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SELECTED ISSUES IN TRADE REFORM
AND LIBERALIZATION IN GHANA

by

PROF. BARTHOLOMEW ARMAH *

A Review of Developments in the International
Sphere

Ghana's trade reform and liberalization policies must
be analyzed in the context of the new multilateral and
regional trading arrangenients currently in place.
Foremost among these is the WTO agreements. in
as much as they govern all other trading
arrangements. This brief highlights key elements and
provisions of the key international and regional trade
arrangements (1.e.. WTO. ACP-EU and the Aftica
Growth and Opportunity Act). Ghana’s trade
reforms and policies since the Economic Reform
Program are then examined in the context of their
ability to foster domestic internationa.
competitiveness within the framework of the
opportunities and constraints posed by the new
trading arrangements. The final section provides
examples of best international practices in the sphere
of international trade and domestic competitiveness

WTQO, EU-ACP, AGOA

Under the 1994 Marrakesh Treaty establishing the
WTO, developed and developing countries resolved

to promote free trade. As a result, both groups of
countries are required to lower their tariff barriers
and restrict the use of quotas and other non-tariff
barriers. Consistent with this objective. tariffs on all
agricultural products are now bound (i.e.. have a
ceiling). Previously. more than 30% of agricultural
produce had faced quotas or import restrictions.
However, over a six year period, commencing in
1995, these tariffs are gradually being reduced In
general, almost all import restrictions that did not take
the form of tariffs. such as quotas, have been converted
totarifls -a process known as tariffication In this
context. Ghana committed itself to tariff binding and
tariff reductions, tariflication of non-tarift barriers in
agriculture. reduction of some domestic support
measures/subsidies, provision of greater market
access to other WTO members, liberalization of
financial markets, and removal of import licenses

Llements of the ACP-EU Coutonou Agreement
signed on June 23. 2000 were largely influenced by
WTO agreements. Consistent with the WTO spirit
of'achieving free trade by December 31, 2007, the
specia. concessions granted by the fifteen EU
member states to the ACP countries will be replaced
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bv new agreements that promote free trade and
reverse the Lome Convention provisions of non-
reciprocal duty-free access by ACP countries to the
EU market. Although ACP countries will still have
their present access to EU markets, the EU is bound
1o give similar duty firee market access to exports of
other countries

Issues

The termination of the non-reciprocal trade
concessions will mean unrestricted access to Affican
markets tor European goods. regardless of the ettect
on local agricultural and industrial production.
Combined with the WTO's drive toward trade
liberalization. it makes it increasingly imperative that
developing countries adopt measures that promote
etficiency and international competitiveness in the
production of goods and services for both the export
and domestic markets. Lower barriers to trade imply
that domestic tirms that produce import competing
products will not be spared the ravages of unfettered
competition. There is a small window of opportunity
prior to 2007, when Ghana and other developing
countries can still enjov preterential treatment in EU
markets cunder the Coutonou Agreement) and US
markets (under AGOA)

Given the dearth of time and the capacity and
technological constraints tacing domestic tirms, Ghana
van best exploit the small window of opportunity by
negotiating partnership arrangements with
foreign firms that have the production capacity. but
lack preferential access to lucrative US (under
AGOA) and EU (under ACP-EL') markets Such
coaperation however, requires substantial
mmprovements i physical and soctal infrastructure.
lower transactions costs. and the achievement ot
macro-stabiliny

Ihe window olopportunity will however. close by
end-December 2007 Inthis context. itis relevant to
ask whether current trade policy and retorms are
conducive to promoting the
competitiveness of domestic firms. What measures
should be adopted to promote the international
competitiveness of domestic firms?

mimical or
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Ghana’s Trade Policies in the Context of the
New Trade Regime

The trade policy elements of the Economic Recovery
Program marked a reversal of a protectionist trade
regime in Ghana. It replaced an economic
development plan based on import substitution with
a growth strategy based on export expansion. Specific
measures to effect this transition involved the
taritfication of quantitative restrictions on imports.
taritt rationalization, the removal of limitations on the
availability of foreign exchange, a shift away from a
fixed to a flexible exchange rate regime, and the
elimination of price controls and agricultural subsidies.

Issue

However, to date, there is an absence of a clearly
laid out strategic Trade Policy in Ghana, linking trade
objectives and policies with other macro-economic
indicators and overall growth. Elements of such a
policy exist, but in an uncoordinated form in various
official and unofficial documents. Such a document
provides a context for evaluating the effectiveness of
policy instruments such as taritts and the exchange
rate

Tariff Trends and Domestic Competitiveness

Ghana simplitied its taritf structure and removed
quantitative restrictions after the introduction of the
Economic Recovery Program in 1983 Prior to the
2001 Budget Statement, the tariff structure had three
rates: 0 and 5 percent for primary products, capital
goods and some basic consumer goods; a 10 percent
rate for raw materials and intermediate inputs as well
as for some consumer goods: and in 2000 a lowering
of the top rate from 25 percent to 20 percent for
final consumer goods n 2000 a special 20 percent
import tax was levied on 32 (currently 23) goods to
protect domestic industries from “dumping™ In
March 2001. all zero-rated imports were replaced
by a 5 percent duty rate as part of a revenue raising
measure

The level of protective tariftis in reality much higher
than implied by the structure since taxes are computed




onthe duty-inclusive value of the import. Asa result,
the overall tax rate can be as high as 60 percent and
Over in some cases.

Although as 0f 2000, Ghana’s simple average tariff
rate of'12.2 was significantly lower than the average
for ECOWAS (18 percent). actual taxes collected
as a percentage of the total value of imports amounted
to 7.1 percent. The key explanation for this trend is
that the current system has an extensive zero-rating
component and a significant number of exemptions,
particularly on intermediate raw materials and capital
goods. In 2000, over 22 percent of imports were
admitted exempt from import duty. Presumably. the
objective isto lower the domestic cost of production
and thereby encourage the development of local
industries. However, the impact of such exemptions
on effective protection rates and the consistency of
such protection with the country’s implicit trade
strategy, are not obvious and need to be studied

Exemptions in Ghana fall under three categories. The
first category of exemptions are provided in Parts A
and B of'the Third Schedule ofthe Customs. Excise
and Preventive Service Act, 1994 (Act 476). Part
A of'this schedule specifies persons, institutions or
organizations exempted from payment of import
duties (c.g.. Government. Privileged Persons.
Organizations and Institutions). Part B provides
general exemptions for certain goods. and in some
cases certain types of uses

The second category provides temporary exemptions
from import duties tor goods in Bonded Warehouses
and Free Trade Zones as long as goods produced or
stored in such premises remain in these locations
However. if'the goods are re-exported directly or
indirectly as mputs m production of'exported goods.
they become liable for duties

These are advertising materials: aircralt parts and
aceessorics, passengers’ personal baggage and clfects.
cducattonal. cultural. and scicnutic naterials: W Alrica raw
foodstnlts and fish canght by Ghanaian vessels, fishing
cear, mtants' Toods. machinery and cquipment lor
aenenhiure. chemicals lor agriculre: jute bags tmporied
by COCOBOD. pils of a chartable nature. and paching
materrals for export bearing the company's logo

Legistative ((bent

The third form of exemptions provides special tarift
treatment for certain approved importers or
producers. They comprise imports by manufacturers
approved by the Commissioner, and imports by
enterprises under the Ghana Investment Promotion
Act, 1994 (Act 478) Manufacturers may also apph
for exemptions under this category by applving 1o
the Commissioner of Customs. This category of
exemptions places too much discretionary power in
the hands of the Commissioner. This aspect of the
law must be revised

Among the Third Schedule exemptions. the Minerals
Commission and the Ministry of Finance account for
the bulk of the exemptions®. However. imported
goods in bonded warehouses constituted the single
largest source of exemptions in Ghanain 1998 (34 6
percent of exempt imports).

Issues

As highlighted above. anissue with the present tanifl
structurce is that exemptions allow for too much
discretion onthe part of the Commissioner Section
H 17 of the Customs and Excise Law states that

e Commissioner MAY greai exemptions from
customs duty for specified imports in respect of
approved projects i menmfactring - The word
MAY is ambiguous and allows for discretionar
power on the part of the Commissioner. This creates
opportunity for abuse and corruption, and the
promotion ofinetficient firms at the expense ofmore
competitive ones

Furthermore. duc to capacity constraints in
monitoring. exempted items tend to be misapphed
This is particularhy relevant for products that can serve
multiple uses Exempting them fora specitied use does
not present the exempted good trom being applied
1o analternative use This can unfairly disadvantage
domestic competitors

“These exetnptions apply 1o rmports of fe mustries W hich
the Mol nerther intuates norbenelins fron directiy
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Supervision, monitoring and accounting tfor
exemptions granted through the MoF is weak since
the MoF does not have a database for exemptions
granted to each line ministry. As aresult, CEPS lumps
all the exemptions under the MoF. With no data
available, the MoF cannot and does not account for
or report exemptions to Cabinet, Parliament or the
public. This makes review of the system virtually
impossible. and consequently leaves it opento abuse.

dhere s therefore a need for Mol 1o develop a
database of exempiions by line ministry. i
addition, line ministries must budge! for all their
e requirements. Where they exceed then budget.,
a supplementary budger musi he songhi and
granted. based o meri. Seeking particimentary
exemplions must be disconraged.

Nloreover, largely duc to the number of exemptions,
the tarittstructure is characterized by wide variations
in the level of effective protection, ranging from a
low of 8% tor electrical products to a high 0 72%
tor the food processing industry: Inaddition to wood
processing. textile garments and turniture. food
processing is considered a priority area tor industrial
development

I ths respect. 1 os aporiant 1o continnally
assess these so-called wndusery clusiers 1o
determune wherher thewr effective rares of
protection are adeqguate cor appropricaie i the
context of their performeance.

The productivity and efficiency of firms in the high
priority clusters must be continuallv monitored. and
poorly pertorming firms must lose their preferential
\‘lulux Furthermore. the on erall level ol protection
tor such firms must be continually assessed to
determine whether the protection enjoved is excessive
or appropriate

Studies res ead that records ol goods cleared out of!
honded warcheuses o Aeera which accounts tor
about 73 percent o bonded warehouses, are poor
Phis makesitdiicult to rrack the destination ot the
Naforiy of iports that enpon LCMPOTI. exemption
Ao warchouses I ioos onk 23 7 pereent of coods
cntered mto warehouses and free zones were
weconnted torm e ASY CU D\ database

P Legisbutive ((Lent

In response to abuses of the bonded warehouse
system. CEPS now requires that entries into
warehouses must be applied for on a consignment-
by-consignment basis. The result has been long delays
in granting permission for such entries. and
consequently . high and unnecessary port and storage
charges. However, the measures have not addressed
the fundamental problem ofleakages since the current
system of physical control and monitoring appears
to be operationally inettective.

Abolistrihe consigiment systenr cirrently in place
and replace the manmal system of recording
(ransactions witl a compuierized sSysiem
{c.\/u'c'/u//_\' it Jamestown). //11/)/‘()\'0 Secnriny witlr
respect to movemenls of goods from ywarehonse
1o warehouse.

The majority of goods passing through bonded
warchouses appear to be consumer goods and
finished products, implying that bonded warehouses
are mainly used by traders for delaying import duty
payments, rather than manufacturing under bond for
export or domestic sales. Of the 200 bonded
warehouses i Jamestown. onlv 23 are tor raw
materials. the rest are for general goods

[0 disconrage s practice, the annat license
fee must varywith the type of commodiny: stored
i the wwarehionse. I-unshied products mist attract
a significantly higher fee tharr ravw maiertals. To
cnsure thai the real value of the fee is realistic. 11
must be expressed as a dollar equivalent.

Free Zones. if designed and managed efliciently, can
be an important vehicle for boosting Ghana's
manufactured exports trade by providing a low-cost
environment for domestic and foretgn investors to
operate However, it is reported that the vast mtajority
ol free zone enterprises currently licensed or
operation are mere trading companies with hitde of
no value addition The extremcly generous income
tax incentives for zone operators. coupled with weidh
enforcement and monitorimg mechanisms 1o ensure
compliance with the spirit of the Free Zones Act ol
1993 (¢ the promotion ofexport manutacturing).has
contributed fargehy to this tend Furthermore issties
ol poor monitoring and contol are even more

Suge 4



pronounced for Free Trade Zones than for bonded

warehouses Thisis particularly the case tor so-called
Free Zone Enterprises since such firms enjoy the

exemptions associated with a FTZ, but are not

required to locate in a Free Trade Zone

Discourage the establishment of free zone
enterprises. Restructure the incentive system 1o
penalize low value addition firms and reward high
vetlie addition firms.

The use of exemptions from import duties on capital
equipment and/or raw material inputs as a tax
incentive to attract foreign and domestic industry. must
be revisited in the light of international best
experiences which indicate that such incentives rank
low inthe priorities of investors in making investment
decisions. Political stability, macro-stability and good
infrastructure have been shown to be more effective
incentives to investment. In this connection. the recent
commitment in the 2001 Budget by government to
limit the tax holiday provided under GIPC Law. Act
478 to no more than 10 vears. is a step in the right
direction

In general, poor monitoring and control of exemption
programs can undermine domestic competitiveness
and export growth as a result o one or a combination
of the following

» Ineligible firms enjoy exemptions and
unfavorably compete with more efficient firms:
this breeds a crop of inefficient firms and
destroys the more efticient firms

¢ Leakage of bonded warehouse imports into
the local market can unfairly undermine the
competitiveness of producers of import
competing products

I'he extensive use ol exemptions may be due to the
operational constraints associated with the duy
dranvhback scheme. The procedures governing the
wvstem tend to be slow and cumbersome and it 1s
reported that in some cases the ninmum time required
1o processa claintis 3 to 4 months Asanaliernative.
lirms that are not reimbursed by the deadline. must
be able to oflset their reimbursements against their
tax habihities

Legistative (et

To promote domestic industry, priority should be given
to lowering the tax liability of importers of raw
materials and intermediate inputs used in the
production of manufactured exports. However, there
are some operational difficulties in distinguishing inputs
from finished goods Some finished products such as
air conditioners also constitute inputs in the production
of other commodities. The definitions of'inputs and
raw materials must be clarified to avoid undulv
penalizing exporters

Exchange Rate Policy

Another key aspect of trade policy 1s the exchange
rate. Ghana moved fiom a fixed to a flexible exchange
rate policv as part of its trade policy reform
Followine the introduction of the flexible rate regime.
the exchange rate has with the exception of brief’
interludes of stability. experienced excessive nominal
and real variations in its value. Exchange rate
variability has also been coupled with periods of real
appreciation as evidenced by the resurgence of the
parallel market in recent times. Accelerated inflation
in Ghana relative to her trading partners and
administrative interventions in setting the exchange
rate. have both corributed to the real appreciation
of the exchange rate

Issues
Exchange Rate Variability and Overvaluation

Real appreciation. coupled with the variability in the
nominal and real exchange rates. can have a negative
impact on exports. foreign direct investment and the
competitiveness of domestic producers

The real appreciation ol the exchange rate implicitly
taxes the incomes of exporters because it lowers the
cedi equivalent of a unit of foreign currency earned
Ifexporters have no recourse but to exchange the
earned income at the overvalued official rate. they
suffer a potential ncome loss V

On net basis. firms engaged i the production of’
import competing products also suffer from an
overvalued exchange rate because. even though
overvaluation raises the domestic currency price of
their imported inputs. this benelit is more than oftset

Saye 5




by the lower domestic currency price of competing
final imports. The reason is that, unlike final or finished
imports, the import content of domestically produced
goods is less than 100 percent.

The combined effect of real exchange rate
appreciation and variability is lower private sector
investments in both the export and import competing
sectors of the economy. Productive investments will
tend to be replaced by investments in unproductive
activities such as currency speculation, and trading in
the relatively cheaper imported finished goods.

Real currency appreciation or the overvaluation of a
currency also erodes the level of effective
protection offered to domestic firms because it
invariably reduces the domestic currency price of
imports, thereby negating the potential import price
increase induced by the tariff. Hence, a tariff structure
designed to promote domestic industry will be
undermined by a policy (conscious or deliberate) of
exchange rate overvaluation At the same time, by
effectivelyv reducing the cost of imported inputs. a
real appreciation shifts demand away trom domestic
mput substitutes and in favor of imported inputs.

[naddition to draining the foreign currency reserves
of the nation, real appreciation reduces the
potential for downstream linkages among
domestic producers, and compromises the domestic
employvment generating impact ol domestic
production. Linkages are reduced because it is
cheaper for producers to buy their inputs from abroad
than from domestic suppliers

On the other hand, an unstable exchange rate
tiroduces wuncertainiy in the calculations of
domestic and foreign investors. Domestic investors
may have to hold lareer inventories o imported inputs
than necessary in anticipation of unfayorable exchange
rate trends Foreten investors may tind then pmi‘lls
croded by massiv e depreciations in the currency

Indeed. studies reveal that real exchange rate
stability is critical for manufactured export
growth. ligh manutactured export GDP ratios of
20 percent or more were found to be associated with
exchange rate stability m countries such as Thailand.

Legislative (lext  FPage 6

Tunisia, Republic of Korea, Mauritius and Malaysia.
Only a few countries with ratios below 10 percent
achieved real exchange rate stability. Ghana was not
one of them. Hence, the performance of Ghana’s
manufactured exports can be improved through the
pursuit of sound fiscal and monetary policies that
minimize real exchange rate variability. In turn, by
boosting investor confidence, currency stability can
favorably impact on manufactured exports.

Indeed, membership of a fully functional West Affican
Monetary Zone and the realization of a common
currency could help stem the currency variability
plaguing Ghana and other Sub-Saharan countries.
This would however, require a credible commitment
to satistying the criteria for membership of the Second
Monetary Zone.

and

Transactions Costs

Competitiveness

Domestic

Poor and unreliable communication systems.
administrative delays. and bribery contribute to rising
transactions costs in Ghana. In turn, such costs
constitute a significant constraint to manufactured
export growth. A study of East Asian and Sub-
Saharan African countries revealed that transactions
costs accounted for the large difterential in the average
manufacturing exports to GDP ratios of Indonesia.
Malaysia. the Republic of Korea and Thailand on
the one hand, and Sub-Saharan Africa on the other
In 1990 the manufacturing export to GDP ratio for
East Asian countries was ten times higher than for
Sub-Saharan Africa

Summary and Policy Recommendations

Ghana's drive to attain international competitiveness
must be based on a coherent trade strategy that must
be one component of a comprehensi\‘z industrial
policy Itis estimated that the aggregate growth rates
induced by industrial policy in Korea was
approximately half of | percent a year Japan and
Korea gencrated higher growth rates than countries
pursumg a purely import substitution industrialization
approach by inducing significant competition. either
by holdig “contests™ as in Japan (Stiglitz 1990) o1
by linking preferential interest rates and tarifts on




imported goods to success in export markets, as in
Korea. Firms thus had strong incentives to improve
productivity.

1f Ghana is to extract similar benefits from industrial
policy that Japan and Korea obtained, it has to
develop not only an exceptionally capable
bureaucracy, but also the political ability to withdraw
benefits from non-performing firms.

This brief identifies the following key issues to be
pertinent with respect to trade reform and
liberalization:

¢ Trade reform must be embedded in the
context of multilateral and regional trade
agreements such as WTO, EU-ACP and
AGOA

¢ Capacity and domestic production
constraints militate against maximum
exploitation of preferential trade
arrangements as provided under AGOA and
EU-ACP

¢ Prior to the roll-back of preferential trade
opportunities in 2007, a strategy of partnering
foreign firms should be pursued

¢ Inthelong run (after 2007) domestic firms
must position themselves to compete within
the context of the WTO free trade regime

¢ This would require an enabling strategic trade
policy environment and a commitment to
addressing the issues identified below

Recommendations

Formulate « Comprehensive Trade Policy
Document

There is need for a coherent trade policy outlining
how the government proposes to promote the
competitiveness of domestic firms and to diversify
the export base of the economy The trade policy
must be part of an overall industrial policy aimed at

ncreasing the relative contribution of industry to the
GDP

Legistative (lLent

Monitor and Review Effective Rates of
Protection in the Context of the Real Exchange
Rate

Tariffs must be used strategically to promote
industries identified as strategic within the context of
a Strategic Trade Policy. In this context, there is the
need to monitor and review the effective rates of
protection for strategic and non-strategic firms, to
assess the effectiveness of the tariff structure in
achieving the nation’s trade policy objective. Current
emphasis has been on reviewing nominal rates of
protection, with little attention being paid to the real
exchange rate.

Accommodate Non-Statutory Exemptions in
Existing Tariff Structure

The use of exemptions must be restricted te statutory
cases onlv. To a large extent. preferential treatment
for specilied commodities should be accommodated
within the current taniff structure.

Consistent with the government policy of streamlining
the system of exemptions, the 200 | Budget Statement
restricted exemptions under the Mining List to plant,
machinery and equipment. In addition, items of a
charitable nature imported by NGOs are only tax
exempt it they are health- or education-related
products. However. most of the exempted items
should he zero- rated to remove the element of

discreiion

Reduce the Commissioner's Scope for
Discretionary Exemptions

Section I1]1] of'the Customs and Excise I.aw must
be re-phrased to limit the Commissioner’s
discretionary powers ofexemption. The word MAY
must be changed to SHOUL.D

Free Trade Zones: Tie Incentives to Degree of
Value Addition

To ensure that manufacturing activity in FT7s s
significant and not merely trivial. the minimum amount
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of'value addition required to qualify for FTZ status
needs 1o be clarified The minimum value addition
required tor F'TZ eligibility must be expressed as a
percentage of the value of the final product

Furthermore. the incentive structure must be tied to
the relative share of value addition and the
components of value addition. For instance. firms that
use a greater proportion of domestic inputs (besides
utilities) must recelve greater incentiyes.

Free Trade Zones: Discourage Free Zone
Enterprises

Given the current constraints with respect to
monitoring, fice zone enterprises must be discouraged
or be required to locate in F1Zs

Bonded Warehouses Improve the monitoring svstem
and use a tiered (dollar equivalent) license e svstem
to discourage non-manufacturing oriented use of
warehouses

Duty Dravwhack Scheme: Credit delayed refunds
against VAT and other rax liabilities of eligible
importers

Delays in processing duty drawback refunds arc a
disincentive to export promotion In the event ofa
delav, firms must be allow ed to eredit such refunds
plus interest against their VAT and other liabilities
Interest pavments are particularly necessary in the
current environment ot'high mflation and nominal
currency depreciation

AMternativel the import duty paid cou'd be placed
man escrow account in a designated bank which
would expedite the retease of such Tunds upon
satisfving the terms on w hich the refunds are aranted

This avoids the tendency for such funds to be spent
inthe interim

Another altemative is to abolish the system altogether
and allow duty-tree imports by exporters. However.
a sample of qualitying firms should be periodically
audited as part of the tax monitoring process, to verify
the legitimate use of such imported inputs. Once again.
this would encourage proper record keeping on the
part of producers, and help promote a culture of tax
compliance. The carrot would be the duty-free
import; the stick would be stiff penalties for abusing
the system and the proper record keeping to prove
compliance withthe law. The success of this strategy
ol coursc. hinges on an effective [nternal Revenue
Service

Promaote Currency Stability and Avoid Currency
Overvaluation through fiscal restraint

To achieve currency stability. government must
maintain fiscal and monetary discipline to lower
inflation and interest rates.

Adopt a ransparent and credible exchange rate
policy

Attempts to stabilize the nominal exchange rate
through administrative controls and or interventions
on the currency market. have proved unsustainable
and magnitied subsequent nominal depreciations of
the curreney: The Bank of Ghana's current policy of
price stability. ifachieved. is consistent with stability
ol'the real exchange rate. Afier failing 1o achieve
price stability. the Bank has resorted i the past to
manipulation of the exchange rate. Thereis thus.
need for a credible and transparent foreign exchange
policy to reduce uncertainty in the minds of investors

*Prof. Armah is currently a Research Scholar of the Institute of Economic Affairs
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