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SELECTED ISSUES IN  TRADE REFORM 
AND LIBERALIZATION IN  GHANA 

by 

PROF BBA RTHOLOMEW 4 RMAH " 

A Review ofDevelopments in the lnter~iatio~ial 
Sphere 

Ghana's trade reform and liberalization policies must 
be analyzed in the context of the new ~nultilateral and 
regional trad~ng arrangedents c u ~  ~enll! in place 
Foremost among these is the WTO ayl eements. i n  

as  much as  they govern all other  trading 
arrangements. This briefhighlights ltey elenients and 
provisions ofthe key international and regional trade 
arrangements (i.e.. WTO. ACP-EU and the Africa 
Growth and Opl,o~-tunity Act). Ghana's tr-ade 
reforms and policies since [lie Econon~ic Refo1-~n 
Program are then esamlned in the contest of their 
ability t o  foster  domest ic  internationa. 
competitiveness within the frameworlc of the 
oppo~tunities and cunstl-aints posed by the new 
trading an-angenlents The tinal seclion provides 
examples ofbest international practices in the sphere 
ofinternational made and do~nestic conipetiti\;eness 

WTO, ELI-ACP, AGOA 

Under the 1904 Marrakesh Treaty establishing the 
WTO, developed and developing countl-ies 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 
agl-icultural products are now.bound (i.e., have a 
ceiling!. Previously. more than 30% of agricultural 
produce had faced quotas 01- import restrictions. 
Howevel.. over a six year period, co~nmel~ciilg i n  
1995. these tariffs are gl-adually being reduced In 
general, almost all u-nport rest~ictions that did not take 
the fox1 ofta~iffs. s~~cli as quotas, hdve been converted 
to tariff's a process known as tarification In this 
context. Ghanacomniitted itselfto tariffbinding and 
tariffreduc~ions. tariification ofnon-tariff barriers in 
agriculture, reduction of some domestic suppolt 
~neasureslsubsidies. provision of greatel- marlier 
access to other- WTO members, liberalization of 
financial markets, and removal of irnpolt licenses 

L.lenien~~ of the ACP-EU Coutonou 4g1eemenl 
s~gned on J~~iie  23.2000 were largely influenced by 
WTO a21 eements Consistent with the WTO sp~rlt 
of'acli~e\ mg free trade by December 3 1,2007. the 
specia concessions granted by the fifteen EU 
me~nbe~ states to the 4CP countr~es wll be I eplaced 
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bv neL\ asreements that promote free trade and 
reverse the Lome Convention provisions of non- 
reciprocal dut>-free access by .ACP countries to the 
EL' market Utho~tgh .-ICP countries \ \ i l l  still have 
their presenr access to EL! markets, the EL! is bound 
to gi\ e \iinilar dut!. li-ee mal-Let access to c\polts of 
i)rlie!- coii~ltr-~es 

Issues 

r i l e  te~mninatron of tlie non-reciprocal trade 
~ o ~ i c e s ~ r o ~ i s  will rneali unrestricted access to :\ti-ican 
mal-Lets fot- European goods. reyardless oftlie etfect 
on local ayricultut-al and industrial production. 
Combined uith tlie LI TO'S drive to\\a~-d trade 
liberaiizatic~n. it riiahes it incl-easinply imperative that 
de\,eiop~nz co~inti-res adopt measures that promote 
rtticrcnc\, arid international competitiveness in the 
production ofgood.; and set-\ ices for both the  expo^^ 

and donirstic riia~.hrt.; Louei- bar-rie1.5 to trade imply 
that domestic til-ms that pr-oduce impor-t cornpetins 
products \hill not be spaled tlie ravages of unfettered 
competirion Tlicrc i.\ a s~~ial l  t i  irldotr oi'opport~~nity 
~ ~ - i o r -  to 2007. \\ 1ie11 (ili;tria and otlier tle\eloping 
countries i a n  still 'niov pi-clGr-ential Ileatnlcnt iri F I T  
nia~-hc~\  I ul~dcr- tlrc ( 'ou tono~~ .Agrce~iie~it) iuitl CIS 
lllal~Lel\ (~llldel~ 1 0 . 4  J 

C;~\,cn lhe dear-tli oi'tilnc k~nd the capacity and 
tcchnoloy~cal C O I I \ I I - ~ ~ I I ~ ~  fac~ng tloniestic iirnis, Ghana 
~ ~ 1 i 1  best c\plolt tlie \n:all \ \  I I I C I O M  ofoppo~-t~~nit? b? 
11egoti;1ti112 ~ ; I ~ . ~ I I C . I . S I I ~ ~  :1rra11get11~11ts wit11 
forciun f i r~ns that e the 11r.oductio11 capacit!. but 
lack pieii.l-ential a c c c s  to I~icrati\e I S lurider 
\ ( r O , \  l ,lnd PI ( ~ ~ r ~ d e r -  4C'I'-TI ') mar-Lets Sucll 
L o o l ~ e ~  , I ~ I O I I  I io\ \c \  cl. I i , c j ~ ~ i ~ e h  sul)\tantial 
I I I I I I I .O\  C I ~ I C I I I \  111 pli\~\~ct~l : I I I < I  ~ O C I ~ I  i l i l i  ~ I \ ~ I - O ~ ~ L I I . C  

lo\vel. ll:ll~,\~lc~loll\ co\t\. ;111cl 1I1c :lclllc\clll~lll ot, 
lll~1clo-\t<rl~lllt\ 

I !he \\111(11\\\ ol 'ol)j),~~ I L I I ~ I I \  \ \ i l l  \lo\\ e\ C I  clwe b \  
C I ~ ~ ~ - ~ ) V C < ' I ~ I ~ C I  201 h 7  111 1111\ co11teYt il I I C ~ C ' \  illlt 1 0  

i i l \  \i I I C I I ~ C I .  C I I I . ~ C I I I  11-ade ~)c)lic\, and I-cf'ol-ms 31-e 
r n ~ r n ~ c a l  O I  c o n d ~ ~ c ~ \ e  to  p ~ - i ~ m o t r ~ i s  Ilic 
cor11l)ct I I  I \  cncsh ol'doi~ic.;~ I <  lir-~ns L i  hat nicasul-e? 
\lio~rld I)c ailol)~ed to I)f-ornote the inter-nat~oilal 
c ~ ) I ~ ~ ~ ~ c I I I I \ . c I I c ~ ~  ot'clc)n~chtl~ lir.iiis" 

Ghana's Trade Policies in the C o ~ ~ t e x t  of the 
New Trade Regime 

The trade policy elements of the Economic Recovery 
Program marl<ed a reversal of a protectionist trade 
I-epinie in Ghana I t  replaced an economic 
developmerit plan based on import substitution with 
a grout11 strategy based on export expansion Specific 
measures to effect this transition involved the 
tariification of quantitative restrictions on imports. 
tarifrationalization, the removal of liinitatioris on tlie 
a\ ailability offoreign exchange, a shift away from a 
fixed to a flexible exchange rate regime. and the 
elinii~iation ofpricecontrols aid agricultural subsidies. 

However. to date. there is an absence of a cleal-ly 
laid o~tt strategic Trade Policy in Ghana, lirkuig trade 
0bjectiL.e~ and policies with other macro-econorilic 
indicator-5 and overall growth Elements of such a 
policy exist, but in an ~tncoordinated form in various 
official and unofficial docume~lts Such a document 
provides a context for. evaluating the effectiveness of 
~x>lic\ instruments s~rcli as taritys and the exchange 
rate 

Ghana si~iiplified its tariff structure and removcd 
qilantltati~e restrictions after the introduction ofthe 
Econoniic Recovery PI-ograrn in I983 Prior to the 
300 1 Budset Statement, the tat-iff'stmct~~rehad thl-ee 
rates 0 and 5 percent for prirnary products. capital 
gootls ant1 some basic consunier.goods, a I0 percent 
rate for. Irau niaterialh and intel-niediate inputs as \vcll 
as fbl. soliic consumer. soods. and i n  2000 a lower-ins 
clftlic 1011 rate li-orii 35 pcrcent to 20 percent for 
lilial con~u~iiergoodi 111 2000 a special 30 pci-cent 
111111ort ta\ \bas le\:~etl on .3? (cn~.~.cntlv 2.3 i good\ t i )  

pr-otect clon~estrc inclustries lioln 'dumprliy" 111 

~1ar.cli 201) 1 .  all rero-rated inipol-ts \bere I-cplaced 
by a pelicnt duty rate as part of'a I-eveniie rxislny 
mcasul-e 

I'he lei el ofprotcctive tar-il'fis 111 I-cality nittch liiglier 
tlian iml~licd by the stluct~lre srnce tmes dl-e compirtcil 



on the duty-inclusive value ofthe import As a result, 
tlie overall tax rate can be as high as 60 percent and 
over in some cases 

Although as of 2000. Ghana's simple average tariff 
rate of 17.2 was significantly lo\ver than the average 
for ECO\?I.4S ( I S percent). actual taxes collected 
as ape[-centage o f h e  total valueoi'impo~-15 amounted 
to 7 1 percent The l,cy explanation fill this tr-end is 
that the curl-ent system has an extensive zero-sating 
component and a significant number oi'exemptions. 
partic~ilarly on intel-mediate I-aw materials and capital 
goods. In 2000. over 22 pel-cent of imports here 
admitted exempt fi.om import duty. Presumably. the 
objective is to lo~ver the domestic cost ol'111-oduction 
and the!-eby encourage the de\,elopment ot'local 
industries. Ilowe\.e~; the impact of such e~e~riptions 
o ~ i  ett'ecti\,e protection rate.; and the consistent!, of 
sucli 111-otection \ \  it11 the co~~li tni ' s  implicit trade 
strategy are not ob\,ious and need to he sti~died 

E\emptio~is in Ghana thll ~lnder thl-eecategol ies The 
61-st catcgoly of exemptions are p1-ovided in Pal-ts :\ 
and B ol'the Tliil-cl Sclieti~~le oi'tlie C~~sto~iis .  Excise 
and Pre\;enti\,e S ~ I V ~ C C  Act, 1993 (Act 476) Pall 
A oftliis schedule specilies persolis. ins t~ t~~t io~ls  01- 

organizations exempted from payment oi' inlpor~ 
duties (e .g , Go\ e~.nnient. PI-ivilegetl Personz. 
01-ganizations alid Institi~~ions) Part R 121-ovides 
zeneral exemptions fo1- ccltain goods. and in sorne 
ewes ccrtam type.; oi'usez' 

I'lic second catcgo1.k ~)~-o\,idc\ telnpora'I\. eueniptions 
fi-on1 ilnpcxt d~itic.i lijr. good> in Bonded L\'a~-eho~~ses 
and I;[-ee 1'1.ade Lo~les as long ahgootls ~>[.otiticed or. 
slored i t 1  sucli ~)sc~niw.; rcliii~ill in  these locations 
Hi>\\ c\ el. ii'tlie goods al~c I c-exl~or-ted d~i.ectl\ oi 
i ~ i c l i ~ ~ c ~ ~ ~ l \  :I\ ~ I I ~ > I I I \  111 I ~ I . O C I L I C ~ I L ) I I  o I ' ~ \ ~ I o I ~ I c ~ I  gooci, 
the\ l~e~~o1llc I I ? I I ) I ~  ti)!. clLltlc\ 

The third form of exemptions provides speclal tariff 
treatment for certain appro\,ed importers or. 
producers. They comprise imports by manufact~lrers 
approved by the Commissioner. and i~nports b\ 
enterprises under the Ghana I~ivestnient Promotioli 
Act. 1994 ( Act 478) Zlanufacr~lrers ma! also appk 
t'ur e\enipiions under- this caleyol? b! appl\,ing 10 

the Co~nmissioner- ot'C'ustunis This catego!? vl' 
exemptions places too much discretiona~t. powel. in 
the hands of the Com~nissioner This aspect of rhe 
law must be revised 

Aniong the Third Schedule eue~nptions. the '\finc~-ali 
Commission and the Vlinistly of Finance account fc)i- 
the bulk of the exemptions' . However. imported 
goods in bonded warehouses constituted the singlc 
largest source of exenlptions ill Ghana in 1998 (34 
percent oi'exempt imports) 

.is I~iglil~gli~ed abo\e an issuc \ \  i th  the preselit ~alifl' 
s t r u c t u ~ ~  15 that exe~nptions allot\ fol- too 1 1 7 ~ 1 ~ 1 1  

discr-etio~i 011 tlie pas1 of'the C'oii~rnissionc~- Scclic>ll 
I 1  [I ] ~1.lllc C.Ostonis and Fucise 1 . a ~  biales t h i t t  

.- 111~ ( ~ ~ , / 1 1 1 1 1 1 , \ . \ ; 0 1 1 ' ~ / ~ ~ ~ ~ ~ ~ ~ 1 ~ ~ ~ / ~ 1 ~ ~ ~ ~ ~ 1 7 1 / 1 ~ 1 0 1 1 . ~  11.0111 
'~11,,~0111, ~/tl/ \~,/Ol~ .s/)','~~flc~c/ 1111/~01~/~ Il l  /,',.$/~L,L,/ 
q,ywl""//l/r,/cc./\ III  ~ I I : I I ~ I ~ ~ ~ I ~ ~ I I I I . I / I ~  " -1'11~ L\ 01 d 
h,l.AY is alllhiguo~lh and allo\\s fol- di\c~-ctio~ia~-\ 
po\ver on tllc palt of the ('olnnl~shiurler -riii\ il-cato 
o ~ I ~ ) c N - ~ I I ~ I [ >  Ibl- a b u x  and c o ~ . r ~ ~ p t i ~ ) o ,  a~ld thc 

p ~ - o ~ ~ ~ ~ ~ t ~ o r i  oi'ineliicicn~ ti1.1115 at rhe ex:\rpenie of11101 L, 

competiti\ c ones 

I;nstIicl-~i~o~-c.. ( l i l t .  tc) capacity c ~ n ~ l ~ i ~ i ~ i t s  I I I  

rnonito~-i~is. c\cml,tcd iten~h~rnd to be ~ I I ~ h i ~ l > ~ l l ~ ' i l  

1'111s is I ~ i l l - [ ~ ~ ~ ~ l a ~ - l \  1-elc! ant f i l l -  ~?~.c>tluctbtliat Call sel \ C 

I ~ ~ ~ I I ~ I I > I ~  ,I,L*, l . ' \ L , ~ ~ i l ~ t ~ ~ ~ s  tIic111 <OI ?I \~~ecilicci LIW ~ I O L . \  
nor p ~ c \  LVT I he cxcn~l,rctl soocl li-on1 h i % i ~ l ~  ; I I ) I ) I I C L ~  
to all altel-nati\.e use 1'his can u~~l ' a~~ . l \  d~sad\ alllirsc 
doniesr~c eo111petito1-s 



S u p e r ~ ~ s i o n .  ~noni to l - ins  and accounting for 
exemptions granted through the \loF is ~ e a k  since 
the MoF does not have a database for esernptions 
?ranted ro each line rnlnist~y .&a result, CEPS lumps 
all the eue~nptions under the VloF LYitli no data 
available. the TvloF cannot and does not account for 
or rcpolt exemptions to Cab~net, Parliament or the 
public This ~nal\eh I-e\ ie\i cil'tlie system \,irtually 
imposhible. and conhcquentl! lea\,es it open 10 abuse 

\ IOI-co\ el-. lalpel? duc to tllc numbel- of 'c \e~nl~t io~~s,  
tile t a ~ - i t f s t ~ - ~ ~ c t ~ ~ ~ - e  i <  charac:el.ired b!, \\ ide vr~ricrtiorl.c 
it1 tlzc, lo~clc~f'~[fcfcc.ti~~c~protc~c~tiot~, r.an:ing ii.0111 a 
lo\\ ofXOu hr. elccr~ical p~oclucts to a I~igli 0 f 7 2 ~ o  
 ti^ the f;)iid psocessi~~g iiidu\t~?. In  addition to \\nod 
/ > i o i ~ \ \ i ~ i i j .  ~ e \ i ~ I e  ~ ; I I - I ~ I ~ I ~ I ~  and t i ~ ~ . ~ l i t ~ ~ ~ . e .  F L ~ o ~  
~x-oiehsing ih c o r ~ \ i d c ~ - ~ d  a pl-~o~-it! area iilr. illduht rial 

el~1l)lllcllt 

In response to abuses of  the honded warehouse 
system. C'EPS now requires that enti-ies into 
warehouses must be applied for on a consignme~it- 
by-consignment basis. The result has been long dela!,s 
in granting permission for such entries. and 
consequently. high and unnecessaly port and storage 
cha~ges. However. tllc measures have not addressed 
the Llndanlental pr-oblem ofleakages since the curl-ent 
systeln oi'pliysical contr-ol alicl  non nit or ins appears 
to be ol~crationally inett'ective 

T'he majol-ity of goods passilly through bonclccl 
~ ~ a ~ - e l i o ~ r s e s  appear to be constuner goods anti 
finished 111-oducts. inlplyinp that bonded \ \  a~-eI~oi lxs  
are mainl!. used b!. traders for clelaying i lnpo~l dut!. 
payments. rather than rnanufact~lrinp ~lnder bond f b ~  
export O I  donlestic sales 01' the 200 ho~iclctl 
\tarehou,c.s ill  .la~nc\tovvn. onlv 23 al-c f o ~  rat \  
n~atel-id\. tile I-est al~e Sor- senel al goods 

1.1.c~ /ollc\. ~ l ' t les i~l~ed a ~ ~ d  ~nanaged c l t i ~ ~ c ~ ~ t l y .  call 
he an i~npol-tant ~ e h i c l c  f o ~ .  I>oosting bha11i1'5 
111anulbctu1.ed expol-th trade b\ 1?1-o\ idins J,I lo\+coht 
C I I Y ~ I - O I I I ~ I C I I I  fol- d~i~iiestic alltl lil!reisn in\)chto~ 5 10 

o[x~~; i t e  I lo\kecel. i l  i h  ~reportecl lhnt the \ as1 11laio1-11\ 
(1s 1'1-cc / ~ l l l C  clllel-~ll~l~ch c ~ l l ~ l ~ ~ l l ~ l \  l l C ~ l 1 ~ ~ l l  (11 I l l  

O ~ ~ ~ I ; I I I O I I  c I I IL , IC  11 ;~cIilig C O I I I I X I I I I ~ \  \ \  it11 Ii111c ( 1 1  

I I O  \ :II~IL. < I ~ I ( I I I I O I I  I I I C  ~ I I I L . I \  ~ C I I ~ I .  N I ~  i nc t>~ i~c  
tax I I I C C I I I I \  e\ l i ~  / ~ I I I ~  O ~ C I - : I ~ O I  \ ~ o ~ ~ p l e d  \ \  1111 \ \ c ~ t i \  
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pronounced for Free Trade Zones than for bonded 
wareho~~ses This is pa~ticularly the case for 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 

The use ofexemptions from import duties on capital 
equipment and/or raw material inpu~s as a tax 
incentive toattract foreign and ndomesticindust~-y. niust 
be revisited in the light of international best 
experiences which indicate that s~ich incentives rank 
low in the priorities of investors in rnakin, '7 ~nvestment ' 

decisions. Political stability, macro-stability and good 
inkastru~ture have been slio\vn to be niore efective 
incentives to investment. In this connectio~l. the recent 
cornmit~nent in the 2001 Budget by gavel-nliient to 
limit the tax holiday provided under GIPC Laxi. Act 
475 to no more than I0 years. is a step in  the  right 
direction. 

In ge~ieral, poor ~nonito~iny and control ofese~nption 
programs can underriiine da~nestic co~iipetiti\.eness 
and expol-t gro~vtli as a result ofone 01- a cc>rnbinatio~i 
ofthe followiny. 

t Ineligible firnis elljoy e s e m l ~ ~ i o ~ i s  and 
~~nfavorabl!. compete \\ ith more etticie~it tirnis. 
this breeds a crop ot' inetTicient til-nis and 
destroys tlie niol-e etficient firnis 

+ Leakage of bonded \varehouse imports into 
tlie local market can tlnfairly ~ ~ n d e ~ - ~ n i n e  Ihe 
co~iipetiti\ cness ol' p~.oducers ui' iniport 
conil~etin~ pud~icts 

The extensibe use ol'exe~nptions may lio clue tu tlie 
opei.atiunal constl-airits associated ~vith tlie thl!~, 
(/I.LII~ h1c.k \C./~CJIIIL~ The p~-oceduses yo\ r~.rli~ig the 
\\sten1 1c11d 10 0cs10i1 and cn~nberso~nc and i t  I \  

r.epolted that in soliir cascs tlie 1ilinrrn~1111 linic ~.crl~~~rcd 
1 0  ~~~ucc>\accl i~i i  i.; 7 to -1 1ilclnLh5 .As all iillc~~rati\ e. 
lirliis 11ii11 31-e no1 ~ci~nbu~-.;ccl by (lie dt.ndli11t. I ~ L I S I  

be able to otliet Llie~r ~~ei~i ihu~-se~iie~~ts  agai~lst their 
la\  liabilities 

- -- - -- - - - - . . ~ 

To proniote domestic industry, ppliority should be given 
to lowel-ing the tsw. liability of importers of rah 
materials and intermediate inputs used in the 
production of~nanufactured exports. However. there 
are some operational difficulties in  distinguishingirlputs 
from finished goods Some finished products such a> 
air conditionersalso constitute inputs in the pt-oduct~on 
ofothel-commodities The definitions ofinputs and 
raw materials must be clal-itied to avoid unduly 
penalizing exporters 

Exchange Rate Policy 

Another I,ey aspect oi'tl-ade policy is tlie exchange 
rate. Ghana moved f am a tixed t o  a flexible exchange 
rate policy as part of its tl-ade polic) reform 
Follo\vin~ the introduction ofthe tlexible rate @me. 
the exchange rate has with tlie exception of brief 
interludes of stability: experienced excessi\:e no~ninal 
and real variations in its value. Exchange rate 
variabilit). has also beer1 coupled with penods of real 
appreciation as evidenced by the resurpence ofthe 
parallel market in recent times. Accelerated inflation 
in Ghana relative to her trading partners and 
administrative inter\.entions in setting the exclianpe 
rate, ha\e both co&.l,uted totlie real appreciation 
nt'the exchange rare 

Real appreciation. co~~pled hit11 tlie variability in tlir 
nominal arid real exchange rates. can have a negati~e 
impact on exports. fol-eign direct investment and the 
competiti\ eness ofdomestic producers 

The real appr-eciation ol'the eycliange rate i~iiplicitly 
taxes the i~icomes of exporters because i t  lowers tlic 
cedi equi\-alent ofa ~~n.it offoreign currency earned 
If expo~.rcss have no recourse but to exchange the 
easned illcome at thr over~alued offrcial rate. they 
suH'ei- a polcntial income loss 

011 I I ~ I  l ~ ; ~ \ i > ,  ti1.111. c~igagetl 111 the p~.oductiori L)I' 
iriil~o~'~ ~o~npeting ~prod~ic~s alzo sutye~. ti-0111 all 
o\ er\;~lt~ed e\;cha~~ge rate hccai~se. eben thou~li 
o~ervaluatio~i i.alsc. [lie donirstrc currelic\ price 01' 
llieir iriipoi-red i ~ i p ~ ~ t \ .  11115 belieti1 is more than ofscc 



by the lower domestic currencq price of competing 
final Imports. The reason is that, unlike final or finished 
imports, the import content of domestically produced 
goods is less than I00 percent 

The  combined effect o f  real exchange rate 
appreciation and variability is lower private sector 
investments in both the export and import competing 
sectors of the econoniy. 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 c r o ~ f e . ~  the level of' qffccti~le 
/~wtection ofyererl to rlorrlc.stic firms because it 
invariably reduces the domestic currency pi-ice of 
imports, thereby negating the porential import price 
increase induced by the tariff Hence, a tariff structure 
designed t o  promote domestic industry will be 
undern~ined by a policy (conscious or deliberate) of 
exchange rate ovel-valuation. At the same time, by 
efectivelv lreducinp the cost of imported inputs. a 
seal appl.eciatio11 shifts demand away from dornest~c 
i r lp~~t  silbstitutes and in favor ofirnpo~ted inputs 

Tunisia, Republic of Korea, Mauritius and Malays~a 
Only afew countries with ratlos 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 polictes that 
minimize real exchange rate variability In turn, by 
boosting investor confidence, currency stabil~ty can 
favorably Impact on manufactured exports 

Indeed. membershy of a fullyfUnctiona1 West Ahcan 
Monetary Zone and the reallzat~on of  a common 
currency could help stem the currency var~abll~ty 
plagulng Ghana and other Sub-Saharan countnes 
T h s  would however, I equlre a cred~ble comrmtment 
to s a t ~ s ~ l n y  the cntena for niembershp ofthe Second 
Monetary Zone 

Tri.crnsrfcfiuns Costs rrnrl Donzesfic 
Conz/)efifii~erzess 

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 prowth. A study of  East Asian and Sub- 

In additio~i to draining the foreign current\ resel-\.es Saharan Pifiican countries revealed that transactions 

of the nation. real app~.eciation redrrces flze costs accounted for the large diferential in the aLJerage 

~ ~ o f e n f i r r l  .for tlo~~~rz.sfrerrnr lir~lirrgrs outon:: man~~thc t~~~ . ing  exports to GDP I atios of lndonesla 
Malaysia. the Republic of Korea and Thailand on ~ f ~ n ~ e ~ s t i c p r o r f ~ ~ ~ ~ c ~ r . ~ ~  and cor~ipl-o~nises the dornestic 

e l n p l o ~ m e n t  yenel-ating inipact of  domestic the one hand. and Sub-Saharan Africa on the other 
. In 1990 the manufacturing export to GDP ratio f~71. 

pl-oduction L,inl\ages a]-e reduced b e c a ~ ~ s e  it IS 
East Asian countries was ten times higher than f ~ r  

cheapel- Ib~pl~oducel s to buy tliei~.inputs fi-om abroad Sub-Sahal-an Africa. 
than from dornestic suppliers 

Su11ima1-y and Policy Recornn~endatioll~ 
0 1 1  //7~, o~he l .  hi111t1. in? r!i~.\/crh/c~ i~xchc/~r,qc~ 1.tric' 

/irii.oth/~.c.\ r!irc~c~i~ii~~ir/ , ,  in the calculations or  Ghana's dli\;e to attain internatioilal competitiveness 
domestic and foreign investors Domestic inveslol-5 m~lst be based 017 a ci)hel-e~lt tl-ade strateg" that must 
may haw tc) hold lalye1 lnventoliei of irnpor~cd illp~lts be onc cOlnllOnelit of a compr-ellensive indLlstl-lal 
than necessaq in anticipation ot'l~ni'a~ o~ able cucllanse - policy I t  is estimated that the aggr-egate yl -o ,c~ l l  ratcs I-ate trends I . O I - L > I ~ I ~  in\ ehtol-b nia! tinti tlicir i)l'c)ilts . 

~nduceci 1)\ industrial pol~c!. in I<.orea Mas 
CI-odetl h\ nlassl\ e depl-eciariims in the cul l-enc!' appl'O*rinlillel! hali'of I percell1 a year Japan and 



imported goods to success in export markets, as in Motli tor (/no1 Rellie~u Ef'ctil~e Rirtes of 
Korea. Firms thus had strong incenti~es to irnprove Protect io~~ in the Contest qf'tlle Reul Exchange 
producti\.ity Rrrte 

If Ghana is to extract similar benefits from industrial 
policy that Japan and Korea obtained. it has to 
de\.elop not only an exceptionally capable 
bureaucracy, but also the political ability to withdrab 
benefits fi-om non-performing firnis. 

This briel'identifies the following key issues to be 
pertinent with respect to trade reform and 
liberalization. 

+ Trade relbl-m milst be embedded in the 
context of lnultilateral and regional trade 
agreements such as WTO, EU-ACP and 
AGOA 

Tariffs must be used strategically to promote 
industries identified as srrategic 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 tarif  structure in 
achieving tlie 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 

4 Capacit!; and domest ic  pr-oduction The use ofexemptions must be restnctedro statuto? 
constraints militate ayainst rna~ i rn~ im 

case5 onl\ '1.0 a larse eutent. 111-eferential treatment 
euploi ta t ion of  pr-efereritial ti-ade 

for- specilied cornrnodities should be accommodated 
arrangements as provided undel- .4G().J, and 
EU-ACP within the cun-ent tarif structure 

+ Prior to the roll-back of preferential trade 
opportunities in 3007, a strate3 ot'paltnering 
fbreign firms should be pursued 

+ In the long I - L I I ~  (alies 2007) domestic firms 
rnust position themselves to compete within 
the context ofthe M'TO ti-ee trade regime 

4 'fliis hould requirean cnablirig strategic ti-ade 
policv cn\ ir-onment and a coniiii~tn~erit to 
addr-essiny tlie issuez identified belo\v 

'I'herc is need fol- a cohererit tsade polic) outlining 
how (he gvvel-~lment piuposes to 111-omote the 
competiti\ eness of doniestic firms and to di\.er hi t). 
tlie expor-t base ot'[hc ecoilomv The tr~adc polic). 
must bc part ofail o\crall iritl~~~tr.ial polic\ n ~ r ~ ~ r t l  at  

iricr~eiisr~~g tlir rcla~i\e coiitr i l~ t i t~o~ l  O ~ I I I C ~ L I \ L I  \ ~ l i c  
(1I)l' 

Consistent nit11 thegovernmeiit policy ofstreamlining 
the systeni ofexernptions. the 100 1 Budget Staternent 
restricted eseinptions ~inder thc h'lining List to plant. 
machinelry and equipment In addition, items of a 
charitable nature inipo~ted by NGOs ar-e only tax 
exetnpt it' they are health- 01- education-related 
products Home~er.  most oftlie exempted iteriiz 
shoultl lhc rero- rated to renicv e the eleri~enl of 
disc1.~.:1~)11 

Section [ I  I I I ot ' theC~~stoms and Fkcrse I.aw must 
be re-l~lirascd to  limit [lit' ( 'o i i i i i~~ss ionel 'h  
discretional) powers ofever~lpt~o~l flit. \\oi-cl \/I!\)' 
must he cliat~ped to StIOII1.D 

Frcy 7irrtle Zolic.\: Tic Inceritii~e.\ to 1)c;:rec of' 

l irlrr c a  . Irltlitiot? 



o fva lue  a d d ~ t i o n  required t o  q~ la l i@ for FTZ stalLls 
need> ro  be clal-itied The n l ~ ~ i i l n u l n  value addition 
I -eq~~i l -cd  t i ) r -  F7'Z e l i g i b i l ~ t ~  niust be  e\;pressed as a 
percel l rase ot' t i le \ a lue ot' t l ie  l i l ~ a l  prodiict 
i-~~r-therrnr~~-e. the i n c e n t i ~ e  s t [ - i ~c t~ l re  must be tied to 
t l i e  I-elati\.e share of v a l ~ ~ e  add i t ion  and tlie 
components ofvalue addition For instance. tirms that 
use a greater- p ropo l t ion  ofdornestic i l ipl~ts (besides 
~lt i l i t ies) iiiust r e c e i ~  e greater incentives 

G iven  the current constrai l i ts  w i th  r~ :p  ect l o  
monito~iny. l i r e  zone entcl-p~ises !nust be disco~ri-aged 
o r  be ~-eclui~-ed to  locate in F I-Ls 

13u1ided \,\':i~.elioi~ses IIII~)I-~I\ c tlie m o l i i ~ o r i i i ~  \\,stel11 
and Llseil tielcd ((!cilla~. ccl~l i \  :ilcrlt) licemc t>c .;!,hien1 
t o  discol~rage ~ i i l n - n i a n ~ ~ f h c ~ ~ ~ r i n ~  or-iclilcd tlse 01' 
\ \  a~-e l io~~ses 

This a\ oids the tendency for such hnds to be spent 
in tlie inte~ i ~ i i  

.4notIie1~altemati\;e is tu abolish tlie systeni altoyethel- 
and allon duty-free imports by exporters. Hoae\:e~. 
a sample ot'qualiljii~ig firlris should be periodically 
a~~dited as palt ofthe tax monitoring process, to verify 
the legitiliiatellse ofsucli impo~ted inputs. Onceasain. 
this u:oulcl encourage proper record keeping on tlie 
part of 111 oducers. and help promote a culture o f  tax 
coltipliarlce Tlie carrot u o ~ r l d  be the duty-free 
import, tlie hticlc would be stifpenalties for abusing 
the systeln and the proper record keeping to prove 
colnl>lialice with tlie lab The success ofthis strategy 
ol'coursc. hinges on an effective Internal Reveli~lc 
Ser\.ice 

Pro t~~o i [ ,  ( 'i1rre11q. ,Sil~/)i/i[r ~11~d.41~oil l  C ~ ~ r r e t ~ i : ~ ~  
OI*(~~I~~I/~~~II;IIII t i ~ r o ~ ~ g l i  ,~;.sc.~~/ re.strui11t 

To acliie\ c current!. stability. governliient musl 
tnciil~tail~ liscal and ~iio~ielal.!. discipline to Ion  cr 
intlatioli and intcrest rates 

- \ t tc ln l>[~ to stabilirc tlic nominal c\;cliangc I-ate 
1111 o u s l ~  ail~i i i~i ist~-ati\ c controls and o~-inte~-\;entivlis 
011 t l ~ c  CLI I  t.c~ic\. III:II-I,CI, II;I\.~ pro\,ed LI I~XIS~;~~I~~I~IC 
:Inti ~i lagr~il icd subscilue~it no111111al dcprcciarions of 
tlic CLI~I.L>IIL,\ l ' l ie  I~II>I< i f ( i l ~ ; i ~ i i ~ ' s  CLII-I-~II~ p~~ l i c \ ' o l '  
/ ) I  ice \~;ll)lli~\: ii'acl~ie\ ed. is co11.;1ste11t 1% 1111 stabilit! 
o i ' l l i~.  I ~ ; I I  c\clialige ~ i ~ t e  .\tier. Ih i l l~ iy  to acllici e 

1)11ce \ I~I I~I I I I \ .  the 13;rrih Ilnb ~ c \ o ~ . t c d  III lllc past 1 0  

I ~ I ~ I I I I ~ ~ ~ I ~ , I ! I O I ~  OI'IIIC < \ i l i i ~ ~ l ~ ~  I ale l ' l ~c rc  is ! I ~ L I ~ .  a 

riccd L)I- ;I i,~.cdihle slid transl~al.cllt l i ~ re ig~ i  ehchangc 
pol~c\ t i ]  I ctluic i~~ic.c.~.taint! ill tlic niintls oflli\estOli 
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