary approach to
budgeting, which should take Iinto consideration the forces
and factors that shape the composition of expenditure.
These factors include:

l. Environmental factors
(a) Geography (including climate and location)
(b) History
(c) constitutional framework (including legal

fnstitutions)
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2. Demographic and technological factors

(a) population growth and age structure (demographic)
(b) population density and distribution, especially
urbanization (demographic)

(c) production and consumption technology (technological)
3. Economic factors

(a) growth of national income

(b) distribution of income (including regifonal

distribution)

(c) level and rate of growth of per capita income

(d) rate of price change

(e) productivity changes
4. Political factors

(a) ideology

(b) character of political institutions

(c) tax intolerance

(d) occurrence of crises

(e) attitudes to centralization
5. Administrative factors

(a) nature of the budgetary process

(b) nature of bureaucracy

(c) habit

The integrated approach to budgeting as conceptualized

by Doh implies that problems do not recognize the
disciplinary boundary of knowledge. The problems of
developing countries cannot be dichotomized simply as

economic, or political, or historical or geographical.
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Third world problems overlap disciplinary boundaries so it

fs {important to consider social, political and other
variables 1in addition to the criterion of economic
efficiency.
In Nepal as in many other developing countries the
importance of the budget cannot be overemphasized. However,
the budget’s effectiveness has been brought into question.
John C. Beyer (1973) unlike Doh discussed the importance of
transforming the traditional budgeting systems of developing
countries into more effective instruments for the allocation
of public sector resources. He concentrated on the
innovations that Nepal attempted to f{introduce {n its
budgeting system between 1968 and 1972. He noted that the
budgeting systems of developing countries are dominated by
the traditional objectives of control and accountability
rather than a concern for allocating limited public sector
resources to well defined programs and projects that are
}ntended to serve a set of national objectives. The
deficiencies of the traditional budget thus limit f{ts
allocative function. There is
(a) too much emphasis on items of expenditure to ensure
financial control

(b) concern for avoiding expenditure

(c) absence of a budget structure that clearly identifies
programs and projects

(d) fallure to specify objectives
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(e) division of the budget into separate components, usually

recurrent and development budgets

(F) repetitive scrutinization of decisions in the process of
releasing funds (scrutinization at every level of the
hierarchy)

(g) lack of analysis and evaluation of alternative programs

He enumerated the premises underlying the rationale for
budget {nnovations as:

(1) The budget in practice is the basic expression of the
government’s development program and policy decistfons.

(2) The success of economic planning is dependent upon a
budget system that can effectively translate a plan into
reality.

(3) The budget mechanism offers a potential opportunity for
overcoming those obstacles that have limited the
effectiveness of long-term comprehensive planning.

According to Beyer, any serious attempt at innovation should

be aimed at transforming the national budget f{nto an

effective instrument for resource allocation.

The budget along with planning is a major vehicle for
planned development. The role of budgeting as discussed
previously is very Iimportant as a means of allocating
resources aimed at specific socio-political and economic
goals. In centrally planned economies, planning and
budgeting are viewed as I{ntegral processes. In mixed
economies (e.g., Ghana), budgeting should strengthen plan

objectives. In this context budget structures and
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techniques need to be modified or supplemented in order to

enhance their relevance to national political and

administrative systems and their effectiveness for achieving

national goals.5 Based upon the above context a number of
factors as determined by the expert group at the United

Nations need to be recognized to ensure that the budget is

effective in terms of goals and objectives. It is necessary

to bear In mind that:

(a) Budget formulation is a participatory process in which
the political decision makers, planners, and budget
officials at the centre and planners and budget
officials at the operating unit and public enterprises
levels ought to participate.

(b) There is need for agreement at the centre on the total
volume of resources to be mobilized and allocated, on a
broad articulation of allocations by users and sources,
and on a list of strategy and policy changes to be made
during the budget year such as changes in tax structures
and wages.

(c) The aggregative budgetary ceilings and the check list of
policy changes should be transmitted to the operational
units, which should prepare specific proposals for

inclusion in the annual budget within this framework.

5Budgeting and Planning for Development in Developing
Countries. Report of the Meeting of the Expert Group on
budget Formulation in Developing Countries. United Nations
Headquarters, 20-27 October, 1975. Unfited Nations, 1976,
Pp. 24-29.



(d)

(e)

(f)

(g)

36
The process of budget formulation should be based on a

set of relationships among key variables, such as
overall policy goals and objectives, sectoral needs,
local demands and requirements, resource availabilities
and demands on them for anticipated outcomes.

An annual budget should not and need not be looked upon
as an unalterable set of programmes and proposals.
Flexibility is required in both budget preparation and
budget execution because during the budget period
certain constraints may change.

Budget procedures should be related to program goals and
objectives, but procedures should not be used as
substitutes for goals and should also not be used to
block fulfiliment of goals.

budget execution and management require a regular and
prompt flow of data on the amount of resources used and

the results achieved.

In many developing countries the above factors are rarely

taken into account either Jjointly or individually. Many

problems that hinder their consideration will become evident

as this essay progresses.
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2.2 BUDGET PROCEDURE

The process begins with the circulation of a document
to all the Ministries and parastatals informing them of new
directives and plans of action for the impending budget, and
each Ministry 1{is then responsible for disseminating the new
rules and guidelines to the respective units under it.

With regard to the budget itself each unit prepares its
budget which is usually a request for funds from the central
government for construction of office buifldings, purchase of
furniture, and for salaries and allowances. This process
starts from the local level to the district, to the regional
level and finally to the departmental headquarters at Accra
and at each level hearings are conducted as means of
eliminating and substituting projects. The finance officers
of these departments in consultation with their departmental
heads prepare estimated needs of their departments based
upon the estimates submitted from the local, district and
regional levels and also upon the estimates of the
headquarters. The total estimates of the departments are
usually a certain percentage over the previous year’s
estimates; the Jjustification usually being inflation.

The departments then forward their estimates to their
ministry. At this level there 1is deliberation over the
estimates because the ministry has to keep the overall
estimates at a level that is competitive with estimates of

other ministries.
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The Ministry of Finance and Economic Planning which is

the central planning and budgeting ministry has different
sectors, each one of which is responsible for handling,
examining and almost always reducing the estimates presented
by the ministry that it oversees. At the sectoral level
there are intense deliberations since each sector s
expected to keep the overall estimates presented by <the
subordinate ministries within specified levels. The sectors
are also expected to scrutinize the estimates for possible
duplications and inconsistencies. There are budget hearings
presided over by the Minister for Finance and Economic
Planning at which the various sectors have to defend and
Justify the estimates presented by their respective
ministries. Inability to Justify the estimates may lead to
across the board cuts or total elimination of projects,
especially the new projects.

The Planning Division of the Ministry of Finance and
Economic Planning handles the development (capftal) budget
while the Finance section handles recurrent budget. Either
section uses the |1ine budget system in that agencies within
departments and ministries are budgeted for in {isolation
from other similar goals and functions. If program
budgeting could be used, the Ministry of Finance and
Economic Planning would be able to identify areas for trade-
offs.

Projects approved by the Ministry of Finance and

Economic Planning are then presented to Parliament for
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del iberatfon and the Minister 1{s responsible for defending

the budget; {in the case of military governments the budget
once approved by the commissioner of Finance and Economic
Planning is automatically approved by the Ruling Councll
since the commissioner is their direct representative.

One flaw as observed by Beyer (1973) fn his study on
Nepal, which applies in Ghana, is that the current and
recurrent estimates are prepared and deltiberated upon
independently of the development estimates. There s no
coordination at all and 1in this regard a construction
project may be approved in the development budget without
necessary provisions made in the recurrent budget for
personnel and other staff that subsequently fill this
project, this }s particularly true for the construction of
office bulldings with no provision for personnel. The
reverse also happens where estimates are approved for
personnel expected to occupy an office building, or project
that {s rejected in the development estimates.

Once a budget has been approved the final estimates are
prepared and mailed by the Ministry of Finance and Economic
Planning to the various Ministries and Agencies. These
published estimates are supposed to serve as the guideline
for release of funds. Unfortunately, after the estimates
are approved there is no monitoring and coordination due to
lack of qualified personnel so projects that have been
approved are efither not undertaken and the money still

appropriated or projects that are undertaken have funds
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released which exceed the approved levels. Even {f the

agency does not require all of the appropriation requested
for the project, the entire appropriation 1{s wusually
approved if the project is located in the approving officers
home district, {instead of reserves being established for
such projects to be released when needed to prevent agencies
from diverting funds from one project to an unapproved one.

Funds for approved projects are released by the Finance
section when the contractor presents a certified bill. This
certification is usually not verified by the ministry due to
the lack of personnel and transportation and this
contributes to mismanagement which affects the overall
performance of the budget system.

Zero base budgeting has not been used by the agencies
for reasons of unfamiliarity and political pressures. There
is not enough courage to reduce estimates to zero for some
uneconomic or unnecessary projects. Zero base budgeting
would have allowed systematic increases or decreases in the
level of operations of agenciles. The agencies will be
expected to Justify their projects at alternative levels
incltluding a zero base or low level of operation. At the
zero base the agency is expected to Jjustify that the project
performs a useful purpose, and must demonstrate how social
benefits would be reduced in the absence of the project.
Agencies therefore must justify thelir projects at existing
levels and consider reductions as well as increments In

their levels of operation each fiscal year. It is argued
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that 2zero base budgeting improves the efficlency of

operations in government by forcing bureaucrats to consider
alternatives and think {n terms of levels of output. It
also allows the use of incremental analysis in the public
sector by providing governing authorities with a constant

flow of information.

2.3 THE STRUCTURE OF THE MINISTRY

In section 2.2 the budget procedure was discussed but
another important factor that affects the budgets operation
and effectiveness is the structure of the Ministry.

In previous chapters | discussed some of the problems
that face Ghana as a countfy and suggested some solution
areas. From these solution areas I focussed on the budget
as perhaps our best strategy toward economic development in
particular and general welfare. With emphasis on the
development budget | reasoned that the budget has not been
effective as an Instrument for economic development because
the projects that are included Iin the final estimates are
not adequately analyzed in terms of their profitability and
contribution to overall performance of the budget. Upon
using the net present worth method of benefit cost analysis
[ came out with the conclusion that the Upper Region
Agricultural Development Project which was the major project
or one of the major projects Iinfitiated in 1976 should not
have been undertaken, at least not in the structure it was

originally designed. | suggested that an alternative design
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would have been profitable by eliminating the unprofitable

enterprises from the project.

I like to state, however, that the performance of the
budget does not depend solely on adequate project analysis.
The bureaucratic structure of the Ministry of Finance and
Economic Planning coes affect the performance of the budget.
The Ministry has four major divisions with each such
division having subdivisions that carry out specific
function. The four divisions are:

(1) General Administration (control)

(2) Budgeting, Implementation and Monitoring
(3) Development Planning

(4) External Aid

General Administration division deals with financial
policy and control, credit, investment, banking and currency
matters and 1{s also responsible for the country’s relations
with the International Bank for Reconstruction and
Development, the International Monetary Fund, the
International Development Association and the African
Development Bank. The division also collects, assembles and
analyzes data on economic development inside and outside the
country which have particular bearing on domestic financtal
and economic policy. It also undertakes analysis and
appraisal of {investment projects and proposals for project
financing.

The budgeting division co-ordinates, examines and

prepares annual estimates for revenue and expenditure. It
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exercises control over expenditure and revenue and inspects

publicly financed projects. It also explains financial
policy of the government and {s responsible for ensuring
that all projects earmarked for execution f{n the capital
budget estimates are effectively and efficiently undertaken.

The Development Planning division 1{is responsible for
general economic policy of the government, economic
planning, preparation and review of development planning and
priorities, and regional planning while the External Aid
division is the central co-ordinating agency for all foreign
aild including technical assistance.

From a planning standpoint the ministry uses the budget
as an allocative mechanism for the disbursement of scarce
resources among conflicting and competing claims and also as
an incentive mechanism to influence the decision making and
choice processes of the private sector by effecting changes
in taxes and exchange rates as well as in interest rates.
These functions of the budget are, however, not effective
because of the absence of good budgetary practices.
According to Waterston (1979, p. 109) budgets have certain
inherent deficiencies which greatly diminish their
usefulness as Instruments for promoting development, but
ridding the budgets of these deficiencies would not make
them remain as budgets. In most of the budgets put forward
fn Ghana, projects and programs incorporated in the capital
budget outlays are as already discussed rarely selected on

the basis of their relative costs and benefits. Only
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limited attempts are made to relate projects and programs,

and the main requirement for internal consistency is that
the sum of the parts should equal the total. Also as an
incentive mechanism the budget fails because of the
persistence of distortionary exchange and interest rates.
One of the - important problems that hinder the
effectiveness of the budget from a minfsterfal standpoint is
organization. The ministry operates on the blue-print
concepts of implementation (J. R. Moris, chapter two). The
development of the country is seen as the design by planners
of arrangements which can produce needed outputs, that is,
creating effective projects. The ministry relies on
information supplied by agencies notably the Central Bureau
of Statistics. It then processes these information iInto
projections (development plan targets) and dfagnoses
problems and attempts to rectify such problems through the
budget. Planning is thu; based on a big-picture approach
with emphasis on the achievement of physical targets. Every
rule or regulation, goal and target emanates from the
ministry. Policies are circulated from the center to the
other ministries and to the regional planning officers who
are then expected to help in the implementation of such
policies regardliess of the specific needs of the regions in
which they are located. Much of what goes on {in the
ministry fits the pattern which Chambers (1983)
characterizes as "planning without implementation” at the

center and "implementation without planning” in the field.
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By relying on experts from the Ministry and its agencies the

approach violates the Iintegrated approach to budgeting
conceptual ized by Doh which lmplieg the inclusion of social,
political, geographical, environmental, cultural and
historical factors as well as economic efficiency criterion
in decision making. This center to periphery and top-down
approach also conflicts with the expert group of the United
Nations’ suggestion that the budget formulation be made a
participatory process in which polfitical decision makers,
planners and budget officials at the center, operating units
and other levels ought to participate.

Another important factor that affects the ministry’s
usage of the budget as an finstrument for promoting
development is the subtle power struggles that persist.
Each of the four divisions has a principal secretary that is
as equally qualified as the others. None of them s
prepared to let his or her division play a subordinate role
to the others. An enumeration of the general functions
indicate, however, that possibilities do exist for conflicts
because of overlapping roles. wWho takes change when such
roles overlap becomes a major problem. There 1s also the
problem of who has the final say. While the general
administration appraises projects and the budgeting division
prepares revenue and expenditure estimates, it 1{is the
planning division that actually determines which projects
are included i{n the budget. The planning division s

however, not responsible for the monitoring of such
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projects. Conflicts thus do arise Iin the execution of

policy. In a similar fashion conflicts can arise between
the general administration division and the external ald

division because their functions do overlap.

2.4 PURPOSE OF STUJQY

Three objectives that are expected to be achieved by
the budget have been listed as;

(i) Stable macroeconomic environment;

(ii) Provision of incentives;

(iii) Establishment of a pattern of growth and

development.

For the purpose of this study the third objective is
the most important. The establishment of a pattern of
growth and development requires that revenues be
appropriated in a desirable manner. This can occur efther
through direct outlays to desired sectors or through an
appropriate strategy of development of infrastructure that,
in turn, will induce further investment. Desired sectors
refer to those areas of economic activity which contribute
most to the solution of the problems of unemployment,
balance of payments, and inflation. Percentage distribution
of gross domestic product by kind of economic activity is
presented below {in Table 2.1 to f{dentify the sector that
contributes most to the economy with agriculture and cocoa

being the principal sectors.
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Table 2.1: Percent Distribution of Gross Domestic Product

by Kind of Economic Activity

Item 1970 1973 1976 1979 1981
Agriculture and :
1ivestock 27.5 29.8 26.4 37.1 37.6
Cocoa Production 16.8 15.1 14.6 10.3 9.7
Forestry 4.9 5.2 6.0 5.1 5.7
Fishing 1.5 1.2 1.6 1.6 1.7
Mining 2.4 2.3 2.0 1.3 1.2
Manufacturing 12.7 12.7 13.8 10.7 10.9
Electricity and

water 0.3 0.7 0.7 0.7 1.0
Construction 3.9 4.3 4.7 2.3 2.1
Wholesale,

retail trade 11.3 12.4 11.1 10.1 8.4
Restaurants and

Hotels 0.5 0.5 0.6 0.1 0.2
Transport, Storage,

Communication 2.9 3.1 3.3 2.8 3.1
Finance and

Insurance 5.7 5.5 5.8 6.5 6.9
Community, Social,

Personal Services 0.5 0.7 0.9 0.9 0.8
Sources: Economic Surveys, 1972-74, 1975-76, 1977-80,

Quarteriy Digest of Statistics, June 1983.
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The Figures for each column may not add up to a hundred

percent because bank charges, government services, private
non-profit services and import duties are excluded. The
exclusfon of these areas does not affect the argument that
agriculture is the most important sector. To augment the
above statement, Table 2.2, below, is presented to highlight
the importance of agriculture as the major export earner.
Figures show that agriculture has maintained at least
60% share of the value of total exports over the years.
Given the general deterioration of the economy in recent
years and the inability to sustain imported inputs for the
manufacturing industries, agriculture’s share has increased
substantially, although the general volume and value of
total exports has dwindled. Another evidence to support
agriculture as the most Iimportant sector can be found in

recorded employment, as shown in Table 2.3.
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Table 2.2: Share of Commodities i{n Exports (percent)

[tem 1970 1974 1976 1979

Agriculture

(mostly cocoa product) 71 69 64 72
Log and timber ' 8 13 9 4
Minerals 1t 15 11 10
Others - 10 3 16 14

Source: Quarterly Digest of Statistics, March 1983,
pp. 64-67.
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Table 2.3: Recorded Employment In Establishments with
10 or more employees (°000)

Item 1971 1973 1975 1977 1979
Agriculture, Forestry

Fishing - 45.5 54.5 63.3 66.3 73.9
Mining, Quarrying 24.1 26.5 21.6 12.1 8.9
Manufacturing 56.1 56.5 60.7 54.0 48.3
Electricity, Water, Gas 16.5 8.2 9.0 8.5 9.1
Construction 44.1 39.9 43.3 36.6 28.5
Wholesale, Retalil Trades 33.9 31.7 33.8 33.6 31.6
Transport, Communication 31.6 26.9 25.3 21.3 18.8
Finance, Insurance,

Real Estate - 14.2 14.6 12.6 12.7
Community, Social,

Personal Service 144.8 150.8 159.8 178.1 196.9
Source: Quarterly Digest of Statistics, March 1983, p. 43.



51
From the above table, it is recognizable that

agriculture’s share in recorded employment has been
fncreasing over the years when compared with {mportant
export earners like mining and quarrying, and manufacturing.
The share of agriculture would be more substantial i{f we
considered establishments with fewer than 10 employees since
small scale rural farmers are very numerous.

It is also necessary to recognize the role that
agriculture plays in lessening the rate of inflation. If
agricultural productivity increases it 1is reflected in a
reduction fin food oprices and since food consumption
expenditures constitute a large fraction of total
consumption, the effect Is felt through an increase in real
fncome. |

The focus below will be on expenditures based on the
assumption that revenues are known or can be forecasted
reasonably. Expenditures are usually analyzed in a three-
fold framework:

(1) Economic control: this analysis examines the economic
framework of the budget. It tnvolves analyses of the
inctidence of taxes and expenditures, and their
distributional issues.

(11) Accountability: this analysis describes political
processes for determining allocation of resources
among competing ends. It also involves management
principles Including proper accounting procedures and

auditing. The public administration aspect of
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accountability, for instance, involves a description

of the internal working of administrative agencies,
and stages of the budget cycles.

(ifi) Efficiency: this is the framework of relevance to
this study, which deals with allocative efficiency,
and involves identification and appraisal of projects
and programs. Cost determination and constraints are
also analyzed.

The agricultural sector is the focus of this analysis
because of {ts high importance to the economy, with the
study concentrating on the agricultural development budget
(agricultural capital budget). Over the years large sums of
money have been allocated to the Ministry of Agriculture for
development purposes. However, productivity in the
agricultural sector has not experienced any major increases.
The food crises of the late 1970s and early 1980s are a

testimony to this fact.

2.5 HYPOTHESIS The agricultural development budget has not
been effective in increasing agricultural
productivity. (This of course applies to
the economy as a whole). This assumes that
the problem does not lie with technology or
other factors although productivity can
also level off even with advanced
technologies.

There is a tendency, before the fact, to associate

fncreasing budget size with performance. Experiences over
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the years in Ghana have shown however, that there may be no

correlation between budget size and productivity. By the
above hypothesis | am attempting to isolate the budget and
productivity from all other factors like the availability of
inputs, the state of the environment, quantity and quality
of labor and also demand factors. 1| am contending that when
officials do make these budget decisions they assume that
all of the above factors will be favorable and that is not
always the case.

The objective of this study is to take the development
budget and examine projects I{included in this budget and
determine whether or not these projects contribute to
development. One way of analyzing their effect on
development is by analyzing the profitablility or, in this
case, the net worth of each project. However, since §t will
not be possible to carry out this type of analysis for all
projects, I 1imit myself to one project and use benefit-cost
analysis to evaluate its importance. Details of the
objective are provided under a plan of study in section 2.6
beginning on page 58.

To support the above hypothesis a statistical summary

as shown below is In order:
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Table 2.4: Statistical Summary

(1971 = 100)

1977-79 1980-81 1982 1983 1984
Average index of food 82 74 65 73 73
Production per capita
Daily per capita calorie 86 88 68 66 -
supply (as percentage
of requirement)
Life expectancy at birth 49 54 53 59 53
Food aid (cereals in ‘000 - 46 94 58 74
metric tons)
Cereal imports (7000 - 256 211 285 311

metric tons)

Sources: World Development Reports (1981-1986)
Ghana: Policies and Program for Adjustment (1984),

p. 28
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Table 2.4 gives an indication of the food situation in

the country. It shows a declining trend in food production
from the 19708 through the early 1980s resulting in
diminished calorie supply. While life expectancy and food

ald do not follow a specific trend cereal imports seem to be
on the 1{increase. ~The budget has been ineffective not
because of the size, but because funds are allocated to
projects that are marred by inefficliencies. Decreasing
budget size will lead to hard choices, but perhaps the most
important point 1is to eliminate or reduce inefficiencles.
Change In tastes and preferences could also lead to
fncreased imports of food, but given the limited foreign
exchange and the strict government controls on imports and
exports, it would be difficult for the private sector, for
instance, to react to such changes by increasing imports.
Any increases in imports are permitted as seen fit by the
government in order to minimize citizen discontent.

To further support the hypothesis, the table below
(Table 2.5) is included to indicate the kind of food {tems
that are imported. These items transcend all food classes
thus illustrating the inadequacies in domestic production.
Table 2.5 is therefore being furnished in lileu of the

unavallability of statistics on food requirements and
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Imports of Selected Food ltems

(US $ millifon)

1979 1980 1981
Live animals 1.3 1.8 2.0
Meat 8.7 12.6 22.2
Dafry Products 5.6 6.7 4.7
Cereals 48.5 59.7 72.9
Fruits & Vegetables 52.5 58.9 69.4
Sugar & Honey 19.8 10.6 25.7
Processed oils 1.7 1.8 2.2
Fishery Products 9.4 4.8 4.5

Source: Consumer Markets in West Africa
(Euromonitor Publications 1984), p. 85
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deficiencies. On the average imports of these items have

fncreased since 1979.

One of the reasons for low productivity may be the
allocative inefficlency of the budget in the selection and
implementation of projects. Drought is also a reason for
low productivity and its effects will be discussed in a
later chapter together with incentive effects. Apart from a
few projects that have been initiated recently, most
projects included 1in the budgets for the years following
1975 are those listed {n the five year development plan of
1975776 - 1979/80. The decisfon as to which projects are
implemented first 1{s not based on the net worth of such
projects. Such decisions are made at the administrative
level by civil servants of the various agencies and
departments based mostly on politics and home districts. At
the public administration level, heads of the subunits of
the ministry of agriculture arbitrarily decide on a number
of projects (such projects being part of the plan) that they
want to undertake and present these to the ministry’s
central administrative office. Estimated costs of these
projects are based on prevailing market prices, with the
notion that they can always apply for more funds should
costs Increase. An important reason for the selection of
projects at the subunit level is the maximization of the
unit’s budget as a way of boosting the unit’s image and
fncreasing the prestige of officers. The central

administrative office of the ministry then selects from
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among these projects those that help to meet national

objectives as stated in the plan. After selecting these
projects they then estimate their costs and benefits based
on market prices and proceed to implement those that have
positive net benefits. As is so often the case 1{in most
countries the process of selection of projects is often
influenced by political considerations and the location of

the project.

2.6 PLAN OF STUDY

The plan 1{is to select the Upper Region Agricultural
Development Project as a case study of inadequate analysis
and implementation of projects. A cost-benefit analysis has
already been carried out for this project which has
subsequently been implemented. This project 1is selected
because it 1{is a big one by Ghanafan standards and it has
also been fully implemented. It is a Joint project
(I1.B.R.D./Upper Region Agricultural Development Project)
with the latter being the implementing agency.

The crops involved are rice, millet, groundnut and
cotton. Rice and millet are staples that have experienced
productivity shortfalls and increased I{imports (especially
rice). Groundnut is a source of processed olls, paste and
residues for animal and human use. Cotton is an important
raw material source for the country’s spinning and textile
millis. The project is one of a number of such projects each

designed for a different region as a basis for balanced
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regional development under the campaigns of "operation feed

yourself" and "operation feed your {industries". The
principle of Jjust allocation by region (each region having
development projects based on population and development)
guided the establishment of this project and those that
fol lowed. The projects are all intended to supplemeht each
other in satisfying the food and raw material needs of the
country. The upper region has agronomic conditions suited
for the development of the crops in question and farmers in
this region were already growing these crops. Even though
similar projects had been planned for all the regions, this
one was the first to be initiated in co-operation with the
Wor ld Bank because the region was the least developed in the
country and thus the project was used to satisfy the
principle of just allocation as explained above.

This study will concentrate on only the crops portion
because grain imports constitute a much more important drain
on foreign exchange reserves than do meat imports and also
because the 1ivestock portion was relatively too small.
Omission of the livestock portion of the project would not
bias the evaluation because the livestock portion is not
linked with the crop portion. Farmers particlpetjng in the
livestock project are not necessarily the same ones
participating in the crops project. It s therefore
possible to undertake separate evaluation for both aspects
of the project. I also do not consider the I|ivestock

project to be vital because there are enough of such
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projects in the country to meet the meat requirements.

There are numerous Cattle Development Board projects. There
are also the Ghana-Austria Project and Animal Husbandry
Projects that for reasons similar to those pertaining to
URADEP would help to lessen meat deficiency.

The objective of the study Is to carry out the analysis
again based on revised prices for materials and equipment as
well as output. From the above discussion one can deduce
the primary sources of inaccuracy to be prices and the
discount rate. The inaccuracy in prices stems from the use
of {inappropriate foreign exchange rates and the use of
administered prices to calculate costs and benefits. The
discount rate used to discount net flows does not reflect
scarcity of resources because all such rates are fixed and

do not depend on market forces.

2.7 SUB-HYPOTHESIS

"The initial project analysis was based on prices which
do not accurately reflect scarcity of resources. The
results obtained are thus not a proper basis for the
project’s implementation." The conclusions that will be
drawn from the results are applicable to all projects
included in the budget because the four major organizations
that conduct feasibility studies and carry out project
analysis use the same principles and methods. The
organizations referred to are (i) the National Investment

Bank, (1) the Capital Investment Board, (111) the
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Agricultural Development Bank, and (iv) Bank for Housing and

Construction.

In view of the similarities in methods used there is

sufficient justification to generalize that a considerable
number of the projects in the annual budgets are implemented
on the basis of inadequate information and i{naccurate
analysis. One would surmise that other approaches such as
working through the private sector and/or foreign {nvestment
would set in to fill some of the vacuum, but such sources
have not been forthcoming for fear of confiscations and
Nnationalizations. Domestic investors, for instance, engage
fy speculative activities rather than in relatively long
term investments because of the high rate of inflatfon. For
these reasons and others that will be discussed Iin
swubsequent chapters, one can conclude that the budget has
been ineffective and will continue to be inefficient as an
a7 Tocative mechanism until proper procedures coupled with
adequate i;nf‘ormatlon and analysis become prevalent.

In the next chapter | present the data and data
SOwr-ces. The original analysis as summarized in Gittinger’s
book will be presented and used as the basis for comparison.
The next part of the data will be the original (raw) data

Sbta fnable from the World Bank and Ghana government sources.



CHAPTER 3

Data Presentation and Sources

3.1. ORIGINAL ANALYSIS

This refers to the Upper Regional Agricultural
Development Project which is summarized in Table 8-1 of the
second edition of J. P. Gittinger’s book "Economic Analysis
of Agricultural Projects" and presented below. The figures
are in c¢’000s.. For the purpose of this essay the table in
question is being reproduced as Table 3.1 titled "Economic
Analysis of the Upper Region Agricultural Development
Project.”

The first part of the table deals with on-farm costs
and benefits. Incremental crop benefit refers to the
T Mmcrease in crop output resulting from the project while the
T mcremental livestock benefit is the increase in )ivestock

Tresulting from the project. The I{incremental crop and
¥V ¥ vestock inputs refer to input increases incurred on the
FSr-mas a result of the project. It is maintained that
Thhese figures are not true reflections of costs and benefits
S ¥ nce they do not take into account with and without project
= ¥ ttuations. The other parts of the table subtitled "crops

DA livestock” deal with off-farm costs for the crops and

62
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Table 3.1: Economic Analysis of the Upper Regional

Agricultural Development Project (000 cedis)

Pro ject year

Item 1 2 3 4-20
Incremental crop benefit 1,829 7,071 14,217 36,822
Incremental livestock benefit 763 1,065 2,542 9,482
Total inflow 2,592 8,136 16,759 46,304
Incremental crop input 2,635 5,836 9,464 18,724
Incremental livestock input 299 477 385 234
Total on—-farm cost 2,934 6,313 9,849 18,958
Crops
Buildings 4,709 3,476 1,895 0
Plants, vehicles, equipment 6,249 1,505 240 383
Salaries, allowances 1,487 1,730 1,840 482
Plant and vehicle operation 446 1,254 1,335 967
General administration 65 43 25 0
Physical contingencies 648 396 267 92
Total crop administrative
and processing cost 13,604 8,404 5,602 1,924
Livestock
Buildings 942 662 0 0
Plants, vehicles, equipment 245 65 0 57
Salaries and allowances 264 275 275 215
Plant and vehicle operation 71 82 82 82
Physical contingencies _16 34 _18 _18
Total livestock administrative
and processing cost 1,598 1,138 375 372
Total outflow 18,136 15,769 15,826 21,254
Incremental net benefit
(cash flow) (15,544) (7,633) 933 25,150

Pigures in parenthesis are negative.

Net present worth at 12 percent opportunity cost of capital = ¢ 85,274
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livestock projects respectively. The items in these
sections include office buildings as well as residential
quarters for the project staff. "Plants, vehicles, and

equipment"” include generators, cars and tractors while

"salaries and allowances" constitute renumeration for the
project staff. "General administration" includes stores
and stationery, equipment Jlike typewriters, duplicating
machines, stencils and administrative and clerical
activities. "Physical contingencies" generally refer to

allocations set aside to take care of damages caused by

brush fires and deterioration to the buildings and other
structures. The problem with physical contingency is that
it acknowledges the seriousness of damages only in the
first three years of the project.

3.2 CROP DATA

The targeted acreage for the listed crops as estimated
in the 1975/76 - 1979/80 Development Plan Part Il are as
shown in Table 3.2. According to officials at the
Ministry of Finance and Economic Planning the acreage for
each crop will be the same for all the different
enterprises under this crop heading. Even though these
officials couid not state categorically the acreage to be
brought under~ cultivation each year, they did agree that
since a lot of the expenditures are being incurred in the
first 3 years they expected much of the acreage to be
cultivated in the first 3 years. As to what formula will

be used they indicated that perhaps the acreage should
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Table 3.2: Acreage Targeted for Listed Crops

CROP LAND (acres or hectares)
Rice 48,000 or 19,200 ha.
Millet 65,000 or 26,000 ha.
Cotton 50,000 or 20,000 ha.
Groundnut 63,000 or 25,200 ha.

where 2.5 acres = 1 hectare

Source: 1975/76 - 1979/80 Development Plan Part II
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reflect in proportionate terms the percentage of costs
incurred for the particular year. Out of this acreage
each enterprise gets equal share of land area. Of course
this is important mostly for the first 3 vyears for the
reason that has been stated above. This means that about
twenty five percent (25%) of the acreage will be brought
under cuitivation in the first year, about twenty two
percent (22%) in the second year andagbout twenty two
percent (22%) in the third year. The remaining thirty one
percent (31%) -will be brought under cultivation in equal
amounts over the the next seventeen (17) years.

From Table 3.2 the total acreages for the crops are:
rice (48,000 acres or 19,200 hectares), millet (65,000
-acres or 26,000 hectares), cotton (50,000 acres or 20,000
hectares) and government (63,000 acres or 25, 200

hectares).

3.3 FARM MODELS

These models are just simplified representations of
typical farms included in the project. These models serve
two important functions as discussed by M. L. Brown
(1982). They facilitate analysis of the attractiveness of

the project to different groups of farmers and help in the

aggregation of the projects’ total costs and benefits.
One can observe changes in output and also in input
structures between models. Except where explicitly

stated; harvesting includes dehusking and shelling. No

reasons were given in situations where these activities
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were separated. The number of models reflects the wishes
of bureaucrats rather than what the nature of the project
determined. As will become evident in the analysis, not
all enterprises are profitable. Assumptions made by
officials at the Ministry of Finance and Economic Planning
about phasing of the area to be brought under the
influence of the project and projection of increases in
productivity all reflect what these officials would like the
farmer to do and not necessarily what the farmers are likely
to do.

The years four to twenty (4-20) have been aggregated

for convenience. No aggregation error is incurred and
hence the analysis is not affected because each year has
been worked out separately and then added in order to

save space.
Table 3.3 refers to the traditional method for rice

cultivation. The estimated output per hectare is one

thousand ki lograms per year (1000 kg/year) over the life
of the project. As regard inputs} mandays of labor
required in the first year are three hundred and forty

three (343) days. This number reduces to two hundred and
ninety three (293) days over each of the next nineteen
years. Landclearing required fifty mandays and this was
only in the first vyear. With constant wusage and weeding
there was no need for any clearing in subsequent years.
Seed ‘broadcasting took five mandays of labor per year over

the 1ife of the project. Since this is the traditional
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Table 3.3: (Rice) Traditional Method (1.0 hectare)
Project Year

Physical Unit 1 2 3 4-20
Output kg 1000 1000 1000 17,000
Inputs
Labor: mandays 343 293 293 4,981
Landclearing 50 - - -
Seedbroadcasting 5 5 5 85
Fertilizer application - - - -
Weeding 100 100 100 1,700
Birdscaring 148 148 148 2,516
Harvesting 40 40 40 680
Seed kg 70 70 70 1,190
Fertilizer: kg - - - -
15:15:15 - - - -
Sulphate of ammonia - - - -
Seed dressing gm - . - -
Storage chemical gm - - - -
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 5 - 5 40
Source: Ministry of Agriculture; Ghana Agricultural Sector

Review
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method there was no fertilizer application. It took one
hundred mandays of labor per year for weeding over the
life of the project. Child labor was used to scare away
birds from destroying the crop and this required one
hundred and forty eight days of labor per year over the
lilfe of the project. [t took forty mandays of labor per
year to harvest the output. Seventy kilograms of seeds was
applied per hectare per vyear. No ferilizers of o;her
chemicals were used. The tools used by the farmers were
hoes and sickles (cutlasses) and for each hectare the
farmers used one hoe and one sickle. These tools had a
life span of two years so no tool purchases were made or
included for every other year over the project’s life. Each
sack could load approximately two hundred kilograms of
grain so five sacks were required. The lifespan of a sack
was also estimated at two years so no sack purchases were
made or included for every other year over the project’s
life.

Table 3.4 refers to the improved method for rice
cultivation. The output per year over the project’s life is
fourteen hundred. There are some variations in the input
structure when compared with the traditional method. The

improved method required three hundred mandays of labor in

the first year and three hundred mandays for each of the
subsequent yvyears. These requirements are slightly higher
that the requirements for the traditional method over the

years that they represent. Landclearing still required
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Improved Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 1400 1400 1400 23,800
Inputs
Labor: mandays 350 300 300 5,100
Landclearing 50 - - -
Seedbroadcasting 5 5 5 85
Fertilizer application 2 2 2 34
Weeding 100 100 100 1,700
Birdscaring 148 148 148 2,516
Harvesting 45 45 45 765
Seed kg 70 70 70 1,190
Fertilizer: kg

15:15:15 125 125 125 2,125
Sulphate of ammonia 125 125 125 2,125
Seed dressing gm 210 210 210 3,570
Storage chemical gm - - - -
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 7 - 7 56

Source: Ministry of Agriculture; Ghana Agricultural Sector

Review
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fifty mandays of labor and this took place in the project’s
first year. Seed broadcasting also required five mandays
of labor per year. Unlike the traditional method, the
improved method included the use of fertilizers for which
two mandays of labor were required per year over the
project’s life. One hundred mandays of Ilabor were
required for weeding per year while one hundred and forty
eight days of child labor were required to scare away the
birds. Because of the estimated increase in output,
harvesting required forty five mandays per year as opposed
to forty mandays under the traditional method. the same
number of kilograms of seed (seventy) was also required
per year over the project’s life. The significant change
in the input structure was the the use of fertilizer. Two
‘types of fertilizer wer used. One hundred and twenty five
kiolgrams of 15:15:15 and the same weight of sulfate of
ammonfa were applied per hectare per year over the project’s
life. The seeds were also treated with seed dressing for
which two hundred and ten grams were required per year.
One hoe and one sickle were required for every other year.
Seven sacks were required in the first year and for every
other year to hold the output.

The Table 3.5 refers to the advanced method of rice
cultivation. The estimated output per year is two thousand
kiligrams per hectare over the span of the project. As
regards fnputs a total of two hundred and eighty mandays

will be required every year. One difference between the
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Advanced Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 2000 2000 2000 34,000
Inputs
Labor: mandays 280 280 280 4,760
Landclearing - - - -
Seedbroadcasting 5 5 5 85
Fertilizer application 2 2 2 34
Weeding 75 75 75 1,275
Birdscaring 148 148 148 2,516
Harvesting 50 50 50 850
Seed kg 80 80 80 1,360
Fertilizer: kg

15:15:15 125 125 125 2,125
Sulphate of ammonia 250 250 250 4,250
Seed dressing gm 240 240 240 4,080
Storage chemical gm 800 800 800 13,600
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 10 - 10 80

Source: Ministry of Agriculture;

Review

Ghana Agricultural Sector



73

advanced method and the ' previous two methods s that
'government machinery was used for the landclearing for which a
lump sum fee of two hundred and sixty five cedis was charged
per hectare for the first year. Seed broadcasting required
five mandays per year, while Feftilizer application took two
mandays per year. The seventy five mandays of labor
required for weeding was less than was required under the
traditional and advanced methods because the machines were
able to uproot most of the roots and thus 1imit weed growth.
The same number of days of child labor (one hundred and
forty eight) was needed to scare away birds from the crop.
There was an increase in the number of mandays of labor
needed for harvesting from forty five for the advanced
method to fifty because of the expected increase in output.
Eighty kilograms of seeds was needed per year, while one
hundred and twenty five kilo grams of the fertilizer
15:15:15 was required. Two times the weight of 15:15:15 was
required in the use of the other fertilizer, sulfate of
ammonia. Two hundred and fory grams of seed dressing was
required. The other variation for this enterprise was the
usage of storage chemicals of eight hundred grams per
hectare per year. The increase in output was matched by a
corresponding increase in the number of sacks required to

bag the output. |
Table 3.6 refers to the irrigated method for rice
cultivation. The output per hectare per year over the

project’s l1ife span was estimated at thirty five hundred
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Irrigated Method (1.0 hectare)

Proiject Year

Physical Unit 1 2 3 4-20
Output kg 3500 3500 3500 59,500
Inputs
Labor: mandays 125 125 125 2,125
Landclearing - - - -
Seedbroadcasting 5 5 5 85
Irrigation 15 15 15 255
Weeding 45 45 45 765
Harvesting 60 60 60 1,020
Seed kg 90 90 90 1,530
Fertilizer: kg
15:15:15 250 250 250 4,250
Sulphate of ammonia 250 250 250 4,250
Seed dressing gm 270 270 270 4,590
Storage chemical gm 1,400 1,400 1,400 23,800
Tools and others nos.
Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 18 - 18 144.

Source: Ministry of Agriculture; Ghana Agricultural Sector

Review



75

kilograms. There was a decline in the total number of

mandays of labor but this is translated into an increased

in the cost structure because of the reliance on
geovernment owneq and operated mechanization Faci]ities
for landclearing, irrigation, harvesting and seed
broadcasting. As a result of the mechanization activities
fice mandays of labor were required for seedbroadcasting
and fifteen mandays for irrigation related activities.
Weeding required forty five mandays of labor while
harveting took sixty mandays. Ninety kilos of seed for

planting was needed while two hundred and fifty kilos of
15:15:15 and the same quantity of sulfate of ammonia will

be used. Two hundred and seventy grams of seed dressing

will be requires as well as fourteen hundred grams of
storage chemical. To bag the output eighteen sacks will be
needed.

Table 3.7 refers to mechanized method of rice
cultivation. There is a significant reduction in the
estimated output when compared to the irrigated method of
rice cultivation. The estimated output is one thousand
kilos per hectare per year. On the finput side thirty
mandays of labor were required per year for weeding. All
the other activities classified under labor are accounted
for in the cost structures. Seed broadcasting, fertilizer
application and harvesting were all accounted for Iin fump
sum fees paid to the government for services obtained by use

of government machinery and their operators. About seventy
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Mechanized Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 1000 1000 1000 17,000
Inputs

Labor: mandays 30 30 30 510
Landclearing - - - -
Seedbroadcasting - - - -
Fertilizer application - - - -
Weeding 30 30 30 510
Harvesting - - - -
Seed kg 70 70 70 1,190
Fertilizer: kg

15:15:15 250 250 250 4,250
Sulphate of ammonia 125 125 125 2,125
Seed dressing gm 210 210 210 3,570
Storage chemical gm 400 400 400 6,800
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 5 - 5 40

Source: Ministry of Agriculture;

Review

Ghana Agricultural Sector
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kilos of seed were required, while two hundred and fifty
kilos of 15:15:15 fertilizer was required per hectare per
year.

On the other hand only a hundred and twenty five kilos
of sulfate of ammonia fertilizer were required. Despite
the relatively low seed requirement and output Llevel,
about two hundred and ten grams of seed dressing and four
hundred grams of storage chemical were required. Due to
the estimated output of a thousand kilos only five sacks
were required. The Iimportant point to note about the
mechanized method is that while it led to increases in input
costs it only yielded just as much as was estimated for the
traditional method.

Table 3.8 refers to the traditional method of millet
cultivation. Millet is not &a widely consumed product
although it is a major staple of the peoples in the
northern and upper regions of the country. Its inclusions
in the project is in line with the policy of satisfying
domestic food consumption by encouraging local production.
By also encouraging farmers 1{in the area to {improve
efficiency it is hoped that their output and incomes will
increase. The estimated output per hectare ﬁer year was
four hundred kilos. Millet cultivation is a tedious process
which requires a lot of tlabor. Three hundred and eighty
five mandays of labor were required in the first year of
the project. Two hundred and forty of these days were

required for land clearing while forty days were required
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Table 3.8: (Millet) Traditional Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 400 400 400 6,800
Inputs
Labor: mandays 385 90 145 1,970
Clearing 240 - - -
Land preparation 40 - 40 320
Planting 15 - 15 120
Weeding 40 40 40 680
Harvesting 30 30 30 510
Dehusking & shelling 20 20 20 340
Pertilizer application - - - -
Seed kg 14 14 112
Seed dressing gm - - - -
Storage chemical gm - - - -
Fertilizer: kg

15:15:15 - - - -
Sulphate of ammonia - - - -
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 2 - 2 16

Source: Ministry of Agriculture; Ghana Agricultural Sector
Review
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for land preparation and another fifteen days for
planting. The clearing, as was the case with rice
cultivation, was a one time thing. The millet crop also has

two major yields thus there was no need for land

preparation or planting in the second vyear. These
activities took place every other year. There had to be
weeding every vyear of which forty mandays of labor were

required. Harvesting required thirty mandays of labor per

year while dehusking and shelling required twenty mandays

per year. Under the traditional method there was no
fertilizer application. Fourteen kilos of seed were
required for planting every vyear. The seeds were not

treated so there was no need for seed dressing, neither was

there any need for storage chemical because the output per

year was expected to be consumed that year. A hoe and
sickle were required in the first year and every other
year. Two sacks were also required every other year to

bag the output.

Table 3.9 refers to the improved method of millet
cultivation. The estimated output per hectare per year fis
eight hundred kilos over the life of the project. There
is also an increase in the number of mandays required in
the first year from three hundred and eighty five
(traditional) to four hundred and fifteen. The same
number of mandays required for clearing, land preparation,
planting and weeding under the traditional method also

apply under the improved method. More mandays are, however,
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Improved Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 800 800 800 13,600
Inputs
Labor: mandays 415 115 175 2,435
Clearing 240 - - -
Land preparation 40 - 40 320
Planting 15 - 15 120
Weeding 40 40 40 680
Harvesting 45 45 45 765
Dehusking & shelling 30 30 30 510
Fertilizer application 5 5 40
Seed kg 14 - 14 112
Seed dressing gm 42 - 42 336
Storage chemical gm - - - -
Fertilizer: kg
15:15:15 100 - 100 800
Sulphate of ammonia 100 - 100 800
Tools and others nos.
Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 4 - 4 32

Source: Ministry of Agriculture; Ghana

Review

Agricultural Sector
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required for harvesting and dehusking and shelling
respectively due to the expected increase {in estimated
output. Fertilizer is also applied under this method and
this requires five mandays in the first year and every
other year. The same quantity of seeds (fourteen kilos)
will also be required every other vyear for planting.
Before planting the seeds were expected to be treated and
this would require forty two grams of seed dressing. Two
hundred kilograms of fertilizer was also applied, and four
sacks were needed every other year to bag the output. As
[ have already stated, millet is a grain that is consumed
locally in the northern and upper regions. The limited
marketability prevents many farmers from producing
traditional and improved methods of cultivation. Labor
usage also declines after the first year because of the
absence of clearing and the accompanying need for mandays
of labor.

Table 3.10 refers to the traditional method of cotton

cultivation. The estimated yield per hectare per year fis
five hundred kilos over the project’s 1{ife span. Two

hundred and forty mandays of labor are required in the
first year of the project but this reducés to one hundred
and ninety mandays per year over the next nineteen years
because of the absence of fand clearing and 1its labor
requirement of fifty mandays. Land preparation requires
mandays per year over the project’s life while planting

requires about twenty mandays of labor per hectare per year
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Table 3.10: (Cotton) Traditional Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 500 500 500 8,500
Inputs
Labor: mandays 240 190 190 3,230
Landclearing 50 - - -
Land preparation 50 50 50 850
Pertilizer application - - - -
Planting 20 20 20 340
Weeding 40 40 40 680
Harvesting 80 80 80 1,360
Seed kg 70 70 70 1,190
Fertilizer: kg
15:15:15 - - - -
Sulphate of ammonia - - - -
Seed dressing gm - - - -
Tools and others nos.
Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 3 - 3 24

Source: Ministry of Agriculture; Ghana Agricultural Sector
Review
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over the project’s duration. Weeding will require about
forty mandays of labor per hactare per year while harvesting

required eighty mandays per hectare per vyear. Fertilizer was

not applied, neither was seed dressing. Seventy kilos of
seed were required for planting, and three sacks were
required for bagging the out put. As will become evident
in the cost tables corresponding to these physical input
tables, there seem to be too many inputs for too little

output for the different kinds of enterprises for cotton
cultivation and this will have adverse effects on the
profitability of the project as a whole.

Table 3.11 refers to the improved method of cotton

cultivation. It was estimated that output per hectare per
year would be about a thousand kilos. On the input side
two hundred and sixty two mandays of labor were required

for the first year of the project. This figure reduced to

two hundred and twelve mandays per hectare per year over
the next nineteen years accounting for the fact that
landclearing which required fifty mandays in the first

yvyear is a one time activity and was not required in the
following years. Land preparation required fifty mandays
per hectare per year over the project’s duration while

fertilizer aoplication required only two mandays per hectare

per year. The number of days required for fertilizer
application and the quantity of fertilizer appeared to be
compatible with requirements for other enterprises except

those for fmproved method for millet cultivation.
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Table 3.11: (Cotton) Improved Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 1000 000 1000 17,000
Inputs
Labor: mandays 262 212 212 3,604
Landclearing 50 - - -
Land preparation 50 50 50 850
Fertilizer application 2 2 2 34
Planting 20 20 20 340
Weeding 40 40 40 680
Harvesting 100 100 100 1,700
Seed kg 70 70 70 1,190
Fertilizer: kg

15:15:15 125 125 125 2,125
Sulphate of ammonia 125 125 125 2,125
Seed dressing gm 210 210 210 3,570
Storage chemical gm

Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 5 - 5 40

Source: Ministry of Agriculture;

Review

Ghana Agricultural Sector
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Planting required twenty mandays of labor per hectare per
year while weeding required forty mandays per hectare per
year. Because of the estimated increase in yield from five
hundred to one thousand it was also estimated that labor
requirements for harvesting will increase to one hundred
mandays per hectare per year. Seed requirements remained
unchanged at seventy kilos per hectare per year over the
life of the project. One hundred and twenty five kilos of
sul fate bF ammonia fertilizer was required per hectare per
year and the same quantity was required of 15:15:15
fertilizer. The seeds were treated with seed dressing of
yhich two hundred and ten grams were required per hectare
per year. A hoe and a sickle were required every other
year while five sacks were required every two years to bag
the output.

Table 3.12 refers to the irrigated method of cotton
cultivation. The estimated output per hectare per year for
this enterprise is fifteen hundred kilos. The input side
shows a very sfignificant decrease in the number of mandays
required per year. This is due to the fact that many of the
activities are undertaken by government operated facilites.
Specifically, landclearing, land preparation, fertilizer
application, planting, irrigation and harvesting are all
undertaken by government operated machinery. Each of these
services performed carries with it a lump sum service
charge’'of two hundred and sixty five cedis per hectare per

year. Labor input is therefore accounted for in the
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Table 3.12: (Cotton) Irrigated Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 1500 1500 1500 25,500
Inputs
Labor: manday 30 30 30 510
Landclearing - - - -
Landpreparation - - - -
Fertilizer application - - - -
Planting - - - -
Irrigation - - - -
Weeding 30 30 30 510
Harvesting - - - -
Seed ' kg 90 90 90 1,530
Fertilizer: kg

15:15:15 250 250 250 4,250
Sulphate of ammonia 250 250 250 4,250
Seed dressing gm 270 270 270 4,590
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 8 - 8 64

Source: Ministry of Agriculture; Ghana
Review

Agricultural Sector



87

performance of these services. The only easily
identifiable labor activity is weeding which required thirty
mandays per hectare per year. Seed requirements were ninety
kilos per hectare per vyear. The seeds were treated with
dressing of which two hundred and seventy grams were
required per hectare per year. Ferilizer was applied and
this required two hundred and fifty kilos of 15:15:15 and
the same quantity of sulfate of ammonia per hectare per
year. One hoe and one sickle were required per hectare
per year and per every other year while eight sacks were
required to bag the output.

Table 3.13 refers to the traditional method of
groundnut cultivation. The estimated output per hectare
per year was eight hundred kilos. On the input side one
hundred and sixty mandays of labor per hectare were needed
in the first year. This number decreased to one hundred
and ten mandays per hectare per year over the remaining
nineteen years because landclearing, which by itself
required fifty mandays per hectare in the first year of

the project, was not an activity needed in the remaining

years of the project’s duration. Twenty mandays of labor
were required per hectare per year for planting. No
fertilizer was applied under this method. Weeding
requited forty mandays per hectare per year over the

project’s duration while the activities of harvesting, and
dehusking and shelling each required twenty five mandays

of labor per hectare per year. Eighty kilos of seed were
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Table 3.13: (Groundnut) Traditional Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 800 800 800 13,600
Inputs
Labor: mandays 160 110 110 1,870
Landclearing 50 - - -
Planting 20 20 20 340
Fertilizer application - - - -
Weeding 40 40 40 680
Harvesting 25 25 25 425
Dehusking and shelling 25 25 25 425
Seed kg 80 80 80 1,360
Seed dressing gm - - - -
Fertilizer:

15:15:15 gm - - - -
Sulphate of ammonia gm - - - -
Tools and others nos.

Hoe 1 - 1 8
Sickle 1 - 1 8

4 - 4 32

Sack

Source: Ministry of Agriculture; Ghana Agricultural Sector
Review
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required per hectare per year for planting. One hoe and one
sickle were required in the first year and every other year

while four sacks were needed to bag the output. Each sack

had a l1ifespan of two years. [t can be seen that no
requirements were made for land preparation. This is due
to the fact that the process of harvesting groundnut is

such that by the time the harvesting is over the land is
ready for use.

Table 3.14 refers to the improved method of groundnut
cultivation. The estimated output per hectare per year was

fifteen hundred kilos over the project’s duration. On the

input side two hundred and fifteen mandays of labor were
required per hectare in the first year. This total labor
requirement decreased to one hundred and sixty five

mandays per hectare per year over the next nineteen years.

The reduction in labor requirement is attributable to the

satisfaction of <the requirement for land clearing which
took place only in the first year and wutilized fifty
mandays of labor. Planting required twenty mandays per
hectare per year over the project’s duration while

fertilizer application utilized fifteen mandays per hectare
per year. This requirement differed from the requirement

for the other enterprises which ranged from two mandays to

five mandays except where a lump sum charge applied for
the use of government operated machinery. Weeding
required forty mandays per hectare per year over the

project’s duration. There was an increase in the number of
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Improved Method (1.0 hectare)

Project Year

Physical Unit 1 2 3 4-20
Output kg 1500 1500 1500 25,500
Inputs
Labor: mandays 215 165 165 2,805
Landclearing 50 - - -
Planting 20 20 20 340
Fertilizer application 15 15 15 255
Weeding 40 40 40 680
Harvesting 45 45 45 765
Dehusking & shelling 45 45 45 765
Seed kg 90 90 90 1,530
Seed dressing gm 200 200 200 3,400
Fertilizer:
15:15:15 gm 120 120 120 2,040
Sulphate of ammonia gm 120 120 120 2,040
Tools and others nos.
Hoe 1 - 1 8
Sickle 1 - 1 8
Sack 8 - 8 64

Source: Ministry of Agriculture; Ghana Agricultural Sector

Review



91
mandays required for harvesting form twenty five

(traditional) to forty five because of the expected increase

in output. Dehusking and shelling also required forty
five mandays of labpr per hectare per vyear over the
duration of the project. Ninety kilos of seed were
required for planting each vyear and these seeds were
treated with two hundred grams of seed dressing. One

hundred and twenty kilos of sulfate of ammonia and the same
quantity of 15:15:15 fertilizer were applied per hectare per
year. One hoe, one sickle and eight sacks were required in
the first year and every other vear.

The corresponding revenue and cost tables for these

physical output and input tables will be presented in the‘
analysis. It will be shown <that not all of these
enterprises were profitable. Their inclusion in the

project’s design thus affected the net worth of the project.
An alternative design would have deleted these
unprofitable enterprises and increased the acreage for the
profitable enterprises thereby reducing wastage of resources
while at the same <time increasing the effectiveness of the

budget.

3.4 ADMINISTRATIVE DATA

There is one administrative unit for the crop project.

"The administrative data have two parts: the foreign
exchange component and the local component. The
assumption underlying this dichotomy according to the

Ministry of Finance and Economic Planning representatives
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is that generally about 907% of expenditure on buildings,
plants, vehicles, and their operation and physical
contigencies require foreign exchange while 10% is in local
currency. Salaries and al lowances and general
administration did not have andy foreign component. Foreign
participation wa<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>