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CFFO�GPVOE�UP�QPTF�TFSJPVT�mTDBM�BOE�NBDSPFDPOPNJD�EJGmDVMUJFT�UP�TPNF�DPVOUSJFT�QBSUJDVMBSMZ�UIPTF�JO�
-BUJO�"NFSJDB�TJODF�UIFZ�NBLF�HPWFSONFOUT�MPTF�UIF�EJTDSFUJPO�BOE�nFYJCJMJUZ�UP�VTF�mTDBM�QPMJDZ�UP�BEESFTT�
FNFSHJOH� mTDBM� BOE� NBDSPFDPOPNJD� DIBMMFOHFT�� :FU� mTDBM� SJHJEJUJFT� IBWF� OPU� SFDFJWFE� UIF� OFFEFE��������������
BUUFOUJPO�JO�"GSJDB�JO�UFSNT�PG�SFTFBSDI��8F�UIFSFGPSF�TUVEZ�JO�UIJT�QBQFS�mTDBM�SJHJEJUJFT�BOE�UIFJS�mTDBM�BOE�
NBDSPFDPOPNJD�FGGFDUT�JO�(IBOB��8F�mOE�UIBU�mTDBM�SJHJEJUJFT�IBWF�TJHOJmDBOU�OFHBUJWF�FGGFDUT�PO�(IBOB�T�
mTDBM�BOE�NBDSPFDPOPNJD�PVUDPNFT��5IVT�B�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�BT�NFBTVSFE�CZ�UIF�TJ[F�PG�UPUBM�
SJHJE� FYQFOEJUVSF� SFMBUJWF� UP� UPUBM� SFWFOVF� BOE� HSBOUT� IBT� IJTUPSJDBMMZ� MFE� UP� WFSZ� QPPS� mTDBM� BOE�����������������
NBDSPFDPOPNJD�PVUDPNFT�JO�(IBOB�BOE�WJDF�WFSTB��*O�GBDU�XF�mOE�UIBU�UIF�mTDBM�BOE�NBDSPFDPOPNJD�
EJGmDVMUJFT�UIF�DPVOUSZ�JT�DVSSFOUMZ�HPJOH�UISPVHI�BSF�MBSHFMZ�EVF�UP�mTDBM�SJHJEJUJFT�UIBU�IBWF�OPX�SFBDIFE�
alarming proportions, which are comparable only to the state in which the country found itself prior to the 
HIPC debt reliefs. We have therefore provided in this paper a number of recommendations that, we believe, 
DBO�SFEVDF�UIF�EFHSFF�PG�SJHJEJUZ� JO�UIF�DPVOUSZ�T�CVEHFU� JO�PSEFS�UP�SFWFSTF�UIF�DVSSFOU�QPPS�mTDBM�BOE����
macroeconomic performances. 
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1.0 Introduction

&GGFDUJWF�mTDBM�NBOBHFNFOU�IBT� MPOH�CFFO�TFFO�BT�DSJUJDBM� UP�FDPOPNJD�HSPXUI�BOE�EFWFMPQ-
NFOU��&DPOPNJTUT�IBWF�UIFSFGPSF�EFWPUFE�B�DPOTJEFSBCMF�BNPVOU�PG�UJNF�UP�TUVEZJOH�mTDBM�JOTUJUV-
UJPOT�UIBU�NBZ�MFBE�UP�JNQSPWFE�mTDBM�NBOBHFNFOU��*O�UIF�MBTU�UXP�EFDBEFT�JOUFSOBUJPOBM�EFWFM-
opment agencies have spent increasing amounts of money to help reform budgetary institutions 
in the developing world. Oxford Policy Management, for instance, reports that “since the 
mid-1990s, there has been a surge of interest among international development agencies in the 
XBZ�QVCMJD�TFDUPS�CVEHFUT�BSF�TFU�NBOBHFE�BOE�SFQPSUFE�PO��0&$%�%"$�mHVSFT�TVHHFTU�UIBU�
JOWFTUNFOU� JO� BDUJWJUJFT� SFMBUFE� UP� TUSFOHUIFOJOH� QVCMJD� mOBODJBM� NBOBHFNFOU� IBT� SJTFO� GSPN�
���N�JO������UP�BMNPTU������N�CZ�������5IJT�SFnFDUT�OPU�POMZ�BO�JODSFBTFE�EFNBOE�GPS�USBOT-
QBSFODZ�JO�UIF�XBZ�BJE�JT�VTFE�CVU�BMTP�SFDPHOJUJPO�UIBU�FGGFDUJWF�QVCMJD�mOBODJBM�NBOBHFNFOU�
(PFM) is pivotal to economic and developmental success” (Oxford Policy Management, 2011). 

What has not received enough attention on the part of both researchers and international devel-
PQNFOU�BHFODJFT� JO� UIF�RVFTU� GPS� FGGFDUJWF� mTDBM�NBOBHFNFOU� JT� UIF�EFHSFF�PG� SJHJEJUZ� JO� UIF�
QVCMJD�CVEHFU��:FU�UIF�EFHSFF�PG�CVEHFUBSZ�SJHJEJUZ�PS�JOnFYJCJMJUZ�IBT�MPOH�CFFO�B�NBKPS�DPODFSO�
GPS�mTDBM�QPMJDZ�NBLFST��&DIFWFSSZ�'FSHVTTPO�BOE�2VFSVCJO�	����
�GPS�JOTUBODF�BSHVF that “… 
UIF� EFHSFF� PG� SJHJEJUZ� PS� JOnFYJCJMJUZ� JO� CVEHFU� QSFQBSBUJPO� B� QSJNF� QSFPDDVQBUJPO� GPS� QPMJDZ�
NBLFST�BOE�JO�QBSUJDVMBS�GPS�mOBODF�NJOJTUFST�TJODF�B�MPOH�UJNF�BHP�IBT�CFFO�SFMBUJWFMZ�VOFY-
plored.”

*OUFSFTUJOHMZ�NPTU�PG�UIF�FYJTUJOH�BQQMJFE�SFTFBSDI�PO�mTDBM�SJHJEJUJFT�JT�JO�SFHBSE�UP�DPVOUSJFT�JO�
Latin America (see, for instance, Allier (2006); Echeverry, Bonilla, and Moya (2006); Podesta 
	����
��"MNFJEB�	����B�BOE�����C
��&DIFWFSSZ�/BWBT�BOE�$MBWJKP�	����
��$FUSBOHPMP�+JNFOF[�
BOE�$BTUJMMP�	����
��FUD�
��3FTFBSDI�GPDVTJOH�PO�mTDBM�SJHJEJUJFT�JO�"GSJDBO�DPVOUSJFT�JT�IBSE�UP�mOE���
*O�GBDU�UP�UIF�CFTU�PG�PVS�LOPXMFEHF�UIFSF�JT�OP�QVCMJTIFE�SFTFBSDI�EFEJDBUFE�UP�TUVEZJOH�mTDBM�
SJHJEJUJFT�JO�(IBOB��:FU�EFTQJUF�UIF�GBDU�UIBU�TPNF�MFWFM�PG�mTDBM�SJHJEJUZ�JT�OPU�POMZ�VOBWPJEBCMF�
CVU�NBZ�BMTP�CF�KVTUJmBCMF�UIFSF�JT�FWJEFODF�QBSUJDVMBSMZ�GSPN�-BUJO�"NFSJDB�UIBU�TIPXT�UIBU�B�
IJHI�EFHSFF�PG�mTDBM� SJHJEJUZ�DBO�QPTF�B�TFSJPVT�DIBMMFOHF� GPS�mTDBM�NBOBHFNFOU�XIJDI�DBO�
seriously undermine economic growth and development. Fitch Ratings, for example, found in 
����� UIBU� mTDBM� SJHJEJUJFT� IBE� XFBLFOFE� UIF� DSFEJUXPSUIJOFTT� PG� -BUJO� "NFSJDBO� DPVOUSJFT��
"DDPSEJOH� UP� 'JUDI� 3BUJOHT� mTDBM� SJHJEJUJFT� SFEVDFE� UIF� RVBMJUZ� PG� mTDBM� BEKVTUNFOUT� JO� -BUJO�
"NFSJDBO� DPVOUSJFT� GPMMPXJOH� UIF� HMPCBM� mOBODJBM� DSJTJT� BT� QVCMJD� TQFOEJOH� UJMUFE� JO� GBWPS� PG�
current spending as against investment spending, which hampered investment in infrastructure, 
capital accumulation, competitiveness, and GDP growth in these countries.

5IJT�QBQFS�JT�UIFSFGPSF�JOUFOEFE�UP�IFMQ�mMM�UIF�HBQ�CZ�TUVEZJOH�mTDBM�SJHJEJUJFT�BOE�UIFJS�FGGFDUT�JO�
(IBOB��5IF�QBQFS�JT�B�GPMMPX�VQ�UP�PVS�QSFWJPVT�XPSL�	*'4�0DDBTJPOBM�1BQFS�/P��������
�PO�SFWF-
OVF�FBSNBSLJOH�B�UZQF�PG�mTDBM�SJHJEJUZ��5IF�QBQFS�TFFLT�UP�BOTXFS�UIF�GPMMPXJOH�RVFTUJPOT��	J
�
8IBU�JT�UIF�FYUFOU�PG�SJHJEJUZ�JO�(IBOB�T�CVEHFU�BOE�IPX�IBWF�mTDBM�SJHJEJUJFT�CFIBWFE�IJTUPSJDBMMZ�
JO�(IBOB �	JJ
�8IBU�BSF�UIF�mTDBM�BOE�NBDSPFDPOPNJD�FGGFDUT�PG�mTDBM�SJHJEJUJFT� JO�(IBOB �	JJJ
�
8IBU�TIPVME� UIF�HPWFSONFOU�EP� JO� UIF� GBDF�PG� UIF�EJGmDVMUJFT�BOE�DIBMMFOHFT�QPTFE�CZ�mTDBM���������
rigidities? 
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5IF� SFTU�PG� UIF�QBQFS� JT�PSHBOJ[FE�BT� GPMMPXT��4FDUJPO���EJTDVTTFT�DPODFQUVBM� JTTVFT�� *O� UIJT�
TFDUJPO�XF�EFmOF�mTDBM�SJHJEJUJFT�BOE�EJTDVTT�UIF�SFBTPOT�GPS�UIFJS�PDDVSSFODF��8F�BMTP�EJTDVTT�
UIF�FGGFDUT�PG�mTDBM�SJHJEJUJFT�JO�HFOFSBM�UFSNT��4FDUJPO���EJTDVTTFT�UIF�CFIBWJPS�PG�mTDBM�SJHJEJUJFT�
JO�(IBOB� TJODF� ������ 4FDUJPO� �� EJTDVTTFT� UIF� FGGFDUT� PG� mTDBM� SJHJEJUJFT� JO�(IBOB�� 4FDUJPO� ��
provides policy recommendations, while Section 6 concludes the paper. 

Fiscal Rigidities are institutional, legal, contractual or other constraints that limit the ability of the 
HPWFSONFOU� UP�DIBOHF� UIF�TJ[F�BOE�TUSVDUVSF�PG� UIF�QVCMJD�CVEHFU�BU� MFBTU� JO� UIF�TIPSU� UFSN��
'JTDBM�SJHJEJUJFT�UIFSFGPSF�NBLF�mTDBM�BVUIPSJUJFT�MPTF�EJTDSFUJPOBSZ�QPXFST�PWFS�UIF�QVCMJD�CVEHFU�
UP�UIF�FYUFOU�PG�UIF�SJHJEJUJFT��*U�JT�JNQPSUBOU�UP�VOEFSTUBOE�mTDBM�SJHJEJUJFT�XJUIJO�UIF�DPOUFYU�PG�B�
TQFDJmFE�UJNF�GSBNF�TJODF�JO�UIF�MPOH�FOPVHI�UFSN�NPTU�SJHJE�CVEHFUBSZ�JUFNT�DBO�CF�DIBOHFE�
through new arrangements. 

'JTDBM�SJHJEJUJFT�PS�JOnFYJCJMJUJFT�BSF�DMBTTJmFE�JOUP�UISFF�HSPVQT��&YQFOEJUVSF�SJHJEJUJFT�3FWFOVF�
rigidities and other rigidities. Expenditure rigidities originate from a set of rules that require com-
QVMTPSZ�QBZNFOU�PG�DFSUBJO�FYQFOEJUVSFT��3FWFOVF�SJHJEJUJFT�FNBOBUF�GSPN�SVMFT�UIBU�QJDL�JODPNF�
TPVSDFT�BOE�EFTUJOF�UIFN�GPS�TQFDJmD�VTF�	FBSNBSLJOH
��0UIFS�SJHJEJUJFT�BSF�VTVBMMZ�QBSB�mTDBM�
SFTPVSDFT�UIBU�BSF�PVUTJEF�UIF�EJTDSFUJPO�PG�mTDBM�BVUIPSJUJFT�JO�UIF�TIPSU�UFSN�XIJDI�BSF�OPSNBMMZ�
allocated to private and other entities for reasons such as the need to promote given sectors of 
the economy. Commonly cited examples of other rigidities are tax holidays and tax exemptions, 
which are usually treated as tax expenditures in the public budget.

Because budget decisions result directly and indirectly from collective processes involving a 
wide range of competing political actors, rigidities arise from the desire of some actors or interest 
groups to protect their slices of the public budget from other actors through institutional, legal or 
contractual arrangements. Cetrangolo et al (2010) point this out forcefully as follows: “The estab-
lishment of budgetary rigidities might then be seen as a response to the dispute over scarce 
resources, and they serve to demonstrate how different actors manage to “defeat” or “defend” 
themselves’ from other actors involved in the struggle over the distribution of resources in society. 
*O�WFSZ�HFOFSBM�UFSNT�UIF�QSPCMFN�PG�JOnFYJCJMJUZ�BT�JT�UIF�DBTF�XJUI�CVEHFUT�JO�HFOFSBM�JT�FTTFO-
tially a question of politics.” �&DIFWFSSZ�'FSHVTPO�BOE�2VFSVCJO�	����
�TFF�UIF�JTTVF�PG�mTDBM�
rigidities as an application of the Tragedy of the Commons, where each group worries about 
PCUBJOJOH� UIF�HSFBUFTU�QPTTJCMF�BNPVOU�PG� SFTPVSDFT�XJUIPVU� UIJOLJOH�PG� UIF�BHHSFHBUF�DPOTF-
quence of this behavior. 

8F�EJTDVTT�JO�UIJT�TVCTFDUJPO�SFBTPOT�GPS�	PS�DBVTFT�PG
�mTDBM�SJHJEJUJFT�JO�EFUBJM��5IF�EJTDVTTJPO�
follows closely the rigidities typology proposed by Cetrangolo et al. (2010). According to this 
UZQPMPHZ�UIFSF�BSF�TFWFO�SFBTPOT�GPS�UIF�PDDVSSFODF�PG�mTDBM�SJHJEJUJFT�

2.0 Conceptual Issues
2.1 What are Fiscal Rigidities?

2.2 Reasons for (or Causes of) Fiscal Rigidities
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'JSTU�TPNF�mTDBM�SJHJEJUJFT�PDDVS�CFDBVTF�PG�UIF�BQQMJDBUJPO�PG�UIF�CFOFmU�QSJODJQMF�PG�UBYBUJPO��
5IJT�QSJODJQMF�TUBUFT�UIBU�QBZFST�PG�DFSUBJO�UBYFT�TIPVME�CF�UIF�FYDMVTJWF�CFOFmDJBSJFT�PG�UIF�DPN-
NPEJUJFT�QSPWJEFE�GSPN�UIF�UBY�SFWFOVFT��5IJT�JT�UP�FOTVSF�FGmDJFODZ�JO�QVCMJD�TFSWJDF�EFMJWFSZ�
TJODF�MJLF�QSJWBUF�DPNNPEJUJFT�NBSHJOBM�CFOFmUT�DBO�CF�MJOLFE�UP�NBSHJOBM�DPTUT��5IVT�UIF�UBYFT�
JOWPMWFE�XIJDI�BSF�OPSNBMMZ�FBSNBSLFE�GPS�UIF�QVSQPTF�MFBEJOH�UP�mTDBM�SJHJEJUJFT�BDU�BT�RVB-
TJ�QSJDFT�JO�SFTPVSDF�BMMPDBUJPO��4PDJBM�TFDVSJUZ�FBSNBSLJOH�XIJDI�CFOFmUT�POMZ�UIF�DPOUSJCVUPST�
JT�BO�FYBNQMF�PG�UIJT�LJOE�PG�SJHJEJUZ�JO�(IBOB��

4FDPOE�TPNF�SJHJEJUJFT�BSF�DSFBUFE�JO�UIF�QVCMJD�CVEHFU�VTJOH�UIF�ANFSJU�HPPE���BSHVNFOU��)FSF�
certain goods or services are considered to be of so high a priority that they merit a minimum 
TQFOEJOH�SFRVJSFNFOU��5IJT�JT�VTVBMMZ�JNQMFNFOUFE�UISPVHI�SFWFOVF�FBSNBSLJOH�UIFSFCZ�DSFBUJOH�
mTDBM�SJHJEJUJFT��&BSNBSLJOH�GPS�TPDJBM�BOE�FDPOPNJD�QSPHSBNT�TVDI�BT�FEVDBUJPO�IFBMUI�BHSJDVM-
UVSF�FUD�� JT�VTVBMMZ� KVTUJmFE�VTJOH�UIF� ANFSJU�HPPE��BSHVNFOU��5IF�(IBOB�&EVDBUJPO�5SVTU�'VOE�
(GETFund), the National Health Insurance Fund (NHIF), the Venture Capital Trust Fund, and the 
(IBOB�*OGSBTUSVDUVSF�*OWFTUNFOU�'VOE�	(**'
�BSF�UIF�mTDBM�SJHJEJUJFT�BSJTJOH�GSPN�UIF�ANFSJU�HPPE��
argument in Ghana.

Third, some rigidities arise from the relationship between different levels of government. Here, 
rules are established dictating budgetary transfers to lower levels of government from the central 
government as, among other things, a means of bonding the lower levels of government to the 
DFOUFS��5IF�SVMFT�HPWFSOJOH�UIF�USBOTGFST�XIJDI�MFBE�UP�FBSNBSLJOH�BOE�UIVT�mTDBM�SJHJEJUJFT�BSF�
OFFEFE�UP�BWPJE�DPOnJDUT�BOE�NJTVOEFSTUBOEJOH�BNPOH�UIF� MFWFMT�PG�HPWFSONFOU��5IF�%JTUSJDU�
"TTFNCMJFT�$PNNPO�'VOE�SFQSFTFOUT�UIJT�LJOE�PG�mTDBM�SJHJEJUZ�JO�(IBOB���

'PVSUI�TPNF�mTDBM�SJHJEJUJFT�BSJTF�GSPN�NBDSPFDPOPNJD�EZOBNJDT��"�GPSN�PG�UIJT�LJOE�PG�SJHJEJUZ�
arises from debt accumulation, which results from the desire to borrow to expand current and/or 
GVUVSF�PVUQVU��*O�TPNF�JOTUBODFT�UIFSF�JT�B�DMFBS�JOUFSHFOFSBUJPOBM�DPOnJDU�SFHBSEJOH�EFCU�BDDV-
mulation, since much of the borrowing may be due to the willingness of the current generation to 
QSJPSJUJ[F�UIFJS�DPOTVNQUJPO�PWFS�UIF�GVUVSF�POFT��8IBUFWFS�UIF�DBTF�NBZ�CF�CPSSPXJOH�BOE�UIVT�
EFCU�BDDVNVMBUJPO�MFBE�UP�mTDBM�SJHJEJUJFT�JO�UFSNT�PG�EFCU�TFSWJDF�FYQFOEJUVSF�TJODF�HPWFSONFOUT�
UIBU�BHSFF�UP�CPSSPX�IBWF�UP�NFFU�UIFJS�DPOUSBDUVBM�PCMJHBUJPOT��"OPUIFS�GPSN�PG�mTDBM�SJHJEJUJFT�UIBU�
BSJTF�GSPN�NBDSPFDPOPNJD�EZOBNJDT�BSF�CJOEJOH�JOnBUJPO�BEKVTUNFOU�DMBVTFT�JO�DFSUBJO�LJOET�PG�
spending such as wages and salaries and pension payments. In Ghana, there are no explicit 
CJOEJOH�JOnBUJPO�BEKVTUNFOU�DMBVTFT����

Fifth, it has become a standard practice internationally that when a country receives extraordinary 
SFWFOVFT�	J�F��SFWFOVFT�PVUTJEF�UIF�DPVOUSZ�T�USBEJUJPOBM�TPVSDFT
�UIF�HPWFSONFOU�JT�OPU�QFSNJUUFE�
to have full discretion over the use of the revenues. This is particularly true when the revenues 
DPNF�GSPN�OPO�SFOFXBCMF�SFTPVSDFT�BT�DJWJM�TPDJFUZ�PSHBOJ[BUJPOT�BT�XFMM�BT�UIF�HFOFSBM�QVCMJD�
become highly interested in the manner such revenues are put to use to ensure sustainable 
growth and development. Therefore, in the presence of extraordinary revenues, rules are normally 
XSJUUFO� EJDUBUJOH� IPX� UIF� SFWFOVFT� TIPVME� CF� VTFE� MFBEJOH� UP� mTDBM� SJHJEJUJFT�� *O�(IBOB� UIF�
Ghana Petroleum 'VOET�	(1'T
�	J�F��UIF�(IBOB�4UBCJMJ[BUJPO�'VOE�	(4'
�BOE�UIF�(IBOB�)FSJUBHF�
'VOE�	()'

�BOE�UIF�FBSNBSLFE�USBOTGFST�UP�UIF�(IBOB�/BUJPOBM�1FUSPMFVN�$PSQPSBUJPO�	(/1$
�
SFQSFTFOU�UIJT�LJOE�PG�mTDBM�SJHJEJUZ�� 
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Sixth, disputes or friction within the public sector itself BMTP�HFOFSBUF�mTDBM�SJHJEJUJFT��0OF�GPSN�PG�
this rigidity results from the consideration that certain public sector institutions need explicitly 
QSPUFDUFE�TPVSDFT�PG� JODPNF� UISPVHI�FBSNBSLJOH�CFDBVTF� UIFZ�BSF�PG� IJHI� JNQPSUBODF� UP� UIF�
state. In Ghana, this form of rigidity arises from the argument that ministries, departments and 
agencies (MDAs) that generate revenues for the state need special treatment in order to facilitate 
UIFJS�SFWFOVF�HFOFSBUJPO�UISPVHI�SFUFOUJPO�PG�TQFDJmFE�QPSUJPOT�PG�SFWFOVFT�UIFZ�HFOFSBUF��.JOJT-
USJFT�EFQBSUNFOUT�BOE�BHFODJFT��	.%"T
�SFUFOUJPO�PG�JOUFSOBMMZ�HFOFSBUFE�GVOET�	3*('T
�UIFSF-
fore represents this form of rigidity in Ghana. Another form of rigidity arising from dispute or friction 
JO�UIF�QVCMJD�TFSWJDF�JUTFMG�JT�QPMJUJDBMMZ�JOnFYJCMF�FYQFOEJUVSFT�TVDI�BT�XBHFT�BOE�TBMBSJFT�GPS�DJWJM�
TFSWBOUT�BOE�PUIFS�QVCMJD�TFDUPS�XPSLFST��#FDBVTF�EJTTBUJTGBDUJPO�PO�UIF�QBSU�PG�DJWJM�TFSWBOUT�BOE�
PUIFS�QVCMJD�TFDUPS�XPSLFST�DBO�MFBE�UP�TUSJLFT�BOE�PUIFS�JOEVTUSJBM�BDUJPOT�XIJDI�DBO�CSJOH�HPW-
FSONFOU�CVTJOFTT�UP�B�TUBOETUJMM� UIF�HPWFSONFOU�mOET� JU�FYUSFNFMZ�EJGmDVMU�QPMJUJDBMMZ� UP�NPEJGZ�
EPXOXBSET�XBHFT� BOE� TBMBSJFT� QBJE� UP� UIFTF�XPSLFST�� 5IFSFGPSF�XBHFT� BOE� TBMBSJFT� PG� DJWJM�
TFSWBOUT�BOE�PUIFS�QVCMJD�TFDUPS�XPSLFST�BSF�WFSZ�SJHJE�JO�UIF�QVCMJD�TFDUPS�CVEHFU��

Seventh, although they are not directly part of the public budget structure, some rigidities are 
JNQMJDJU� JO� UIF� mTDBM� QPMJDZ� JO� UIF� GPSN� PG� UBY� JODFOUJWFT� 	UBY� FYFNQUJPOT
� XJUI� UIF� HPBM� PG�������������������
FODPVSBHJOH� TQFDJmD� TFDUPST� PG� UIF� FDPOPNZ�� 5BY� FYFNQUJPOT� BSF� OPSNBMMZ� USFBUFE� JO� UIF�������������
expenditure side of the public budget as tax expenditure. Although in Ghana tax expenditure (or 
tax exemptions when appearing in the revenue side of the budget) has attracted intensive policy 
discussions since at least 2007 with the goal of controlling its growth, the government has not 
BDIJFWFE�BOZ�TJHOJmDBOU�TVDDFTT��

"MUIPVHI�TPNF�mTDBM�SJHJEJUJFT�JO�UIF�QVCMJD�CVEHFU�NBZ�CF�KVTUJmBCMF�BOE�FWFO�EFTJSBCMF�B�MBSHF�
OVNCFS�PG�mTDBM�SJHJEJUJFT�DPOTUJUVUJOH�B�CJH�DIVOL�PG�QVCMJD�TQFOEJOH�JT�QSPCMFNBUJD��&DIFWFSSZ�
#POJMMB�BOE�.PZB�	����
�GPS�JOTUBODF�BSHVF�UIBU�XIFO�GBDFE�XJUI�B�TJHOJmDBOU�OVNCFS�PG�CVEHFU�
JOnFYJCJMJUJFT�UIF�BSHVNFOU�UIBU�CVEHFU�JOnFYJCJMJUJFT�NBZ�CF�B�EFTJSBCMF�QIFOPNFOPO�JO�UIF�MJHIU�
of certain regulatory criteria loses power and encounters several objections. They point out, for 
FYBNQMF�UIBU�JU�JT�QPTTJCMF�UIBU�TPNF�PG�UIF�JOnFYJCMF�TFDUPST�BSF�OPU�BO�BDUVBM�QSJPSJUZ�BOE�UIBU�
their inclusion in the budget results from the entrapment of income by interest groups. 

$MFBSMZ� UIF� JNNFEJBUF�FGGFDU�PG�mTDBM� SJHJEJUJFT� JT� UIBU� UIF�HPWFSONFOU� MPTFT�DPOUSPM�PWFS�mTDBM�
QPMJDZ� UP� UIF� FYUFOU� PG� UIF� TJ[F� PG� UIF� mTDBM� SJHJEJUZ�� 5IJT� NBLFT� UIF� HPWFSONFOU� CFDPNF�������������������
JODBQBDJUBUFE� XIFO� UIF� OFFE� UP� VTF� mTDBM� QPMJDZ� UP� BEESFTT� mTDBM� BOE� NBDSPFDPOPNJD��������������
DIBMMFOHFT� BSJTFT�� 4JNQMZ� QVU� UIF� HPWFSONFOU� MPTFT� mTDBM� EJTDSFUJPO� BOE� UIVT� mTDBM� QPMJDZ�
NBOFVWFSBCJMJUZ� JO� UIF� QSFTFODF� PG� mTDBM� SJHJEJUJFT�� � $POTFRVFOUMZ� UIF� GPMMPXJOH� FGGFDUT� PDDVS�
XIFO�mTDBM�SJHJEJUJFT�DPOTUJUVUF�B�MBSHF�QPSUJPO�PG�UIF�QVCMJD�CVEHFU��

7

2.3 The Effects of Fiscal Rigidities: A Theoretical Overview
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Inability to Create Significant Fiscal Space without Resorting to Borrowing: Substantial 
amounts of public investment, particularly in infrastructure, are vital for economic growth and 
development. This is especially true for developing countries where there are huge infrastructure 
HBQT��)PXFWFS�IJHI�MFWFMT�PG�mTDBM�SJHJEJUJFT�NBLF�JU�WFSZ�EJGmDVMU�GPS�UIF�HPWFSONFOU�UP�DSFBUF�UIF�
OFFEFE�mTDBM�TQBDF�UP�TJHOJmDBOUMZ�FYQBOE�QVCMJD�JOWFTUNFOU�XJUIPVU�SFTPSUJOH�UP�CPSSPXJOH��5IF�
SFBTPO�JT�UIBU�UXP�FBTZ�BOE�MFTT�QSPCMFNBUJD�XBZT�UP�DSFBUF�mTDBM�TQBDF�BSF�DVUUJOH�MPXFS�QSJPSJUZ�
spending and increasing revenues. However, if the public budget, including the lower priority 
TQFOEJOH�JT�IJHIMZ�SJHJE�JU�CFDPNFT�EJGmDVMU�GPS�UIF�HPWFSONFOU�UP�DVU�TQFOEJOH�JO�BOZ�TJHOJmDBOU�
NBOOFS��"MTP�SFWFOVF�FOIBODFNFOU�QPMJDJFT�MPTF�UIFJS�BCJMJUZ�UP�HFOFSBUF�TJHOJmDBOU�mTDBM�TQBDF�
JG� UIF�SJHJEJUJFT�BMTP�UBLF�UIF�GPSN�PG�SFWFOVF�FBSNBSLJOH�TJODF�JODSFBTFT�JO�SFWFOVF�HFOFSBUF�
automatic spending. This may therefore force governments to rely on borrowing as the only major 
NFBOT�PG�DSFBUJOH�BEEJUJPOBM�mTDBM�TQBDF�UP�FYQBOE�QVCMJD�JOWFTUNFOU��:FU�CPSSPXJOH�EPFT�OPU�
POMZ�JODSFBTF�CVEHFUBSZ�FYQFOEJUVSF�XIJDI�DBO�MFBE�UP�IJHIFS�MFWFMT�PG�mTDBM�EFmDJUT�BU�MFBTU�JO�
the short to medium term because of debt service expenditure, it compounds the rigidity prob-
MFN�TJODF�EFCU�TFSWJDF�FYQFOEJUVSF�JUTFMG�JT�B�UZQF�PG�mTDBM�SJHJEJUZ�BT�XF�TBX�FBSMJFS��*O�GBDU�JO�
UIF�QSFTFODF�PG�IJHI�MFWFMT�PG�mTDBM�SJHJEJUJFT�CPSSPXJOH�NBZ�TUJNVMBUF�GVSUIFS�CPSSPXJOH�CFDBVTF�
PG� UIF� BEEJUJPOBM� DPOUSBDUJPO� PG� UIF� mTDBM� TQBDF�EVF� UP�EFCU� TFSWJDF� FYQFOEJUVSF�XIJDI�NBZ�
VMUJNBUFMZ�SFTVMU�JO�FYDFTTJWF�MFWFMT�PG�EFCU�CVJMEVQT�BOE�UIVT�mTDBM�EJTUSFTT��

Ineffectiveness in Managing Fiscal Crises:�5IF�QSFTFODF�PG�mTDBM�SJHJEJUJFT�NBLFT�UIF�HPWFSO-
NFOU�MFTT�FGGFDUJWF�JO�NBOBHJOH�mTDBM�DSJTFT��5IF�SFBTPO�JT�UIBU�UP�BDIJFWF�FGGFDUJWF�NBOBHFNFOU�
PG�mTDBM�DSJTFT�UIFSF�JT�UIF�OFFE�GPS�UIF�HPWFSONFOU�UP�FOTVSF�TUSPOH�mTDBM�BEKVTUNFOU�PS�DPOTPMJ-
EBUJPO�JO�UIF�GPSN�PG�TJHOJmDBOU�FYQFOEJUVSF�DVUT�BOE�PS�SFWFOVF�FOIBODFNFOU��)PXFWFS�BT�XF�
QPJOUFE�PVU�VOEFS�UIF�QSFWJPVT�QPJOU�XIFO�UIFSF�BSF�IJHI�MFWFMT�PG�mTDBM�SJHJEJUJFT�JU�CFDPNFT�
EJGmDVMU�GPS�UIF�HPWFSONFOU�UP�TJHOJmDBOUMZ�DVU�TQFOEJOH��"U�UIF�TBNF�UJNF�SFWFOVF�FOIBODFNFOU�
QPMJDJFT�MPTF�UIFJS�BEKVTUNFOU�QPXFS�XIFO�UIF�SJHJEJUJFT�BMTP�UBLF�UIF�GPSN�PG�SFWFOVF�FBSNBSLJOH�
since, again, increases in revenue generate automatic spending.

Quality of Fiscal Adjustment Reduces:�'JTDBM�SJHJEJUJFT�BMTP�SFEVDF�UIF�RVBMJUZ�PG�mTDBM�BEKVTU-
NFOUT��5IF� SFBTPO� JT� UIBU�DBQJUBM�FYQFOEJUVSF�DVUT�VTVBMMZ�CFDPNF� UIF�NBKPS�NFBOT�PG� mTDBM�
adjustment, which poses challenges for economic growth and employment. Also, in times of eco-
OPNJD�EJGmDVMUJFT�SJHJEJUJFT�JO�UIF�QVCMJD�CVEHFU�NBLF�JU�EJGmDVMU�UP�SFBMMPDBUF�SFTPVSDFT�UPXBSET�
social safety nets.
 
Lower Incentives to Improve Efficiency in Spending: Fiscal rigidities have been found to lower 
JODFOUJWFT�UP�JNQSPWF�FGmDJFODZ�JO�QVCMJD�TQFOEJOH�TJODF�SFTPVSDFT�BSF�HVBSBOUFFE�JSSFTQFDUJWF�
PG�QFSGPSNBODF��'PS�JOTUBODF�BTTFTTJOH�FGmDJFODZ�BT�B�CFODINBSL�UP�HVJEF�FYQFOEJUVSF�SBUJP-
OBMJ[BUJPO�JO�4MPWFOJB�.BUUJOB�BOE�(VOOBSTTPO�	����
�BSHVF�UIBU�UIF�FGmDJFODZ�PG�QVCMJD�TQFOE-
JOH�EFQFOET�PO�NBJOUBJOJOH�TVGmDJFOU�CVEHFUBSZ�nFYJCJMJUZ�TP�UIBU�UIF�FYQFOEJUVSF�SBUJPOBMJ[BUJPO�
DBO�CFUUFS�UBSHFU�JOFGmDJFOU�TQFOEJOH��

Misallocation of Resources: Fiscal rigidities can bring about misallocation of resources 
because they tend to lead to overspending in some sectors while other sectors, however          
productive they may be, may be left underfunded. 

i.

ii.

iii.

iv.

v.
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3.0 The Behavior of Rigid Expenditures in Ghana from 1993 to 2015
We discuss in this section the behavior of rigid expenditures in Ghana from 1993 to 2015. This will 
help us to understand the degree and the dynamics of the various types of rigidities in the       
DPVOUSZ�T�CVEHFU�EVSJOH�UIF�QFSJPE��*O�EPJOH�UIJT�XF�BMTP�EJTDVTT�UIF�GBDUPST�BOE�QPMJDZ�DIPJDFT�
UIBU�IBWF�JOnVFODFE�UIF�TJ[F�BOE�UIF�EZOBNJDT�PG�UIF�SJHJE�FYQFOEJUVSFT��

'SPN�UIF���SFBTPOT�GPS�UIF�PDDVSSFODF�PG�mTDBM�SJHJEJUJFT�EJTDVTTFE�JO�4VCTFDUJPO�����XF�DBO�
DBUFHPSJ[F�mTDBM�SJHJEJUJFT�JOUP�GPVS�CVEHFUBSZ�FYQFOEJUVSFT��&BSNBSLFE�&YQFOEJUVSF�8BHFT�BOE�
Salaries, Debt Service Expenditure and Tax Expenditure. Although in Ghana, following standard 
practice, tax expenditure is recorded as an expenditure item, an equivalent amount is recorded 
PO�UIF�SFWFOVF�TJEF�PG�UIF�CVEHFU�BT�UBY�FYFNQUJPOT�NBLJOH�JU�IBWF�OP�OFU�JNQBDU�PO�UIF�CVEHFU��
"MTP�CFGPSF������UBY�FYQFOEJUVSF�	BOE�UIVT�UBY�FYFNQUJPOT
�XBT�OPU�BDDPVOUFE�GPS�JO�UIF�mTDBM�
table. Because of this, data on tax expenditure (and tax exemptions) before 2007 are unavailable. 
"EEJUJPOBMMZ� CFHJOOJOH� XJUI� UIF� ����� CVEHFU� UIF� HPWFSONFOU� IBT� BHBJO� UBLFO� BXBZ� UBY����������������
expenditure as a direct budget line, treating it as a mere memorandum item. Perhaps the govern-
NFOU� TFFT� UBY� FYQFOEJUVSF� BOE� UBY� FYFNQUJPOT� BT� mDUJUJPVT� FYQFOEJUVSF� BOE� SFWFOVF� JUFNT���������
'PS�UIFTF�SFBTPOT�XF�IBWF�FYDMVEFE�UBY�FYQFOEJUVSF�BT�B�mTDBM�SJHJEJUZ�JO�UIJT�TUVEZ��5IFSFGPSF�
we have also excluded tax exemptions from total revenue. 

3.1 Earmarked Expenditure
"T�XF�TUBUFE�JO�PVS�QBQFS�PO�SFWFOVF�FBSNBSLJOH�XIJDI�XBT�NFOUJPOFE�JO�UIF�JOUSPEVDUJPO�UIFSF�
BSF�DVSSFOUMZ����BDUJWF�FBSNBSLJOH�BSSBOHFNFOUT�JO�(IBOB�XJUI�POF�NPSF�	UIF�5FSUJBSZ�&EVDBUJPO�
Research Fund) in the pipeline. However, because the data used for the analysis cover the period 
1993-2015, transfers to the Ghana Infrastructure Investment Fund (GIIF), which were budgeted to 
CFHJO�JO������DBOOPU�OBUVSBMMZ�GPSN�QBSU�PG�UIF�BOBMZTJT��&BSNBSLFE�FYQFOEJUVSF�	UPUBM�
� JO�UIJT�
TUVEZ�UIFSFGPSF�DPWFST�EBUB�PO����FBSNBSLFE�	PS�TUBUVUPSZ
�QBZNFOUT��3FUJSFNFOU�#FOFmUT (RB), 
District Assemblies Common Fund (DACF), Road Fund (RF), Ghana Education Trust Fund (GETF), 
Petroleum Related Funds (PRF), National Health Insurance Fund (NHIF), Retention of Internally 
(FOFSBUFE� 'VOET� 	3*('
� (IBOB� 4UBCJMJ[BUJPO� 'VOE� 	(4'
� (IBOB�)FSJUBHF� 'VOE� 	()'
� BOE�
FBSNBSLFE�5SBOTGFST�UP�UIF�(IBOB�/BUJPOBM�1FUSPMFVN�$PSQPSBUJPO�	5(/1$
��

  For  the behavior of some individual earmarked transfers from 1993 to 2015, see our paper Revenue Earmarking in Ghana: Management 
and Performance Issues (IFS Occasional Paper No. 7, 2016). Also, note that total earmarked expenditure in each year includes current 
payments of earmarked expenditure arrears. However, because of limited disaggregation of arrears payment in the fiscal table, there are 
some earmarked expenditure arrears payment we might have excluded because of lack of identification.

1

Retirement Benefits (RB) as used here include government statutory (earmarked) transfers to the Social Security Fund on behalf of its 
workers as well as its pension and gratuity payments.

2

1

Procyclical Government Spending: 'JTDBM� SJHJEJUJFT�NBLF�HPWFSONFOU�TQFOEJOH�QSPDZDMJDBM��
5IF� SFBTPO� JT� UIBU� mTDBM� SJHJEJUJFT� 	QBSUJDVMBSMZ� SFWFOVF� FBSNBSLJOH
� GPSDF� UIF� HPWFSONFOU� UP�
TQFOE� FYUSB� mTDBM� JODPNF� EVSJOH� FYQBOTJPOT� BOE� DVU� JU� CBDL� EVSJOH� SFDFTTJPOT�� "MTP� UIF���������
HPWFSONFOU�T�MPTT�PG�mTDBM�EJTDSFUJPO�CFDBVTF�PG�mTDBM�SJHJEJUJFT�JODMVEFT�JUT�MPTT�PG�BCJMJUZ�UP�DBSSZ�
out discretionary countercyclical spending when the need for such spending arises. Therefore, 
UIF�QSFTFODF�PG�B�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�EPFT�OPU�POMZ�NBLF�FDPOPNJD�DSJTFT�UBLF�B�MPOHFS�
time to recover from, they also hit the people very hard.

vi.

2



It is important to point out that the Petroleum Revenue Management Act gives the Minister of 
'JOBODF� UIF�QPXFS� UP�DBQ� USBOTGFST� UP� UIF�(IBOB�4UBCJMJ[BUJPO�'VOE�BOE� SFRVJSFT� UIF�BNPVOU�
BCPWF�UIF�DBQ�UP�CF�USBOTGFSSFE�JOUP�UIF�OFXMZ�FTUBCMJTIFE�$POUJOHFODZ�'VOE�BOE�4JOLJOH�'VOE�
GPS�EFCU�SFQBZNFOU��5IFSFGPSF�USBOTGFST�UP�UIF�$POUJOHFODZ�'VOE�BOE�UIF�4JOLJOH�'VOE�XIJDI�
CFHBO�JO������BSF�BMTP�JODMVEFE�JO�UIF�FBSNBSLFE�FYQFOEJUVSF�

&BSNBSLFE� FYQFOEJUVSF� TBX� TIBSQ� JODSFBTFT� EVSJOH� UIF� TBNQMF� QFSJPE� ���������� XIJDI����������
TJHOJmDBOUMZ�DPOUSJCVUFE�UP�SJHJEJUJFT�JO�UIF�DPVOUSZ�T�BOOVBM�CVEHFUT��5IJT�JT�EFQJDUFE�JO�5BCMF����
8F�DBO�TFF�GSPN�UIF�UBCMF�UIBU�JO�OPNJOBM�UFSNT�UPUBM�FBSNBSLFE�FYQFOEJUVSF�JODSFBTFE�TIBSQMZ�
from GH¢3.7 million in 1993 to GH¢89.0 million in 2000, and to GH¢1,206.9 million in 2007. By the 
FOE�PG������UPUBM�FBSNBSLFE�FYQFOEJUVSF�IBE�SFBDIFE�B�XIPQQJOH�()a�������NJMMJPO�

10

Table 1: Earmarked Expenditure and Its Revenue Ratio from 1993 to 2015

Year Number of Earm
Expenditures in the
Budget at the time

Total Earm. 
Expenditure
�*+�·��������

Total Earm. Exp. to
Total Rev. and
Grants Ratio (%)

Period Average (%)

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

1
2
2
2
2
2
2
4
5
5
5
5
6
6
7
7
7
7

10
10
10
10
10

3.7
11.7
19.3
23.9
30.4

33.8
46.3
89.0

174.7
180.1
294.0
365.6
558.6
629.8

1,206.9
1,488.0
1,643.4
2,431.2
3,902.3
4,573.7
6,461.7
7,842.1
9,415.4

4.9
10.0
10.4
10.4
11.5

9.5
12.5
16.5
20.6
15.9
17.4
15.3
19.8
19.7
28.2
28.9
25.0
28.9
31.8
28.8
34.7
33.3
31.4

4.9

10.7

16.5

17.3

19.8

27.8

32.0

}
}
}
}
}

}

}

Occasional Paper No . 9 Institute for Fiscal Studies

Source: Government of Ghana (2012)
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Figure 1: Earmarked Expenditure to Total Revenue and
Grants Ratio (1993-2015)

Year

Ra
tio

cal StudiesInstitute for Fiscal Studies Occasional Paper No. 9

It is not unexpected that increases in revenue resulting from economic expansion will induce 
JODSFBTFT�JO�UPUBM�FBSNBSLFE�FYQFOEJUVSF�TJODF�CZ�EFmOJUJPO�FBSNBSLFE�FYQFOEJUVSF�JT�MJOLFE�UP�
SFWFOVF���)PXFWFS�XF�DBO�TFF�GSPN�DPMVNO���PG�5BCMF���UIBU�FWFO�BGUFS�UBLJOH�BXBZ�UIF�FGGFDU�PG�
JODSFBTFT� JO� UPUBM� SFWFOVF� BOE� HSBOUT� 	53�(
� UPUBM� FBSNBSLFE� FYQFOEJUVSF� TUJMM� TBX� TIBSQ�������������
JODSFBTFT�� 5PUBM� FBSNBSLFE�FYQFOEJUVSF�BT�B� SBUJP� PG� UPUBM� SFWFOVF�BOE�HSBOUT� 	FYDMVEJOH� UBY�
exemptions), which stood at only 4.9% in 1993, increased to 16.5% in 2000 and to 28.2% in 2007. 
*OEFFE�UPUBM�FBSNBSLFE�FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�JODSFBTFE�UP�������JO�
2013 before declining to 31.4% in 2015. Figure 1, which depicts this information graphically,      
DMFBSMZ�TIPXT�UIBU�UPUBM�FBSNBSLFE�FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�IBT�TFFO�
quite a steep rising trend since 1993.

8IBU�JT�SFTQPOTJCMF�GPS�UIF�TIBSQ�JODSFBTFT�JO�FBSNBSLFE�FYQFOEJUVSF�FWFO�BGUFS�UBLJOH�BXBZ�UIF�
effect of revenue increases? As one would expect, the cause is the continuous increase in the 
OVNCFS�PG�FBSNBSLFE�GVOET��$PMVNO���PG�5BCMF���EFNPOTUSBUFT�UIJT��8JUI�POMZ�POF�FBSNBSLFE�
GVOE� � JO� UIF�CVEHFU� JO������FBSNBSLFE�FYQFOEJUVSF�DPWFSFE�POMZ������PG� UPUBM� SFWFOVF�BOE�
grants. However, as the number increased to 2 from 1994 to 1999, the ratio increased to 10.7% 
PO�BWFSBHF��4JNJMBSMZ�BT�UIF�OVNCFS�PG�FBSNBSLFE�FYQFOEJUVSFT�JODSFBTFE�UP���JO������BOE���JO�
����������BWFSBHF�FBSNBSLFE�FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�JODSFBTFE�UP�
������ BOE� ������ SFTQFDUJWFMZ�� *O� GBDU� UIJT� SFMBUJPOTIJQ� SFNBJOFE� VOCSPLFO� UISPVHIPVU� BOE�
UIFSFGPSF�BT� UIF�OVNCFS�PG�FBSNBSLFE�FYQFOEJUVSFT� JO� UIF�CVEHFU� SFBDIFE���� JO�����������
FBSNBSLFE�FYQFOEJUVSF�BCTPSCFE�������PG�UPUBM�SFWFOVF�BOE�HSBOUT�PO�BWFSBHF�

3.2 Wages and Salaries
In nominal terms, wages and salaries saw sharp increases from 1993 to 2015 (see Table 2). 
Wages and salaries increased from GH¢22.76 million in 1993 to GH¢142.28 million in 2000 and 
to GH¢3,182.53 million in 2010. By the end of 2015, expenditure on wages and salaries had 
increased sharply to GH¢10,555.93 million.

  Although Road Fund had been in existence since 1985, it was in 2000 that it was recorded as a separate line in the fiscal account table. 
Therefore, Road Fund is treated as if it began in 2000. This is the reason why Table 1 has only 1 earmarked expenditure item (Retirement 
Benefits) in 1993.  

3
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7DEOH����:DJHV�DQG�6DODULHV�DQG�LWV�5HYHQXH�5DWLR�����������

Year Total Earm. Expenditure
�*+�·��������

Wages and Salaries to TR&G
Ratio (%)

Period Average (%)

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

22.76
29.71
43.10
61.26
75.06         
95.68

116.11
142.28
303.65
414.18
566.10
694.67
824.35

1,137.05
1,418.78
1,987.64
2,478.69
3,182.53
4,534.87
6,665.52
8,242.94
9,448.57

10,555.93

30.6
25.6
23.1       
26.8
28.5
26.9
31.3
26.4
35.8
36.7
33.6
29.0
29.2
35.6
33.2
38.6
37.8
37.8
36.9
41.9
44.2
40.2
35.2

26.5

28.3

33.8

34.2

38.6

39.9

}
}
}
}
}
}
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Figure 2: Wages and Salaries to Total Revenue and
Grants Ratio (1993-2015)

12

Occasional Paper No . 9 Institute for Fiscal Studies



0OF�DPVME�BSHVF�UIBU�UIJT�JT�OPU�TVSQSJTJOH�BT�JODSFBTFT�JO�SFWFOVF�SFTVMUJOH�GSPN�JOnBUJPO�BOE�
FDPOPNJD�HSPXUI�OBUVSBMMZ�MFBE�UP�JODSFBTFT�JO�NPTU�CVEHFUBSZ�FYQFOEJUVSF�JUFNT�MJLF�XBHFT�BOE��
salaries. What is therefore more interesting are the dynamics of wages and salaries after the 
effects of revenue increases have been isolated. 

Indeed, expenditure on wages and salaries as a ratio of total revenue and grants saw a rising 
trend from 1993 to 2015. This is depicted by the third column of Table 2 as well as Figure 2. The 
last column of Table 2 sheds further light on this point. This column presents period averages of 
wages and salaries as a ratio of total revenue and grants. We can see from this column that, on 
average, every new period (corresponding to the political cycles) since 1993 is associated with 
IJHIFS�XBHFT�BOE�TBMBSJFT�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT��4QFDJmDBMMZ�TUBOEJOH�BU�������
in 1993-1996, average expenditure on wages and salaries as a ratio of total revenue and grants 
increased to 28.3% in 1997-2000, and to 33.8% in 2001-2004. In fact, average expenditure on 
wages and salaries as a ratio of total revenue and grants continued to increase, reaching 39.9% 
JO������������5IJT�JNQMJFT�UIBU�QVCMJD�TFDUPS�XPSLFST�JO�(IBOB�IBWF�CFFO�SFDFJWJOH�BO�JODSFBTJOH�
share of public revenues since 1993. Put differently, expenditure on wages and salaries has been 
growing faster than revenues accruing to the government since 1993. Given that revenue growth 
is largely explained by the general economic expansion, this further implies that since 1993, 
QVCMJD�TFDUPS�XPSLFST�BT�B�HSPVQ�DPOUJOVF�UP�CF�QBJE�NPSF�UIBO�XIBU�UIF�HFOFSBM�FYQBOTJPO�JO�
the economy dictates in proportionate terms. 

8IBU�FYQMBJOT�UIJT�QIFOPNFOPO �*T�JU�CFDBVTF�UIF�TJ[F�PG�QVCMJD�TFDUPS�FNQMPZNFOU�IBT�CFFO�
growing faster than the general expansion in the economy and thus the labor force? This is not 
the case. The explanation is that public sector employment as a ratio of the labor force has seen 
a declining trend over the years. According to the Ghana Living Standard Surveys, public sector 
employment as a ratio of the total labor force declined from 7.8% in 1991/1992 to 5.9% in 
����������BOE�UP������JO������������5BLJOH�JOUP�DPOTJEFSBUJPO�UIF�mTDBM�DIBMMFOHFT�(IBOB�IBT�
faced over the years, the correct explanation for the continuous increase in the share of total reve-
OVF�BOE�HSBOUT�QBJE�UP�QVCMJD�TFDUPS�XPSLFST�BT�XBHFT�BOE�TBMBSJFT�JT�UIBU�FMFDUPSBM�SFBMJUJFT�IBWF�
SFOEFSFE�(PWFSONFOU�PG�(IBOB�XFBL�JO�UIF�GBDF�PG�XPSLFST��BHJUBUJPOT��5IVT�UIF�HPWFSONFOU�
IBT�CFFO�ZJFMEJOH�FBTJMZ�UP�XPSLFST��XBHFT�BOE�TBMBSJFT�EFNBOET�XIJDI�IBT�SFTVMUFE�JO�XBHFT�
and salaries increasing faster than the rate of increase in total revenue and grants.

3.3 Debt Service Expenditure
*OUFSFTU�QBZNFOU�FYDFFEFE�BNPSUJ[BUJPO�EVSJOH�UIF�FOUJSF�QFSJPE�GSPN������UP������	TFF�5BCMF��
��
Also, these two components of debt service expenditure moved along the same direction from 
1993 to 2008.  However, while interest payment as a ratio of total revenue and grants generally 
TBX�B�TIBSQ�SJTJOH�USFOE�TUBSUJOH�GSPN������BNPSUJ[BUJPO�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�EJE�
not only stay relatively low but also declined for the most part starting from 2009. Therefore, the 
gap between 
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  This is not to say that Ghanaian public sector workers are overpaid. Assessing whether Ghanaian public sector workers are overpaid or 
underpaid requires a careful cross-sectional analysis of public sector wages and salaries in Ghana and its peers. It is, however, noteworthy 
that according to data from the IMF, while Ghana paid 5.5% of GDP as public sector wages and salaries in 1998, the average for sub-Saharan 
Africa stood at 6.7% in the same year. However, wages and salaries as a ratio of GDP grew so fast in Ghana that by the end of 2003, it had 
increased by 3.1 percentage points to 8.9%, while the average for sub-Saharan Africa had only increased by 1 percentage point to 7.7% in 
2003. Still, countries like Burkina Faso, Ethiopia, Kenya, Namibia, Sierra Leone, Zambia and Zimbabwe paid higher ratios of wages and 
salaries to GDP than Ghana in 2003.

4

4

4



JOUFSFTU�QBZNFOU�BOE�BNPSUJ[BUJPO�BT�SBUJPT�PG� UPUBM� SFWFOVF�BOE�HSBOUT�XJEFOFE�TUBSUJOH� GSPN�
2009. Columns 2 and 3 of Table 3 and Figure 3a depict these behaviors. The question that arises 
IFSF�JT�BT�SBUJPT�PG�UPUBM�SFWFOVF�BOE�HSBOUT�XIZ�EJE�BNPSUJ[BUJPO�TUBZ�MPX�SFMBUJWF�UP�JOUFSFTU�QBZ-
ment starting from 2009, thereby widening the gap between these two components of debt 
service expenditure? The answer is that since 2007/2008 there has been a relative shift from        
bilateral and multilateral borrowing,  whose servicing requires simultaneous interest and principal 
QBZNFOUT�	BNPSUJ[BUJPO
�UP�DPNNFSDJBM�CPSSPXJOH�	QBSUJDVMBSMZ�&VSPCPOET
�XIJDI�SFRVJSFT�POMZ�
yearly interest payment with a bullet payment of the whole principal amount at maturity dates. 
5IFSFGPSF�UIF�MPX�SBUJPT�PG�BNPSUJ[BUJPO�UP�UPUBM�SFWFOVF�BOE�HSBOUT�TUBSUJOH�GSPN������JT�GBS�GSPN�
being good news for Ghana, but rather it is a signal that serious debt servicing problems await 
UIF� DPVOUSZ� VQPO� UIF� NBUVSJUZ� PG� UIF� WBSJPVT� &VSPCPOET� BT� MBSHF� DIVOLT� PG� BNPSUJ[BUJPO������������
payments have merely been postponed to begin in 2017.

The behavior of total debt service expenditure as a ratio of total revenue and grants from 1993 to 
�����DBO�CF�DMBTTJmFE�JOUP�GPVS�EJGGFSFOU�QFSJPET��QFSJPE�PG�BTDFOU������������QFSJPE�PG�EFTDFOU�
2001-2004; period of bottoming-out, 2005-2012; and period of re-ascent, 2013-2015. During the 
period of ascent, expenditure on total debt service as a ratio of total revenue and grants saw a 
sharp 
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7DEOH����'HEW�6HUYLFH�([SHQGLWXUHV�DQG�WKHLU�5HYHQXH�5DWLRV�����������

Year Interest Payment
*+�·�������������RI�75	*

Amortization 
*+�·�������������RI�75	*

Total Debt Service Exp.
*+�·�������������RI�75	*

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

18.1
19.9
17.6
25.3
33.6
33.9
31.0
37.8
32.9
22.4
21.5
14.5
12.5
12.3
10.3
13.2
15.7
17.1
13.1
15.3
23.6
30.1
30.3

13.48
23.05
32.88
57.93
88.52

120.35
115.02
203.34
278.72
253.21
363.34
347.24
354.05
393.37
440.01
679.18

1032.32
1439.36
1611.18
2436.15
4396.97
7080.87
9075.34

8.9
9.9

10.4
19.1
19.6
16.9
18.3
34.7
16.4
10.3
15.2

8.0
7.4
7.4
7.5
9.7
7.0
6.0
4.8
3.9
4.4
5.7
9.1

6.61
11.50
19.42
43.71
51.60
59.90
68.06

186.75
139.02
116.03
255.93
192.02
209.83
235.13
321.22
497.41
457.71
502.31
584.28
623.60
821.41

1330.94
2734.09

27.0
29.8
28.0
44.4
53.1
50.8
49.4
72.4
49.3
32.7
36.7
22.5
20.0
19.7
17.8
22.9
22.7
23.0
17.9
19.3
28.0
35.8
39.4

20.08
34.54
52.30

101.64
140.12
180.25
183.07
390.09
417.74
369.24
619.28
539.25
563.87
628.50
761.23

1,176.59
1,490.04
1,941.67
2,195.46
3,059.76
5,218.38
8,411.81

11,809.43
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increasing trend. Standing at 27.0% in 1993, debt service expenditure as a ratio of total revenue 
and grants increased to 53.1% in 1997 and further to as high as 72.4% in 2000. Thus, in 2000 the 
country spent as high as 72.4% of its total revenue and grants to service its debt alone. The high 
and increasing debt service burden during 1993-2000 was caused by the large increases in the 
DPVOUSZ�T�JOEFCUFEOFTT�CPUI�EPNFTUJDBMMZ�BOE�FYUFSOBMMZ�EVSJOH�UIF�QFSJPE��
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Figure 3b: Total Debt Service as a Ratio of 
          Total Revenue and Grants
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Figure 3a: Interest Payment and Amortization as
Ratios of Total Revenue and Grants



0O� UIF� EPNFTUJD� GSPOU� UIF� mOBODJOH� PG� UIF� IJHI� MFWFMT� PG� mTDBM� EFmDJUT� UIF� DPVOUSZ� IBE��������������������
experienced, especially starting from 1992, led to the large levels of domestic debt buildups, 
which   substantially contributed to the debt service burden. The foreign debt buildups resulted 
GSPN�UIF�MBSHF�JOnPXT�PG�GPSFJHO�DBQJUBM�GSPN�UIF�*.'�BOE�8PSME�#BOL�BT�XFMM�BT�CJMBUFSBM�TPVSDFT�
UP�mOBODF�UIF�NVDI�UPVUFE�MJCFSBMJ[BUJPO�BOE�NBSLFU�SFGPSN�QSPHSBNT�(IBOB�XBT�QVSTVJOH�VOEFS�
the auspices of these multilateral institutions. Thus, the consequence of Ghana earning the praise 
BT�UIF�A4UBS�PG�"GSJDB��JO�UFSNT�PG�UIF�TVDDFTT�PG�UIF�MJCFSBMJ[BUJPO�BOE�NBSLFU�SFGPSN�QSPHSBNT�BOE�
the pumping of billions of dollars into the Ghanaian economy by the external actors over the years, 
TUBSUJOH�GSPN������XBT�UIF�IVHF�BDDVNVMBUFE�FYUFSOBM�EFCU�XIJDI�DPOUSJCVUFE�TJHOJmDBOUMZ�UP�
the sharp increases in debt service expenditure during 1993-2000. 

During the period of descent, debt service expenditure sharply declined, reaching 22.5% in 2004. 
This was due to the HIPC initiative the government opted for in 2001. Now, after reaching the HIPC 
completion point in 2004, debt service expenditure as a ratio of total revenue and grants 
bottomed-out, ranging between only 17.8% and 23.0% from 2005 to 2012. However, starting from 
2013, debt service expenditure as a ratio of total revenue and grants began to re-ascend, increas-
ing to 28.0% in 2013, 35.8% in 2014 and reaching 39.4% in 2015. Indeed, the ratio recorded in 
2015 was the highest since 2001. As one would expect, the increasing nature of debt service 
FYQFOEJUVSF�TJODF������SFnFDUT�UIF�SBQJE�EFCU�CVJMEVQT�UIF�DPVOUSZ�IBT�XJUOFTTFE�TJODF�������
Total public debt as a ratio of GDP, which stood at 47.3% in December 2012, increased to 56.6% 
in December 2013 and further to 69.7% in December 2014. By the end of December 2015, total 
public debt as a ratio of GDP had increased to 71.6%.

Having understood how the three rigid expenditure items have behaved and what have                  
JOnVFODFE�UIFJS�CFIBWJPST�TJODF������XF�DPOTJEFS�JO�UIJT�TFDUJPO�UIF�QSBDUJDBM�FGGFDUT�PG�UPUBM�SJHJE�
expenditure (the sum of these three rigid expenditure items) in Ghana.  

����7RWDO�5LJLG�([SHQGLWXUH��5HYHQXH�/LPLW�DQG�WKH�(IIHFW�RQ�WKH�¶)UHH·�)LVFDO�6SDFH�
      and Fiscal Policy Maneuverability in Ghana
8F�TUBUFE�JO�4VCTFDUJPO�����UIBU�UIF�JNNFEJBUF�FGGFDU�PG�MBSHF�MFWFMT�PG�mTDBM�SJHJEJUJFT�JT�UIBU�UIF�
HPWFSONFOU�MPTFT�EJTDSFUJPO�BOE�nFYJCJMJUZ�PWFS�mTDBM�QPMJDZ�XIJDI�NBLFT�UIF�HPWFSONFOU�VOBCMF�
UP�FBTJMZ�SFTQPOE�UP�DIBOHJOH�mTDBM�BOE�NBDSPFDPOPNJD�DJSDVNTUBODFT��8F�VOEFSTUPPE�UIBU�UIJT�
IBQQFOT�CFDBVTF�mTDBM�SJHJEJUJFT�DPOTVNF�UIF�mTDBM�TQBDF��8F�EFNPOTUSBUF�IFSF�UIF�FYUFOU�PG�
this phenomenon in Ghana since 1993. To do this, we consider the behavior of the sum of the 
three rigid expenditure items (i.e. total rigid expenditure (TRE)) in relation to total revenue and 
grants (TR&G) since 1993. This will enable us to have a clear picture about the degree of absorp-
UJPO�PG�UPUBM�SFWFOVF�BOE�HSBOUT�CZ�mTDBM�SJHJEJUJFT�JO�(IBOB�UIFSFCZ�IFMQJOH�VT�UP�JEFOUJGZ�UIF�TJ[F�
PG�UIF�HPWFSONFOU�T�

Occasional Paper No . 9 Institute for Fiscal Studies

4.0 The Effects of Fiscal Rigidities in Ghana 

  For a formal estimation of fiscal and macroeconomic effects of fiscal rigidities in Ghana using regression analysis, see Appendix B.5
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BWBJMBCMF�AGSFF��mTDBM�TQBDF �XIJDI�EFUFSNJOFT�UIF�EFHSFF�PG�mTDBM�QPMJDZ�EJTDSFUJPO�NBOFVWFS-
BCJMJUZ� UIF�HPWFSONFOU�IBT�CFGPSF� JU�EFDJEFT� UP�CPSSPX�� *U� JT� JNQPSUBOU� UP�FNQIBTJ[F�IFSF� UIBU�
TJODF�CZ�EFmOJUJPO�UIF�HPWFSONFOU�EPFT�OPU�IBWF�DPOUSPM�PWFS�SJHJE�FYQFOEJUVSFT�BU�MFBTU�JO�UIF�
TIPSU�UFSN�XF�NFBTVSF�UIF�MFWFM�PG�UIF�HPWFSONFOU�T�GSFF�mTDBM�TQBDF�CZ�UIF�SBUJP�CZ�XIJDI�UPUBM�
revenue and grants exceeds total rigid expenditure.   

Columns 2 and 3 of Table 4 present the nominal values of total revenue and grants and total rigid 
expenditure respectively. 

While comparing the data in these two columns is useful, let us dwell more on the last three 
columns of the table, which are also graphically shown by Figure 4. Column 5 of the table presents 
total rigid expenditure as a ratio of total revenue and grants. 

7DEOH����7RWDO�5LJLG�([SHQGLWXUH��75(���7RWDO�5HYHQXH�DQG�*UDQWV���75	*���DQG�WKH
Free Fiscal Space

Year TR&G
�*+�·��������

TRE
�*+�·��������

1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015

74.28
116.02
186.47
228.86
263.75
355.16
370.89
538.50
847.69

1,129.14
1,686.16
2,393.84
2,825.64
3,191.77
4,277.51
5,147.50
6,562.80
8,424.43

12,273.44
15,889.49
18,629.55
23,527.78
29,981.76

46.50
75.91

114.70
186.80
245.57
309.76
345.49
621.41
896.14
963.47

1,479.39
1,599.53
1,946.78
2,395.39
3,386.96
4,652.22
5,612.08
7,555.41

10,632.68
14,298.97
19,923.06
25,702.44
31,780.73

Revenue Limit
(%)

100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100
100

TRE as Ratio
of TR&G (%)

62.6
65.4
61.5
81.6
93.1
87.2
93.2

115.4
105.7

85.3
87.7
66.8
68.9
75.0
79.2
90.4
85.5
89.7
86.6
90.0

106.9
109.2
106.0

TRE as Ratio
of TR&G (%)

37.4
34.6
38.5
18.4

6.9
12.8

6.8
-15.4

-5.7
14.7
12.3
33.2
31.1
25.0
20.8

9.6
14.5
10.3
13.4
10.0
-6.9
-9.2
-6.0

17

  Fiscal space refers to a government’s available room for fiscal maneuver (Ostry, 2010). We qualify our measure of fiscal space as free 
because, as was pointed out in Subsection 2.3, governments usually try to increase the level of fiscal space beyond what we measure here 
by borrowing additional amounts at a cost. Indeed, fiscal space is created by cutting spending, increasing revenue, or borrowing (Peter S. 
Heller, 2005), but our measure of fiscal space ignores the borrowing component, hence the qualification ‘free.’ 

6
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The revenue limit shown in the fourth column of the table represents the ratio of available reve-
nues to the government in any given year. It is calculated by dividing total revenue and grants by 
JUTFMG�BOE�NVMUJQMZJOH�JU�CZ������*O�mHVSF���UIJT�JT�SFQSFTFOUFE�CZ�UIF�CMVF�IPSJ[POUBM�MJOF��5IFSF-
fore, the space below this line can be called total revenue and grants space. If total rigid expendi-
ture as a ratio of total revenue and grants is below the revenue limit, then the government has 
FYUSB�SFWFOVF�	PS�GSFF�mTDBM�TQBDF
�UP�TQFOE�PO�PUIFS�FYQFOEJUVSF�JUFNT�BU�JUT�EJTDSFUJPO��*O�UIF�
last column of Table 4, these are shown as positive ratios. However, if total rigid expenditure as a 
ratio of total revenue and grants is above the revenue limit, then the ratio above the limit 
represents the proportion of total rigid expenditure that total revenue and grants is unable to 
cover. In the last column of Table 4, these are shown as negative ratios. Thus, they indicate that 
JO�UIBU�QBSUJDVMBS�ZFBS�OPU�POMZ�EPFT�UIF�HPWFSONFOU�IBWF�OP�GSFF�mTDBM�TQBDF�JU�IBT�UP�CPSSPX�
money to the tune of the excess ratio before it can meet its rigid expenditures. Therefore, the 
OBUJPOBM�CVEHFU�JT�JO�EFmDJU�FWFO�CFGPSF�UIF�HPWFSONFOU�CFHJOT�UP�TQFOE�NPOFZ�PO�PUIFS�FYQFO-
diture items such as goods and services, public investment, etc.

In 1993, the government of Ghana had 37.4% extra revenue above the amount needed to cover 
UPUBM�SJHJE�FYQFOEJUVSF�	PS�IBE�������GSFF�mTDBM�TQBDF
��)PXFWFS�UIJT�SBUJP�DPOUJOVFE�UP�TISJOL�
reaching only 6.8% in 1999. In fact, in 2000, total rigid expenditure alone exceeded total revenue 
BOE�HSBOUT�CZ�BT�NVDI�BT�������JNQMZJOH�UIBU�UIF�HPWFSONFOU�IBE��������GSFF�mTDBM�TQBDF��
Thus, the government had to borrow to the tune of 15.4% of its total revenue and grants before it 
could meet total rigid expenditure alone. The sharp increase in total rigid expenditure as a ratio 
of total revenue and grants from 1993 to 2000 was caused by increases in all the three rigid 
expenditure ratios. However, debt service expenditure was the biggest driver.

Starting from 2001 total rigid expenditure as a ratio of total revenue and grants began to 
EFDSFBTF�� *O������BMUIPVHI� UPUBM� SFWFOVF�BOE�HSBOUT�XBT� JOTVGmDJFOU� UP� GVMMZ�DPWFS� UPUBM� SJHJE�
expenditure, the negative difference reduced to 5.7% of total revenue and grants.  

Figure 4: Total Rigid Expenditure In Total Revenue
and Grant Space (in Ratios)

Ra
tio

Year
TR&G Limit
Total Rigid Expenditure Ratio
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Starting from 2002, however, the excess revenue ratio assumed positive values. In fact, by the 
end of 2004 total revenue and grants had exceeded total rigid expenditure to the extent that the 
HPWFSONFOU�IBE�������PG�UPUBM�SFWFOVF�BOE�HSBOUT�BT�GSFF�mTDBM�TQBDF��

What was the main driver behind the sharp reduction in total rigid expenditure as a ratio of total 
SFWFOVF�BOE�HSBOUT�DBVTJOH�UIF�GSFF�mTDBM�TQBDF�UP�TIBSQMZ�JODSFBTF �5IF�NBJO�ESJWFS�IFSF�XBT�
debt service expenditure. Debt service expenditure as a ratio of total revenue and grants 
reduced from 72.4% in 2000 to only 22.5% in 2004 due to the HIPC debt reliefs, as we pointed 
out earlier. 

Starting from 2005, total rigid expenditure as a ratio of total revenue and grants began to 
JODSFBTF��5IFSFGPSF�UIF�GSFF�mTDBM�TQBDF�PS�UIF�FYUSB�SFWFOVF�SBUJP�TUBSUFE�UP�EFDSFBTF�SFBDIJOH�
�����JO������CFGPSF�QJDLJOH�VQ�UP�������JO�������*U�IPXFWFS�CFHBO�UP�EFDMJOF�BHBJO�TUBSUJOH�GSPN�
2010, reaching 10.0% in 2012. This time around, debt service expenditure ratio was not the main 
driver behind the increase in the total rigid expenditure ratio and thus the decrease in the free 
mTDBM�TQBDF��*OEFFE�EFCU�TFSWJDF�FYQFOEJUVSF�SBUJP�DPOUJOVFE�UP�TUBZ�MPX�SBOHJOH�GSPN�������UP�
����GSPN������UP�������8BHFT�BOE�TBMBSJFT�SBUJP�XIJDI�TJHOJmDBOUMZ�JODSFBTFE�JO�SFTQPOTF�UP�
XPSLFST��BHJUBUJPOT�BOE�UIF�FBSNBSLFE�FYQFOEJUVSF�SBUJP�XIJDI�BMTP�TJHOJmDBOUMZ�JODSFBTFE�EVF�
UP�UIF�JODSFBTF�JO�UIF�OVNCFS�PG�FBSNBSLFE�GVOET�XFSF�UIF�ESJWFST��

4BEMZ�CFHJOOJOH�JO������UIF�IVHF�mTDBM�FOUBOHMFNFOU�JO�XIJDI�UIF�HPWFSONFOU�PG�(IBOB�GPVOE�
itself in 2000 and 2001, which caused the country to swallow its pride and opt for the HIPC initia-
tive in 2001, has re-emerged – total rigid expenditure alone has exceeded total revenue and 
grants once again. The ratio by which total revenue and grants has fallen short of total rigid 
expenditure stood at -6.9% in 2013, -9.0% in 2014 and -6.0 in 2015. Thus, since 2013, the gov-
FSONFOU�IBT�IBE�OFHBUJWF�GSFF�mTDBM�TQBDF�ZFBSMZ��$POTFRVFOUMZ�TUBSUJOH�GSPN������UIF�HPWFSO-
NFOU�IBT�IBE�OP�DIPJDF�CVU� UP�CPSSPX�OPU�POMZ� UP�mOBODF�PUIFS�FYQFOEJUVSF� JUFNT�MJLF�QVCMJD�
investment, but also to be able to meet its rigid expenditure obligations. It is important to point out 
that this time around, all the three rigid expenditure items are to be blamed. Thus, in addition to 
UIF�SFHVMBS�FBSNBSLFE�FYQFOEJUVSF�BOE�XBHFT�BOE�TBMBSJFT�SBUJPT�GVSUIFS�JODSFBTJOH�PO�BWFSBHF�
debt service expenditure ratio, which generally stayed low from 2005 to 2012, saw sharp increas-
es starting from 2013. As we pointed out earlier, the sharp increase in the debt service expendi-
UVSF�SBUJP�SFnFDUT�UIF�IJHI�SBUF�PG�EFCU�CVJMEVQT�TUBSUJOH�GSPN�������

4.2 The Effects on Fiscal Consolidation in Ghana
4JODF������mTDBM�DPOTPMJEBUJPO�XIJDI�JT�EFmOFE�JO�UIF�0&$%�(MPTTBSZ�PG�4UBUJTUJDBM�5FSNT�BT�B�
QPMJDZ�BJNFE�BU�SFEVDJOH�HPWFSONFOU�EFmDJU�BOE�EFCU�BDDVNVMBUJPO�IBT�BMXBZT�CFFO�BNPOH�UIF�
LFZ�QPMJDZ�PCKFDUJWFT�QVSTVFE�CZ�UIF�HPWFSONFOU��5IVT�GSPN�UIF�&OIBODFE�4USVDUVSBM�"EKVTUNFOU�
Facility (ESAF) supported programs that the government implemented in the 1990s, through the 
Poverty Reduction Strategies (GPRS I & II) implemented in the 2000s, to the present Ghana 
Shared Growth and Development Agendas (GSGDA I & II) as well as the Extended Credit Facility 
4VQQPSUFE�1SPHSBN�VOEFS�UIF�*.'�SFEVDJOH�UIF�mTDBM�EFmDJU�BOE�EFCU�BDDVNVMBUJPO�IBT�CFFO�B�
LFZ�HPWFSONFOU�QPMJDZ�QSJPSJUZ��5IF�RVFTUJPO�UIBU�BSJTFT�IFSF�JT�IPX�IBWF�mTDBM�SJHJEJUJFT�BGGFDUFE�
UIF�DPVOUSZ�T�mTDBM�DPOTPMJEBUJPO�FGGPSUT�PWFS�UIF�ZFBST �
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5IF�HPWFSONFOU�T�TVDDFTT�JO�SFEVDJOH�UIF�mTDBM�EFmDJU�JO�(IBOB�IBT�MBSHFMZ�EFQFOEFE�VQPO�UIF�
EFHSFF�PG�SJHJEJUZ�JO�UIF�CVEHFU��*O�GBDU�UIF�IJHIFS�UIF�EFHSFF�PG�mTDBM�SJHJEJUZ�BT�NFBTVSFE�CZ�
UIF�TJ[F�PG�UPUBM�SJHJE�FYQFOEJUVSF�SBUJP�UIF�MPXFS�UIF�UFOEFODZ�GPS�UIF�mTDBM�DPOTPMJEBUJPO�FGGPSUT�
PG�UIF�HPWFSONFOU�UP�TVDDFFE�BOE�UIVT�UIF�IJHIFS�UIF�TJ[F�PG�UIF�mTDBM�EFmDJU�BOE�WJDF�WFSTB��
5IF�FYQMBOBUJPO�GPS�UIJT�JT�UIBU�XIFO�UPUBM�SJHJE�FYQFOEJUVSF�SBUJP�JT�IJHI�NBLJOH�UIF�BWBJMBCMF�GSFF�
mTDBM�TQBDF�TNBMM�UIF�HPWFSONFOU�JT�VOBCMF�UP�TJHOJmDBOUMZ�DVU�TQFOEJOH�UIFSFCZ�NBLJOH�UIF�
mTDBM�EFmDJU�SFNBJO�IJHI�EFTQJUF�UIF�HPWFSONFOU�T�QVSTVJU�PG�B�mTDBM�DPOTPMJEBUJPO�QPMJDZ��"MTP�
TJODF�BO�JODSFBTJOH�QPSUJPO�PG�SFWFOVF�JO�(IBOB�JT�FBSNBSLFE�BT�XF�TBX�JO�4VCTFDUJPO�����SFWF-
OVF�JODSFBTFT�IBWF�MPTU�B�HSFBU�EFBM�PG�UIFJS�EFmDJU�SFEVDUJPO�QPXFS�EVF�UP�UIF�BVUPNBUJD�USJHHFS�
of spending, as has been pointed out before. Table 5 demonstrates the effect of total rigid expen-
EJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�PO�UIF�mTDBM�EFmDJU�UP�(%1�SBUJP��

We can see from Table 5 that when average total rigid expenditure as a ratio of total revenue and 
HSBOUT�JODSFBTFE�GSPN�������JO�����������UP�������JO�����������UIF�BWFSBHF�mTDBM�EFmDJU�UP�
GDP ratio also increased from 5.9% in 1993-1996 to 8.5% in 1999-2000. And when average total 
rigid expenditure ratio declined to 86.4% in 2001-2004 and 78.4% in 2005-2008 due to the HIPC 
debt reliefs which substantially reduced the debt service expenditure component, the average 
PWFSBMM�mTDBM�EFmDJU�GPMMPXFE�TVJU�EFDSFBTJOH�UP������PG�(%1�JO�����������BOE������PG�(%1�JO�
2005-2008. Also, when average total rigid expenditure as a ratio of total revenue and grants 
CFHBO�UP�JODSFBTF�BHBJO�TUBSUJOH�GSPN�����������BWFSBHF�PWFSBMM�mTDBM�EFmDJU�SBUJP�BMTP�CFHBO�UP�
increase starting from the same period. Interestingly, as total rigid expenditure as a ratio of total 
revenue and grants registered its highest average value of 107% in 2013-2015, due mostly to the 
TIBSQ�SJTF�JO�EFCU�TFSWJDF�FYQFOEJUVSF�TP�BMTP�EJE�UIF�PWFSBMM�mTDBM�EFmDJU�UP�(%1�SBUJP�SFHJTUFS�JUT�
highest average value of 8.9% during this period. 

������5IF�&GGFDU�PO�UIF�'JTDBM�%FmDJU�JO�(IBOB

Correlation
Co-efficient

0.72}
Table 5: The Effect of Fiscal Rigidities on the Fiscal Deficit

Period Average Total Rigid
Expenditure as a Ratio
of TR&G (%) (RIGIDR)

Average Overall Fiscal
Deficit to GDP Ratio

(%) (DEFICITR)

1993-1996
1997-2000
2001-2004
2005-2008
2009-2012
2013-2015

67.8
97.2
86.4
78.4
88.0

107.0

5.9
8.5
4.1
4.6
7.0
8.9

Note:�4UBSUJOH�GSPN������UIF�SFCBTFE�(%1�mHVSFT�XFSF�VTFE�UP�HFOFSBUF�UIF�EFmDJU�SBUJPT�
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Figure 5: The Effect of Fiscal Rigidities on the Overall
Fiscal Deficit (Period Average) 

Period
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'JHVSF���BMTP�EFQJDUT�IPX�DMPTFMZ� UIF�PWFSBMM�EFmDJU� UP�(%1�SBUJP�	%&'*$*53
�IBT�GPMMPXFE�UIF�
movement of total rigid expenditure to total revenue and grants ratio (RIGIGR). It should, however, 
be pointed out that total rigid expenditure ratios (RIGIGR) in Figure 5 have been scaled down by 
a factor of 10 so as to enable us to depict the two variables in the same plane with greater clarity. 
5IPVHI�UIF�TDBMJOH�EPXO�IBT�BSUJmDJBMMZ�SFEVDFE�UIF�WBMVFT�PG�UIF�UPUBM�SJHJE�FYQFOEJUVSF�SBUJP�JO�
UIF�mHVSF�JU�IBT�OPU�BGGFDUFE�JUT�CFIBWJPS�PS�UIF�EJSFDUJPO�PG�JUT�NPWFNFOU�

"T�TIPXO� JO� UIF� MBTU�DPMVNO�PG�5BCMF��� UIF�DPSSFMBUJPO�DP�FGmDJFOU�CFUXFFO� UIF� UXP�WBSJBCMFT�
stands at 0.72, which shows quite a strong relationship. Based on the theoretical discussion, we 
assert that this relationship is a causal one.  

*U�JT�XJEFMZ�VOEFSTUPPE�UIBU�EFCU�BDDVNVMBUJPO�JT�EJSFDUMZ�JNQBDUFE�CZ�UIF�PWFSBMM�mTDBM�EFmDJU�B�
country declares. Therefore, the high rates of debt accumulation often recorded in Ghana are 
EJSFDUMZ�FYQMBJOFE�CZ�UIF�VTVBMMZ�MBSHF�PWFSBMM�mTDBM�EFmDJUT�UIF�DPVOUSZ�SFDPSET�XIJDI�BSF�JO�UVSO�
JOnVFODFE�CZ�UIF�EFHSFF�PG�mTDBM�SJHJEJUZ�BT�XF�KVTU�TBX�BCPWF��5IJT�JNQMJFT�UIBU�B�NPSF�GVOEB-
mental factor behind the usually high rates of debt accumulation in Ghana is the high degree of 
SJHJEJUZ�PGUFO�QSFTFOU� JO�UIF�DPVOUSZ�T�CVEHFU�� *U� JT�IPXFWFS� JNQPSUBOU� GPS�VT�UP�SFNFNCFS�UIBU�
UISPVHI�EFCU�TFSWJDF�FYQFOEJUVSF�EFCU�BDDVNVMBUJPO�JUTFMG�JT�B�TPVSDF�PG�mTDBM�SJHJEJUZ��5IFSFGPSF�
UIFSF�JT�B�SFWFSTF�DBVTBMJUZ�CFUXFFO�EFCU�BDDVNVMBUJPO�BOE�mTDBM�SJHJEJUJFT�XJUI�UIF�mTDBM�EFmDJU�
serving as the medium. The implication is that debt accumulation feeds on itself, particularly 
when there is an initial high degree of rigidity in the budget. This is because the existence of 
TJHOJmDBOU�MFWFMT�PG�mTDBM�SJHJEJUZ�MFBET�UP�IJHI�mTDBM�EFmDJUT�XIJDI�MFBE�UP�MBSHF�MFWFMT�PG�EFCU�
accumulation, resulting in greater levels of debt service expenditure and thus higher levels of 
mTDBM�SJHJEJUJFT�BOE�UIF�DZDMF�DPOUJOVFT��8JUIPVU�SFTPSUJOH�UP�QBJOGVM�BOE�FYUSBPSEJOBSZ�NFBTVSFT�
UIJT�DZDMF�JT�EJGmDVMU�UP�CSFBL��

4.2.2 The Effect on Debt Accumulation in Ghana
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The exponential rates of debt buildups in Ghana in the 1990s, pushing total debt to GDP ratio to 
increase to 185.2% by the end of 2000, which caused the country to opt for the HIPC Initiative in 
�����BOE�UIF�QSFTFOU�IJHI�SBUF�PG�EFCU�CVJMEVQT�TJODF������BUUFTU�UP�IPX�EFCU�DBO�RVJDLMZ�GFFE�
on itself and begin to ring alarming bells. In each of these periods, there was a high and         
sharply-rising total rigid expenditure providing the impetus for the debt explosion. 

������5IF�&GGFDU�PO�UIF�2VBMJUZ�PG�'JTDBM�$POTPMJEBUJPO�JO�(IBOB
"T�XF�QPJOUFE�PVU�JO�4VCTFDUJPO�����mTDBM�SJHJEJUJFT�SFEVDF�UIF�RVBMJUZ�PG�mTDBM�DPOTPMJEBUJPO��5IF�
SFBTPO�BHBJO�JT�UIBU�JO�JUT�QVSTVJU�PG�mTDBM�DPOTPMJEBUJPO�QPMJDJFT�UIF�HPWFSONFOU�MBSHFMZ�SFTPSUT�
UP�DVUUJOH�EPNFTUJDBMMZ�mOBODFE�DBQJUBM�FYQFOEJUVSF�TJODF�JU�JT�VOBCMF�UP�DVU�SJHJE�FYQFOEJUVSFT��
This affects economic growth and employment generation. Therefore, the higher the total rigid 
FYQFOEJUVSF�UIF�MPXFS�UIF�EPNFTUJDBMMZ�mOBODFE�DBQJUBM�FYQFOEJUVSF�BOE�WJDF�WFSTB�XIFO�UIF�
HPWFSONFOU�JT�JO�QVSTVJU�PG�mTDBM�DPOTPMJEBUJPO�QPMJDJFT��

%BUB� TIPX� UIBU� UIJT� OFHBUJWF� SFMBUJPOTIJQ� CFUXFFO� mTDBM� SJHJEJUJFT� BOE� EPNFTUJD� DBQJUBM�����������������
expenditure strongly holds in Ghana. We can see from Table 6 that for every period since 1993, 
increase in total rigid expenditure as a ratio of total revenue and grants has resulted in decrease 
in domestic capital expenditure  to GDP ratio in Ghana. Also, except in 2001-2004, decrease in 
total rigid expenditure to total revenue and grants ratio has always resulted in increase in             
domestic capital expenditure to GDP ratio. It is interesting to note that with the lowest average 
UPUBM� SJHJE� FYQFOEJUVSF� SBUJP� PG� ������ SFHJTUFSFE� JO� ���������� EPNFTUJDBMMZ�mOBODFE� DBQJUBM�
expenditure to GDP ratio was the highest at 5.3% of GDP during that period. Also, when total rigid 
expenditure ratio attained its highest average value of 107.0% in 2013-2015, domestically-  
mOBODFE�DBQJUBM�FYQFOEJUVSF� UP�(%1� SBUJP� SFHJTUFSFE� JUT� MPXFTU� SBUJP�PG������EVSJOH� UIF�TBNF�
QFSJPE�� 5IF� DPSSFMBUJPO� DPFGmDJFOU� CFUXFFO� UIFTF� UXP� WBSJBCMFT� JT� ������ BT� TIPXO� JO� UIF� MBTU�
column of Table 6.  

0.78

Period
Average Total Rigid

Expenditure as a Ratio
of TR&G (RIGIDR) (%) 

Domestic Capital
Expenditure to GDP Ratio

(DCAPGDPR) (%)
Correlation
Co-efficient

1993-1996
1997-2000
2001-2004
2005-2008
2009-2012
2013-2015

67.8
97.2
86.4
78.4
88.0

107.0
}

Note: 4UBSUJOH�GSPN������UIF�SFCBTFE�(%1�mHVSFT�XFSF�VTFE�UP�HFOFSBUF�UIF�%$"1(%13�

7

Table 6: The Effect of Fiscal Rigidities on the Size of Domestic Capital Expenditure to
GDP Ratio in Ghana

  It important to point out that part of earmarked expenditure is capital expenditure. However, this has not historically been disaggregated to 
be included in the domestic capital expenditure in the national budget. Following suit, the domestic capital expenditure here represents the 
domestic capital expenditure line in the national budget.

7
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Figure 6 graphically depicts the negative relationship between total rigid expenditure as a ratio of 
UPUBM�SFWFOVF�BOE�HSBOUT�	3*(*%3
�BOE�EPNFTUJDBMMZ�mOBODFE�DBQJUBM�FYQFOEJUVSF�UP�(%1�SBUJP�
(DCAPGDPR). Again, RIGIDR has been scaled down by a constant factor of 10 to enable us to 
HFU� B� OJDFS� mU� GPS� UIF� UXP� WBSJBCMFT� VTJOH� UIF� TBNF� TDBMFT�XJUIPVU� BGGFDUJOH� JUT� CFIBWJPS� BOE���������
DVSWBUVSF��5IJT�mHVSF�DMFBSMZ�EFQJDUT�B�TUSPOH�OFHBUJWF�SFMBUJPOTIJQ�CFUXFFO�3*(*%3�"/%�%$"1-
GDPR. Again, based on the theoretical analysis, we argue that this relationship is a causal one.  

Figure 6: The Effect of Fiscal Rigidities on 
Domestic Public Investment in the Face of 

Fiscal Consolidation Policy

"T�XF�TBX�JO�UIF�QSFWJPVT�TFDUJPO�B�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ� MFBET�UP�IJHI�MFWFMT�PG�mTDBM����
EFmDJU�BOE�WJDF�WFSTB��"MTP�BT�TIPXO�CZ�B�OVNCFS�PG�TUVEJFT�	TFF�GPS�JOTUBODF�(IBSUFZ������
BOE�#PBLZF�����
�IJHI�MFWFMT�PG�mTDBM�EFmDJU�IBWF�CFFO�B�NBKPS�ESJWJOH�GPSDF�CFIJOE�NBDSPFDP-
OPNJD� JOTUBCJMJUZ� JO�(IBOB��5IFSFGPSF�mTDBM�SJHJEJUZ� JT�B�NPSF�GVOEBNFOUBM�DBVTF�PG�NBDSPFDP-
nomic instability in Ghana. Fiscal rigidity affects real GDP growth in Ghana through at least two 
DIBOOFMT��'JSTU�UIF�NBDSPFDPOPNJD�JOTUBCJMJUZ�SFTVMUJOH�GSPN�mTDBM�SJHJEJUJFT�EBNQFOT�SFBM�(%1�
growth, since businesses withhold their investments in unstable macroeconomic environments. 
4FDPOE� UIF� EFDMJOF� JO� QVCMJD� JOWFTUNFOU� UIBU� FNFSHFT� EVSJOH� UIF� JNQMFNFOUBUJPO� PG� mTDBM��������
DPOTPMJEBUJPO�QPMJDJFT�EVF�UP�UIF�QSFTFODF�PG�B�IJHI�MFWFM�PG�mTDBM�SJHJEJUZ�EFQSFTTFT�SFBM�(%1�
growth. 

5BCMF���BOE�'JHVSFT��B�UP��D�EFQJDU�UIF�FGGFDUT�PG�mTDBM�SJHJEJUJFT�PO�NBDSPFDPOPNJD�JO�TUBCJMJUZ�
variables and real GDP growth rate in Ghana.  

4.3 The Effects of Fiscal Rigidities on Macroeconomic Stability  and Real GDP Growth
      in Ghana 

8

8

Period

Ra
tio

   It is important to point out that the response of macroeconomic variables (particularly the response of inflation rate) to fiscal outcomes during 
1993-1996 is a statistical outlier. This point is illustrated in Appendix A (dwelling on the behavior of inflation rate). Because of this, in          
demonstrating the effects of fiscal rigidities on the macroeconomic variables, we have omitted data for 1993-1996.  



8F�VTF�UIF�EFQSFDJBUJPO�SBUF�PG�UIF�DFEJ�BHBJOTU�UIF�64�EPMMBS�BOE�JOnBUJPO�SBUF�	*/'�3BUF
�BT�UIF�
representative macroeconomic in/stability variables. Also, due to the exogenous jump in real GDP 
growth rate in 2011 resulting from the start of oil production in that year and thus causing a          
TJHOJmDBOU�TUSVDUVSBM�CSFBL�XF�VTF�OPO�PJM�SFBM�(%1�HSPXUI�SBUF�GPS�UIF�BOBMZTJT�

We can see from Table 7 and Figures 7a and 7b that generally, decrease in total rigidity ratio 
	3*(*%3
�CSJOHT�BCPVU�EFDSFBTF�JO�EFQSFDJBUJPO�SBUF�PG�UIF�DFEJ�BHBJOTU�UIF�64�EPMMBS�BT�XFMM�BT�
JOnBUJPO�SBUF�XIJMF�JODSFBTF�JO�3*(*%3�CSJOHT�BCPVU�JODSFBTF�JO�UIFTF�WBSJBCMFT��5IF�DPSSFMBUJPO�
DP�FGmDJFOU�CFUXFFO�UPUBM�SJHJE�FYQFOEJUVSF�SBUJP�BOE�UIF�EFQSFDJBUJPO�SBUF�PG�UIF�DFEJ�BHBJOTU�UIF�
64�EPMMBS�TUBOET�BT�IJHI�BT������XIJMF�UIBU�CFUXFFO�SJHJEJUZ�SBUJP�BOE�JOnBUJPO�SBUF�TUBOET�BU�POMZ�
������ 5IJT� JNQMJFT� UIBU� JO� (IBOB� UIF� FYDIBOHF� SBUF� PG� UIF� DFEJ� JT� NPSF� SFTQPOTJWF� UP� mTDBM�
PVUDPNFT� UIBO� JOnBUJPO� SBUF��5IJT� JT�OPU� TVSQSJTJOH�HJWFO� UIBU� UP�B� MBSHF�FYUFOU� JOnBUJPO� SBUF� JO�
(IBOB�JT�JOnVFODFE�CZ�TVQQMZ�TJEF�GBDUPST�MJLF�GPPE�TVQQMZ�UIBU�NPTUMZ�EFQFOET�PO�XFBUIFS�DPO-
ditions. 
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Table 7: Effect of Fiscal Rigidities on Macroeconomic In/Stability and Real GDP Growth

Period

Correlation Co-e!cient (with RIGIDR)

Average
RIGIDR (%)

Average GH¢/US$
Dep. Rate (%)

Average INF
Rate (%)

Average Non-Oil Real
GDP GR (%)

1997-2000
2001-2004
2005-2008
2009-2012
2013-2015

97.2
86.4
78.4
88.0

107.0

27.6
6.0
6.7

10.1
20.5
0.79

22.6
21.5
13.9
10.5
16.1
0.26

4.2
4.9
6.4
7.3
4.9

-0.57

Figure 7a: The Effect of Fiscal Rigidities (RIGIDR) on the 
Deprec. rate of the Cedi against the US$ (EXRdepr)
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Figure 7b: The Effect of Fiscal Rigidities (RIGIDR) on 
Inflation Rate

Figure 7c: The Effect of Fiscal Rigidities (RIGIDR)
 on Real GDP Growth Rate (GR)

From the last column of Table 7 and Figure 7c, we can see that generally, growth rate of real GDP 
	OPO�PJM
� JT� JOWFSTFMZ� SFMBUFE� UP� UPUBM� SJHJEJUZ�� 5IF� DPSSFMBUJPO� DP�FGmDJFOU� CFUXFFO� UIFTF� UXP�
variables is -0.57. 
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5.0 Policy Recommendations 
5IFSF�JT�OP�EPVCU�UIBU�TUBSUJOH�GSPN������(IBOB�IBT�GBDFE�FOPSNPVT�mTDBM�BOE�NBDSPFDPOPNJD�
DIBMMFOHFT� BT� SFBM� (%1� HSPXUI� IBT� TFFO� B� ESBTUJD� EFDMJOF� mTDBM� EFmDJUT� IBWF� CFFO�
exceptionally high,the rate of debt buildups has sharply increased, and the macroeconomic 
FOWJSPONFOU�IBT�CFFO�WFSZ�VOTUBCMF��#BTFE�PO� UIF�mOEJOHT� JO�4FDUJPO���XF�DBO� SFBTPOBCMZ�
BSHVF�UIBU�UIF�mTDBM�BOE�NBDSPFDPOPNJD�EJGmDVMUJFT�UIF�DPVOUSZ�JT�DVSSFOUMZ�HPJOH�UISPVHI�DBO�CF�
FYQMBJOFE�UP�B�MBSHF�FYUFOU�CZ�UIF�TIBSQ�KVNQ�JO�UIF�EFHSFF�PG�mTDBM�SJHJEJUZ�ESJWFO�CZ�BMM�UIF�
three components. Indeed, when the country was in a similar situation in 2000/2001, it was 
rescued by debt reliefs the government gained through opting for the HIPC and MDRI initiatives. 
Because the HIPC and MDRI options are currently unavailable, the country would have to 
swallow bitter policy pills. To fully succeed, the people have to be made fully aware of the 
FOPSNJUZ�PG�UIF�DIBMMFOHFT�UIF�DPVOUSZ�JT�GBDJOH��.BLJOH�UIF�QFPQMF�GVMMZ�BXBSF�PG�UIF�FOPSNJUZ�PG�
UIF�DIBMMFOHFT�XJMM�QSFQBSF�UIFJS�NJOET�GPS�UIF�EJGmDVMU�DIPJDFT�BIFBE��*U�JT�BMTP�JNQPSUBOU�GPS�UIF�
government to demonstrate by its actions that unhealthy but politically expedient choices will be 
avoided. 

*O�NPSF� TQFDJmD� UFSNT� UIF� FYDFTTJWF� SJHJEJUJFT� JO� UIF� OBUJPOBM� CVEHFU� JO� UFSNT�PG� FBSNBSLFE�
expenditure, wages and salaries, and debt service expenditure that have been found to be the 
VOEFSMZJOH� DBVTF� PG� UIF� FOPSNPVT� mTDBM� DIBMMFOHF� UIF� DPVOUSZ� JT� GBDJOH� TIPVME� CF� VSHFOUMZ�
addressed.

8JUI� SFHBSE� UP� FBSNBSLJOH� UIF� SFDPNNFOEBUJPOT� XF� QSPWJEFE� JO� PVS� QSFWJPVT� QBQFS� PO� UIF�
NBOBHFNFOU�BOE�QFSGPSNBODF�JTTVFT�PG�SFWFOVF�FBSNBSLJOH�JO�(IBOB�	*'4�0DDBTJPOBM�1BQFS�
No. 7) become even more urgent. To recap, we recommended in that paper that the government 
TIPVME�BT�B�NBUUFS�PG�OBUJPOBM�QPMJDZ�QVU�BO�FOE�UP�UIF�FTUBCMJTINFOU�PG�OFX�FBSNBSLFE�GVOET�
FYDFQU�UIFZ�BSF�DMFBSMZ�GPVOE�UP�CF�FTTFOUJBM��)PXFWFS�DPOTJEFSJOH�PVS�DVSSFOU�mOEJOHT�UIBU�UPUBM�
SJHJE�FYQFOEJUVSF�SBUJP�IBT�CFFO�FYDFQUJPOBMMZ�IJHI�TUBSUJOH�GSPN������NJNJDLJOH�UIF�QSF�)*1$�
MFWFMT� XIJDI� JT� JOnJDUJOH� TFSJPVT� mTDBM� BOE� NBDSPFDPOPNJD� EBNBHF� UP� UIF� DPVOUSZ� XF� HP�
beyond this recommendation by adding that the government should completely refrain from 
FTUBCMJTIJOH�OFX�FBSNBSLFE�GVOET�BU�MFBTU�VOUJM�UIF�DPVOUSZ�IBT�CFFO�BCMF�UP�TJHOJmDBOUMZ�SFEVDF�
the total rigid expenditure ratio below the revenue limit. 

"GUFS�BMM�UIF�HPWFSONFOU�EPFT�OPU�IBWF�UP�FTUBCMJTI�BO�FBSNBSLFE�GVOE�CFGPSF�JU�DBO�TVDDFTTGVMMZ�
implement important new programs. We further recommended in the said paper that the existing 
FBSNBSLFE�GVOET�TIPVME�CF�SFWJFXFE�CZ�B�DPNNJUUFF�TFU�VQ�CZ�UIF�HPWFSONFOU�XJUI�UIF�HPBM�PG�
closing down the relatively nonessential ones and the monies involved redirected through the 
HFOFSBM�CVEHFUBSZ�QSPDFTT��0G�DPVSTF�DMPTJOH�EPXO�BO�FBSNBSLFE�GVOE�EPFT�OPU�OFDFTTBSJMZ�
mean that the program that was being funded by the fund would be terminated. What the 
HPWFSONFOU�XPVME�HBJO�CZ�EPJOH�TP�JT�mTDBM�nFYJCJMJUZ�TP�UIBU�UIF�mTDBM�EJGmDVMUJFT�JO�XIJDI�UIF�
DPVOUSZ�mOET�JUTFMG�DPVME�CF�BEESFTTFE�XJUI�TPNF�FBTF��5IF�SFWJFX�TIPVME�BMTP�BJN�BU�DVUUJOH�
XIFSF�OFDFTTBSZ�QBSUT�PG�UIF�FBSNBSLFE�SFWFOVFT�BOE�SFUVSOJOH�UIFN�UP�UIF�HFOFSBM�CVEHFU�JO�
PSEFS�UP�HBJO�BEEJUJPOBM�MFWFM�PG�nFYJCJMJUZ�UP�IFMQ�BEESFTT�UIF�FOPSNPVT�mTDBM�DIBMMFOHF��*U�XBT�
FNQIBTJ[FE�UIBU�JG�UIF�HPWFSONFOU�EPFT�OPU�JNQSPWF�UIF�USBOTQBSFODZ�XJUI�XIJDI�JU�PQFSBUFT�BOE�
UIVT�NBOBHFT�UIF�DPVOUSZ�T�mTDBM�BGGBJST�JU�XJMM�mOE�JU�EJGmDVMU�UP�HFU�UIF�QFPQMF�UP�CF�PO�CPBSE�GPS�
the closure of some of these funds,  even if clear evidence exists that nothing will be lost if they 
are incorporated into the general budgetary process. For those funds that cannot be closed 
EPXO�FGmDJFODZ�JO�NBOBHFNFOU�TIPVME�CF�BDIJFWFE�TJODF�BT�XF�TBX�JO�UIF�BGPSFNFOUJPOFE�
QBQFS�PO�FBSNBSLJOH�NPTU�PG�UIFTF�GVOET�BSF�NBOBHFE�JOFGmDJFOUMZ��
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1PMJUJDBM�JOUFSGFSFODF�BOE�JOFGmDJFODJFT�UIBU�BSF�VOEFSNJOJOH�UIF�VTFGVMOFTT�PG�UIF�GVOET�TIPVME�
CF�FMJNJOBUFE��5IPVHI�TPNF�FBSNBSLFE�GVOET�MJLF�UIF�/BUJPOBM�)FBMUI�*OTVSBODF�'VOE�	/)*'
�
have been established largely as social intervention initiatives, they should be managed with 
long-term sustainability in mind.
#BTFE�PO�PVS�DVSSFOU�VOEFSTUBOEJOH�UIBU�UIF�EFHSFF�PG�mTDBM�SJHJEJUZ�IBT�CFFO�FYDFTTJWFMZ�IJHI�
TJODF������XF�BEE�IFSF�UIBU�QPMJUJDJBOT�NVTU�TUPQ�VTJOH�UIF�FTUBCMJTINFOU�PG�FBSNBSLFE�GVOET�
as a campaign tool. The government should also bear in mind that by establishing these funds 
BOE�FBSNBSLJOH�B�QPSUJPO�PG�UIF�OBUJPOBM�SFWFOVFT�UP�UIFN�JU�IBT�EFMFHBUFE�QBSUT�PG�JUT�GVODUJPOT�
UP� UIF� GVOET�� NBOBHFST�� 5IFSFGPSF� UIF� HPWFSONFOU� TIPVME� SFGSBJO� GSPN� UIF� DVSSFOU� QSBDUJDF�
XIFSFCZ�JU�TFFLT�UP�QFSGPSN�UIF�TBNF�GVODUJPOT�JU�IBT�EFMFHBUFE�UP�UIF�GVOET��NBOBHFST�BT�JG�
USBOTGFST� UP� UIF� FBSNBSLFE� GVOET� BSF�NFSF� TUBUVUPSZ� PCMJHBUJPOT� UIBU� EP� OPU� GPSN� QBSU� PG� UIF�
HPWFSONFOU�T� QSPHSBNT�� *OEFFE� UIJT� CFIBWJPS� MFBET� UP� EVQMJDBUJPO� PG� GVODUJPOT� XIJDI�
DPNQMJDBUFT�UIF�mTDBM�DIBMMFOHF���

8IJMF�JU�NBLFT�TFOTF�GPS�XBHFT�BOE�TBMBSJFT�QBJE�UP�QVCMJD�TFDUPS�XPSLFST�UP�HSPX�JO�SFTQPOTF�UP�
increase in government revenue resulting from the general economic growth, the current 
USBKFDUPSZ� XIFSFCZ� QVCMJD� TFDUPS� XPSLFST� DPOUJOVF� UP� CF� QBJE� HSFBUFS� BOE� HSFBUFS� TIBSF� PG�
HPWFSONFOU� SFWFOVF� JT� OPU� TVTUBJOBCMF� FTQFDJBMMZ� HJWFO� UIBU� UIF� TJ[F� PG� QVCMJD� TFDUPS�
employment relative to the labor force is declining. The government should ensure that the rate 
PG�JODSFBTF�JO�XBHFT�BOE�TBMBSJFT�PG�QVCMJD�TFDUPS�XPSLFST�EPFT�OPU�FYDFFE�SFWFOVF�HSPXUI��5IF�
government should also conduct a thorough review of public sector employment in order to 
SJHIU�TJ[F�UIF�QVCMJD�TFDUPS�CZ�HFUUJOH�SJE�PG�SFEVOEBOU�XPSLFST��5IJT�XJMM�OPU�POMZ�NJOJNJ[F�UIF�
FYQFOEJUVSF�PO�XBHFT�BOE�TBMBSJFT�BOE�UIVT�NJOJNJ[F�UIF�SJHJEJUJFT�JO�UIF�CVEHFU�CVU�JU�XJMM�BMTP�
increase productivity in the public sector. Public sector recruitment and the payroll system should 
BMTP�CF�FGGFDUJWFMZ�NBOBHFE��8IJMF� UIF�FGGPSUT�CFJOH�NBEF� UP� SFNPWF� AHIPTU��OBNFT� GSPN� UIF�
QBZSPMM� TZTUFNT�BSF� DPNNFOEBCMF� UIF�HPWFSONFOU� TIPVME� FOTVSF� UIBU� AHIPTU�� OBNFT�EP�OPU�
FOUFS�JOUP�UIF�QBZSPMM�TZTUFN�JO�UIF�mSTU�QMBDF�CZ�DPOTUBOUMZ�BVEJUJOH�UIF�TZTUFN��

The country is clearly caught in a debt trap. Because total rigid expenditure has already 
exceeded total revenue and grants, the government can only run the country in the normal mode  
CZ�CPSSPXJOH��:FU�CPSSPXJOH�BOE�UIVT�BEEJOH�UP�UIF�QVCMJD�EFCU�CSJOHT�BCPVU�GVSUIFS�JODSFBTF�JO�
the debt service expenditure, thereby increasing further total rigid expenditure and thus the 
OFHBUJWF�GSFF�mTDBM�TQBDF�XIJDI�SFRVJSFT�FWFO�NPSF�CPSSPXJOH�BOE�UIF�DZDMF�DPOUJOVFT��5IF�
high and increasing nature of government borrowing since 2013 and the resultant astronomical 
rate of public debt buildups, leading to increases in expenditure on debt service and thus the 
EFHSFF�PG�mTDBM�SJHJEJUZ�CFBS�UFTUJNPOZ�UP�UIJT�BSHVNFOU��5P�IFMQ�SFWFSTF�UIJT�OFHBUJWF�DZDMF�BOE�
UIVT�IBWF�TPNF�mTDBM�CSFBUIJOH�TQBDF�UIF�HPWFSONFOU�TIPVME�BU�MFBTU�JO�UIF�TIPSU�UFSN�TUPQ�
SVOOJOH� UIF�DPVOUSZ�T�mTDBM�BGGBJST� JO� UIF�OPSNBM�NPEF�� *U� JT�VOEFSTUBOEBCMF� UIBU�EFCU�TFSWJDF�
FYQFOEJUVSF� JT� UPP� SJHJE� UP�NFBOJOHGVMMZ� SFEVDF�TJODF�FWFO�EFCU� SFmOBODJOH�NBZ�OPU�DIBOHF�
NVDI�JO�UIF�EFCU�TFSWJDF�FRVBUJPO��5IFSFGPSF�JO�BEEJUJPO�UP�DIFDLJOH�UIF�HSPXUI�JO�FBSNBSLFE�
expenditure and wages and salaries as recommended above, discretionary expenditures should 
be drastically cut. This should be done in such a way that growth is not negatively affected. Thus, 
the cuts should be more on, say, goods and services than on investment expenditure. A complete 
moratorium on borrowing may not be feasible in the short term given that total rigid expenditure 
DVSSFOUMZ� FYDFFET� UPUBM� SFWFOVF�BOE�HSBOUT��)PXFWFS� FGGPSUT� TIPVME�CF�NBEF� UP� TJHOJmDBOUMZ�
SFEVDF�CPSSPXJOH�CZ�EJSFDUJOH�JU�UP�mOBODF�POMZ�UIF�NPTU�FTTFOUJBM�FYQFOEJUVSF�JUFNT��*O�GBDU�BMM�
non-essential discretionary expenditures in the budget should be eliminated.
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"O�BEEJUJPOBM�TPVSDF�PG�TPMVUJPO�UP�UIF�mTDBM�EJGmDVMUZ�JT�UIF�BEPQUJPO�PG�NFBTVSFT�UP�JODSFBTF�UIF�
pace of revenue growth. Increased pace of revenue growth, other things remaining constant, has 
UIF�QPUFOUJBM�UP�CSJOH�UIF�mTDBM�TJUVBUJPO�UP�OPSNBMDZ�BT�JU�DPVME�JNQSPWF�UIF�FYDFTT�SFWFOVF�SBUJP�
with the possibility of turning it from negative into positive. However, while pursuing revenue 
enhancement policies, care should be exercised in order not to unnecessarily discourage the 
private sector and thus further undermine the already dampened economic growth. Also, given 
UIBU�HSPXUI�JO�UIF�FBSNBSLFE�FYQFOEJUVSF�JT�MJOLFE�UP�SFWFOVF�HSPXUI�SFWFOVF�HSPXUI�UIBU�JT�OPU�
NBUDIFE�CZ�EFMJCFSBUF�FGGPSUT�UP�DIBOHF�UIF�HSPXUI�QBUUFSOT�PG�FBSNBSLFE�FYQFOEJUVSF�NBZ�OPU�
CF�TVGmDJFOU�UP�HFU�UIF�DPVOUSZ�PVU�PG�UIF�QSFTFOU�mTDBM�BOE�NBDSPFDPOPNJD�QSFEJDBNFOU��*OEFFE�
the expected increase in oil revenue (mostly from the new wells) starting from 2017 provides 
TPNF�IPQF��)PXFWFS�JU�TIPVME�CF�CPSOF�JO�NJOE�UIBU�DSVEF�PJM�QSJDF�PO�UIF�JOUFSOBUJPOBM�NBSLFU�
JT�TUJMM�XFBL��"EEJUJPOBMMZ�UIF�HPWFSONFOU�EPFT�OPU�IBWF�DPOUSPM�PWFS�UIF�RVBOUJUZ�PG�PJM�QSPEVDUJPO�
BT�JU�EFQFOET�PO�UIF�QSPmU�NBYJNJ[BUJPO�MPTT�NJOJNJ[BUJPO�EFDJTJPOT�PG�UIF�GPSFJHO�PJM�DPNQBOJFT�

8F�TUVEJFE�JO�UIJT�QBQFS�UIF�CFIBWJPS�BOE�UIF�FGGFDUT�PG�mTDBM�SJHJEJUJFT�	FBSNBSLFE�FYQFOEJUVSF�
wages and salaries, and debt service expenditure) in Ghana. 

&BSNBSLFE� FYQFOEJUVSF� BCTPSCFE� POMZ� B� TNBMM� QPSUJPO� PG� UPUBM� SFWFOVF� BOE� HSBOUT� JO� ������
)PXFWFS� UIF�DPOUJOVPVT� JODSFBTF� JO� UIF�OVNCFS�PG�FBSNBSLFE� GVOET�IBT�DBVTFE� JU� UP�BCTPSC�
quite a large portion of total revenue presently.  Wages and salaries as a ratio of total revenue and 
HSBOUT� IBT� BMTP� IBE� BO� VQXBSE� SJTJOH� USFOE� TJODF� ����� JNQMZJOH� UIBU� QVCMJD� TFDUPS� XPSLFST�
continue to be paid higher and higher proportion of revenues to the government. This is because 
UIF�HPWFSONFOU�IBT�FBTJMZ�CFFO�ZJFMEJOH�UP�QVCMJD�TFDUPS�XPSLFST��XBHF�BOE�TBMBSZ�BHJUBUJPOT�GPS�
political and electoral reasons. From 1993 to 2000, debt service expenditure saw a sharp rising 
trend in response to the fast rate of debt accumulation during the period. However, owing to 
HPWFSONFOU�T�PQUJOH�GPS�UIF�)*1$�*OJUJBUJWF�JO������XIJDI�SFTVMUFE�JO�B�DPOTJEFSBCMF�BNPVOU�PG�
debt reliefs, debt service expenditure ratio saw a substantial decline from 2001 to 2004. From 
2005 to 2012, debt service expenditure ratio bottomed out. However, starting from 2013, debt 
service expenditure ratio has been rising again at a fast rate due to the massive debt buildup 
SFTVMUJOH�GSPN�UIF�HPWFSONFOU�T�FYDFTTJWF�CPSSPXJOH�

Absorbing 62.6% of total revenue and grants in 1993, total rigid expenditure continued to 
increase, and by the end of 2000, it did not only absorb the entire total revenue and grants, it 
exceeded total revenue and grants by as much as 15.4%. Nevertheless, due to the debt reliefs 
that came with the HIPC initiative starting from 2001 and the MDRI initiative starting from 2006, 
which considerably reduced debt service expenditure as pointed out above, total rigid 
FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�BOE�HSBOUT�TJHOJmDBOUMZ�GFMM��)PXFWFS�TUBSUJOH�GSPN������
UPUBM�SJHJE�FYQFOEJUVSF�IBT�BHBJO�FYDFFEFE�UPUBM�SFWFOVF�BOE�HSBOUT��5IJT�JNQMJFT�UIBU�MJLF�JO�UIF�
pre-HIPC year of 2000, the government is currently forced to borrow, not only to be able to cover 
other expenditure items, but also to be able to meet all its rigid expenditure obligations.

8F�GPVOE�UIBU�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�IBT�CFFO�B�TJHOJmDBOU�DBVTF�PG�UIF�IJHI�SBUFT�PG�mTDBM�
EFmDJU�BOE�EFCU�BDDVNVMBUJPO�JO�(IBOB��"EEJUJPOBMMZ�XF�GPVOE�UIBU�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�
OFHBUJWFMZ� BGGFDUT� UIF� MFWFM� PG� QVCMJD� JOWFTUNFOU� JO� (IBOB�� 5IVT� JO� QFSJPET� PG� IJHI� mTDBM�
rigidities,capital expenditure to GDP ratio has been low, and vice versa. 

6.0 Conclusion
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'VSUIFSNPSF�XF�GPVOE�UIBU�IJHI�EFHSFF�PG�mTDBM�SJHJEJUJFT�IBT�CFFO�B�GVOEBNFOUBM�GBDUPS�CFIJOE�
macroeconomic instability in Ghana. And because of this instability as well as the negative effect 
PO�QVCMJD�JOWFTUNFOU�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�OFHBUJWFMZ�BGGFDUT�FDPOPNJD�HSPXUI�JO�(IBOB�

5IFSFGPSF�UP�CF�BCMF�UP�TPMWF�UIF�mTDBM�BOE�NBDSPFDPOPNJD�DIBMMFOHFT�JO�XIJDI�(IBOB�DVSSFOUMZ�
mOET�JUTFMG�UIF�HPWFSONFOU�TIPVME�mOE�XBZT�UP�SFEVDF�UIF�TJ[FT�PG�UIF�UISFF�SJHJE�FYQFOEJUVSF�
JUFNT�IPXFWFS�EJGmDVMU�JU�NBZ�CF��*O�UIJT�SFHBSE�UIF�HPWFSONFOU�TIPVME�SFGSBJO�GSPN�FTUBCMJTIJOH�
OFX�FBSNBSLFE�GVOET��5IF�FYJTUJOH�POFT�TIPVME�BMTP�CF�SFWJFXFE�XJUI�UIF�PCKFDUJWF�PG�DMPTJOH�
down those that are not essential. The government should ensure that growth rate of wages and 
TBMBSJFT� JT�SFEVDFE�NBLJOH�TVSF�UIBU� JU�EPFT�OPU�FYDFFE�UIF�SBUF�PG�SFWFOVF�HSPXUI�BOZNPSF��
"MTP� UIF� SBUF� PG� CPSSPXJOH� TIPVME� ESBTUJDBMMZ� SFEVDF� UP� NJOJNJ[F� UIF� SBUF� PG� EFCU� CVJMEVQT��
%JTDSFUJPOBSZ�FYQFOEJUVSFT�TIPVME�BMTP�CF�DVU�JO�PSEFS�UP�TJHOJmDBOUMZ�SFEVDF�CPSSPXJOH�BOE�EFCU�
buildups that are compounding the problem. The government has to also supplement 
FYQFOEJUVSF�DVUUJOH� NFBTVSFT� CZ� mOEJOH� XBZT� UP� HSPX� SFWFOVF� XJUIPVU� VOOFDFTTBSJMZ�
discouraging the private sector, which can further undermine the growth of the economy. All 
UIFTF�JNQMZ�UIBU�UIF�HPWFSONFOU�DBOOPU�DPOUJOVF�UP�IBOEMF�JUT�mTDBM�CVTJOFTT�BT�VTVBM�
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Appendix A
8F�TIPX� JO� UIJT� BQQFOEJY� UIBU� UIF� SFTQPOTF�PG� UIF�NBDSPFDPOPNZ� UP� mTDBM� PVUDPNFT�EVSJOH�
1993-1996 is a statistical outlier, which made us drop 1993-1996 when we were discussing the 
FGGFDU�PG�mTDBM�SJHJEJUJFT�PO�NBDSPFDPOPNJD�JO�TUBCJMJUZ�BOE�FDPOPNJD�HSPXUI�JO�4VCTFDUJPO������
"MUIPVHI� UIF� SFTQPOTFT�PG�NPTU�NBDSPFDPOPNJD�WBSJBCMFT� UP� UIF�mTDBM�PVUDPNFT�QPJOU� UP� UIF�
PVUMJFS� OBUVSF� PG� ���������� UIF� SFTQPOTF� PG� JOnBUJPO� SBUF� EVSJOH� UIF� QFSJPE� TUBOET� PVU�� 8F�
UIFSFGPSF� JMMVTUSBUF� UIJT� QPJOU� VTJOH� JOnBUJPO� SBUF� SFTQPOTF�� *U� TIPVME� mSTU� CF� SFNFNCFSFE� UIBU�
statistical outliers are data points that are far removed and numerically distant from the rest of the 
QPJOUT�XIJDI�NBLF�NPTU�TUBUJTUJDBM�NPNFOUT�CFDPNF�BCOPSNBM�

5BCMF�"��BT�XFMM�BT�'JHVSFT�"��BOE�"��EFNPOTUSBUF�UIJT�QPJOU��5IF�mHVSFT�QSFTFOU�TDBUUFS�QMPUT�PG�
SJHJEJUZ�SBUJP�	3*(*%3
�WT��JOnBUJPO�SBUF�	'JHVSF�"�
�BOE�UIF�PWFSBMM�mTDBM�EFmDJU�SBUJP�WT��JOnBUJPO�
SBUF�	'JHVSF�"�
��5IF�QMPUT�UP�UIF�GBS�SJHIU�JO�CPUI�mHVSFT�BSF�NBUDIJOHT�GPS������������$MFBSMZ�
these are statistical outliers.
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)LJXUH�$���5HODWLRQVKLS�EHWZHHQ�,QÁDWLRQ�DQG
Rigidity Ratio (RIGIDR):Plot for 1993-1996 is an Outlier 
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7. 0  Appendices

Table A1: Demonstrating that 1993-1996 is a Statistical Outlier with Respect to the
Response of the Macro economy to Fiscal Outcomes.

Period Average
RIGIDR (%)

Average
RIGIDR (%)

Average
RIGIDR (%)

1993-1996
1997-2000
2001-2004
2005-2008
2009-2012
2013-2015

67.8
97.2
86.4
78.4
88.0

107.0

5.9
8.5
4.1
4.6
7.0
8.9

41.4
22.6
21.5
13.9
10.5
16.1
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Appendix B
8F�FTUJNBUF� JO� UIJT�BQQFOEJY�mTDBM�BOE�NBDSPFDPOPNJD�FGGFDUT�PG�mTDBM� SJHJEJUJFT�VTJOH� MJOFBS�
SFHSFTTJPO�BOBMZTJT��0O�UIF�mTDBM�TJEF�XF�TFFL�UP�FTUJNBUF�UIF�FGGFDU�PG�UPUBM�SJHJE�FYQFOEJUVSF�
	3*(*%3
�PO�UIF�EFmDJU�UP�(%1�SBUJP�	%&'*$*53
�BOE�EPNFTUJD�DBQJUBM�FYQFOEJUVSF�UP�(%1�SBUJP���
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(DCAPR). As we understood in Section 4, increase in RIGIDR is expected to lead to increase in 
%&'*$*53�CVU�EFDSFBTF� JO�%$"13�BOE�WJDF� WFSTB��0O� UIF�NBDSPFDPOPNJD� GSPOU�XF�TFFL� UP�
FTUJNBUF�UIF�FGGFDU�PG�UPUBM�mTDBM�SJHJEJUZ�PO�SFBM�(%1�HSPXUI�SBUF�BOE�NBDSPFDPOPNJD�JO�TUBCJMJUZ��
4QFDJmDBMMZ�*�TFFL�UP�FTUJNBUF�UIF�FGGFDU�PG�3*(*%3�PO�OPO�PJM�SFBM�(%1�HSPXUI�SBUF�	(3OPJM
�UIF�
FYDIBOHF� SBUF� PG� UIF� DFEJ� BHBJOTU� UIF� 64� EPMMBS� 	&93
� BOE� JOnBUJPO� SBUF� 	*/'3
�� � )FSF� JU� JT�
expected that increase in RIGIDR will lead to increase in (worsen) macroeconomic instability and 
decrease in non-oil real GDP growth rate. To be able to interpret changes in the exchange rate in 
QSPQPSUJPOBUF�UFSNT�&93�IBT�CFFO�USBOTGPSNFE�JOUP�MPHBSJUINT�BOE�OBNFE�BT�-&93�

6OJU�3PPU�5FTUT
5P�CF�BCMF�UP�EFUFSNJOF�UIF�BQQSPQSJBUF�FTUJNBUJPO�QSPDFEVSF�UP�VTF�XF�mSTU�mOE�PVU�UIF�UJNF�
series properties of the data by determining the order of integration of the series using unit root 
tests. The reason for this is that if the series are found to be non-stationary with the order of 
integration greater than or equal to 1, then ordinary least square (OLS) estimation approach and 
JUT�USBEJUJPOBM�NPEJmDBUJPOT�DBO�MFBE�UP�TQVSJPVT�SFHSFTTJPO�XJUI�JODPOTJTUFOU�QBSBNFUFS�FTUJNBUFT�
(Granger and Newbold, 1974). 

*� VTF� BVHNFOUFE� %JDLFZ�'VMMFS� 	"%'
� VOJU� SPPU� UFTUJOH� QSPDFEVSF� UP� EFUFSNJOF� UIF� PSEFS� PG�
integration of the series using the following equation:

8IFSF�å�JT�EJGGFSFODF�PQFSBUPS�Y��JT�UIF�WBSJBCMF�DPODFSOFE�D�JT�B�DPOTUBOU�ESJGU�UFSN�τ is linear 
time trend, j is the lag level,     is random error term and b, ࢮ and ଂ are parameters to be estimated. 
The null hypothesis H : 1 = ࢮ (the series in question has unit root and is thus non-stationary) is 
tested against the alternative hypothesis H  : ࢮ�ড়�1 (the series is stationary). Given that the data 
ranges from 1993 to 2015, and that a drift term and a time trend are included in the ADF equation, 
computed ADF test statistics are compared with the critical value of -3.63 at the standard 5% 
TJHOJmDBODF�MFWFM��5IF�"%'�UFTU�JT�B�POF�TJEFE�UFTU��*G�UIF�DPNQVUFE�"%'�TUBUJTUJD�GBMMT�CFMPX�UIF�
critical value, then we fail to reject the alternative hypothesis that the series is stationary, and vice 
WFSTB��5IF�mSTU�IBMG�PG�5BCMF�#��QSFTFOUT� UIF�DPNQVUFE�"%'�UFTU�TUBUJTUJDT�BOE�UIF�BTTPDJBUFE�
Q�WBMVFT��8F� DBO� TFF� UIBU� XJUI� UIF� FYDFQUJPO� PG� JOnBUJPO� SBUF� 	*/'
� UIF� DPNQVUFE� "%'� UFTU�
statistics of the variables fall above the critical value. We therefore reject the alternative 
IZQPUIFTJT�UIBU�UIFTF�TFSJFT�BSF�TUBUJPOBSZ��5IVT�BDDPSEJOH�UP�UIF�"%'�UFTU�JOnBUJPO�SBUF�JT�UIF�
only stationary series.

To show that the non-stationary series have unit roots or are I(1) (i.e. integrated of order 1), I test 
GPS�UIF�QSFTFODF�PG�OPO�TUBUJPOBSJUZ�JO�UIF�mSTU�EJGGFSFODFT�PG�UIF�WBSJBCMFT��)FSF�UIF�MJOFBS�UJNF�
trend is excluded since differencing removes the time trend. However, a constant drift term is 
NBJOUBJOFE��8JUI� UIJT�NPEJmDBUJPO� JO� UIF�"%'�FRVBUJPO� UIF�DSJUJDBM� WBMVF�CFDPNFT� ������� 5IF�
TFDPOE�IBMG�PG�5BCMF�#��QSFTFOUT�UIF�DPNQVUFE�"%'�UFTU�TUBUJTUJDT�GPS�UIF�mSTU�EJGGFSFODFT�PG�UIF�
series and the associated p-values. It is clear that all the ADF test statistics fall below the critical 
WBMVF�PG��������8F�UIFSFGPSF�GBJM�UP�SFKFDU�UIF�BMUFSOBUJWF�IZQPUIFTJT�UIBU�UIF�mSTU�EJGGFSFODFT�PG�UIF�
series are stationary. 

To sum it, while INF is integrated of order 0 and is thus stationary, the rest of the variables have 
unit roots (or are integrated of order 1) and are thus nonstationary.

Ʃ[t� �F���EĲࢮ���[t-1����M �ଂƩ[W�M�� t���������������������3

t

t

a

0
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yt = A 1yt-1 + A 2yt-2 + ……….+ A pyt-p + ଂDt + єt           (2)

Table B1: Augmented Dickey Fuller Unit Root Test Statistics and P-values

Variable Test in Levels
ADF Statistic        P-value

Test in First Differences
ADF Statistic       P-values

RIGIDR
DEFICITR
DCAPR
GRnoil
LEXR
INF
Critical Value

0.5633
0.2227
0.1004
0.0583
0.6205
0.0309

-2.01
-2.77
-3.25
-3.55
-1.90
-3.88
-3.63

0.0030
0.0001
0.0001
0.0000
0.0191

-

-4.34
-5.90
-5.92
-8.17
-3.48

-
-3.01
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10(JWFO�UIBU�JOnBUJPO�SBUF�JT�UIF�POMZ�*	�
�WBSJBCMF�IFSF�XF�FYDMVEF�JU�GSPN�PVS�FTUJNBUJPO�NPEFMT���
This means that we represent macroeconomic in/stability by only the exchange rate of the cedi 
BHBJOTU� UIF� 64� EPMMBS�� 5IFSFGPSF� UIF� WBSJBCMFT� GPS� UIF� mTDBM� FTUJNBUJPO� NPEFM� BSF� 	%&'*$*53�
%$"13�3*(*%3
�BOE�UIPTF�GPS�UIF�NBDSPFDPOPNJD�FTUJNBUJPO�NPEFM�BSF�	(3OPJM�-&93�3*(*%3
�

The Estimation Model and Methodology
"T�BSHVFE�FBSMJFS�OPO�TUBUJPOBSJUZ�NBLFT�UIF�BQQMJDBUJPO�PG�USBEJUJPOBM�FTUJNBUJPO�NFUIPEPMPHJFT�
yield spurious regression with non-consistent parameter estimates.  The t-statistics of such regres-
TJPOT�EJWFSHF�BU�UIF�SBUF�PG�ð5�NBLJOH�JU�EJGmDVMU�GPS�UIF�QSPCMFN�UP�CF�EFUFDUFE�VTJOH�U�TUBUJTUJDT�

However, if linear combinations of a vector of I(1) variables yield stationary error terms, then the 
variables in question are said to be co-integrated, which can be estimated to yield consistent coef-
mDJFOUT��*O�NPSF�GPSNBM�UFSNT�"�WFDUPS�PG�*	�
�WBSJBCMFT�       is co-integrated if there exists a vector 
�� such that ��¶    is trend stationary. If there exist r linearly independent vectors ଵi, i = 1, …,r, then yt 
JT�DP�JOUFHSBUFE�XJUI�DP�JOUFHSBUJOH�SBOL�S�BOE�UIF�NBUSJY�ଵ�= (ଵ1��«��ଵr) is the cointegration matrix. 
ଵ�ZU�JT�BO�S�EJNFOTJPOBM�WFDUPS�PG�USFOE�TUBUJPOBSZ�WBSJBCMFT�

*U�JT�DMFBS�GSPN�UIF�BCPWF�EFmOJUJPO�UIBU�CFGPSF�XF�FTUJNBUF�UIF�FGGFDUT�PG�3*(%*%3�PO�UIF�PUIFS�
WBSJBCMFT�JO�FBDI�PG�UIF�UXP�TFDUPST�	mTDBM�BOE�NBDSPFDPOPNJD
�B�DP�JOUFHSBUJPO�UFTU�JT�OFFEFE�
GPS� VT� UP� BTDFSUBJO� UIF� DP�JOUFHSBUJOH� SBOL� S� 	J�F�� UIF� OVNCFS� PG� MJOFBSMZ� JOEFQFOEFOU�������������������������
vectors/equations). 

'JSTU�MFU�FBDI�TFU�PG�WBSJBCMFT�	J�F��UIF�mTDBM�BOE�NBDSPFDPOPNJD�WBSJBCMFT
�CF�SFQSFTFOUFE�CZ�B�
vector autoregressive (VAR) model as follows

�

i� i� ty

ty

ty

 It should be pointed out that instead of completely dropping inflation rate as a variable, it would have been better to replace it by the 
consumer price index (CPI), which is the integrated form of inflation rate and which is most likely to be an I(1) variable. However, the base 
year for the computation of the CPI in Ghana has changed 4 times since 1993, making Ghana’s CPI become a highly discontinuous variable 
during our sample period 1993- 2015, and thus not conducive for this kind of regression analysis.



∆y t = Πyt-1 + ∑ j=1Γj∆y t-j +ଂDt + єt                             (3)

Where Π = ∑ i=1Ai– 1, and Γi = -∑ j=i+1Aj . It is important to note that the number of co-integrating vectors 
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GPS� VT� UP� BTDFSUBJO� UIF� DP�JOUFHSBUJOH� SBOL� S� 	J�F�� UIF� OVNCFS� PG� MJOFBSMZ� JOEFQFOEFOU�������������������������

8IFSF� UIF�WFDUPS�ZU��� <%&'*$*53�%$"13�3*(*%3>�� GPS� UIF�mTDBM�NPEFM�BOE�ZU��� <(3OPJM�-&93�
3*(*%3>��GPS�UIF�NBDSPFDPOPNJD�NPEFM��"J�JT�UIFSFGPSF�B��Y��NBUSJY�PG�DPFGmDJFOUT�%U�JT�B�WFDUPS�
of deterministic components (constant drift term and time trend), ଂ�JT�UIF�DPFGmDJFOU�NBUSJY�PG�UIF�
deterministic components, and єt is 3x1 vector of innovations (error terms). Given that all the 
variables in each model are I(1), model (2) can be transformed into a vector error correction model 
(VECM) as follows: 

cal StudiesInstitute for Fiscal Studies Occasional Paper No. 9

are equal to the number of stationary relationships. If there are no co-integration relations, all rows 
in the matrix Π�NVTU�CF�[FSPFT��5IVT�GPS�FBDI�TFU�PG�WBSJBCMFT�JG�UIF�SBOL�	Π) = 0, then there is no 
DP�JOUFHSBUJPO�SFMBUJPOTIJQ�BNPOH�UIF�WBSJBCMFT��0O�UIF�PUIFS�IBOE�JG�SBOL	Π) = 3 for each set, then 
UIFSF�B�GVMM�SBOL�JNQMZJOH�UIBU�BMM�UIF�WBSJBCMFT�BSF�TUBUJPOBSZ��8F�EP�OPU�FYQFDU�UIJT�DBTF�BT�UIF�VOJU�
root tests we conducted showed that all the three variables in each group have unit roots. However, 
if Π�IBT�B�SFEVDFE�SBOL�JNQMZJOH�UIBU�����SBOL	Π
�����UIFO�UIF�DP�JOUFHSBUJOH�WFDUPST�BSF�HJWFO�BT�
Π = Įଵ¶�where ଵi represents the ith co-integration vector, and ����represents the effects of each co-in-
UFHSBUJOH�WFDUPS�PO�UIF�å��Q��*U�JT�JNQPSUBOU�UP�TUBUF�UIBU�JO�FDPOPNJD�UFSNT�DPJOUFHSBUJPO�SFMBUJPOT�
represent long-run or equilibrium relations.  

8F�BQQMZ�+PIBOTFO�T�$P�JOUFHSBUJPO�SBOL�UFTU��5IJT�UFTU�VTFT�B�TZTUFN�PG�NBYJNVN�MJLFMJIPPE�	.-
�
estimator for cointegration restrictions in a VAR representation as given by equation (2). We use the 
trace statistics for the tests. The null hypothesis (H0) of r cointegration relations is tested against the 
alternative hypothesis (Ha
�PG�L�DP�JOUFHSBUJOH�SFMBUJPOT��5IF�UFTU�VTFT�B�TFRVFOUJBM�BQQSPBDI�TUBSU-
JOH�GSPN�S�����UP�S���L���VOUJM�XF�GBJM�UP�SFKFDU�UIF�OVMM�IZQPUIFTJT��8F�TFMFDUFE�UIF�MBH�MFOHUIT�GPS�UIF�
UFTU�7"3T�VTJOH�"LBJLF�JOGPSNBUJPO�DSJUFSJPO�	"*$
�UFTU�TUBUJTUJDT��*OUFSFTUJOHMZ�BT�QBSU�PG�UIF�+PIBO-
TFO�T� DP�JOUFHSBUJPO� SBOL� UFTU� BTZNQUPUJDBMMZ� FGmDJFOU� FTUJNBUFT� PG� UIF� DPJOUFHSBUJPO� SFHSFTTJPO�
parameters are provided.
  
Cointegration Testing and Estimation Results for the Fiscal Model

5IF�"*$�MBH�TUSVDUVSF�UFTU�GPS�UIF�mTDBM�NPEFM�SFTVMUFE�JO���MBH�MFOHUI�GPS�UIF�UFTU�7"3�JNQMZJOH���
MBH�GPS�UIF�DP�JOUFHSBUJPO�SBOL�UFTU��"MTP�HJWFO�UIF�OBUVSF�PG�UIF�TFSJFT�B�MJOFBS�EFUFSNJOJTUJD�USFOE�
XBT�BTTVNFE�GPS�UIF�DPJOUFHSBUJPO�FRVBUJPO��5IF�USBDF�UFTU�SFTVMUT�GPS�UIF�mTDBM�NPEFM�JT�QSFTFOUFE�
JO�5BCMF�#��CFMPX��5IF�UFTU�JOEJDBUFT�UXP�DPJOUFHSBUJPO�FRVBUJPOT�BU����TJHOJmDBODF�MFWFM�

j�

ty
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Table B2: Trace Test Results for the Fiscal Model

)ZQPUIFTJ[FE
No. of CE(s) Eigenvalue Trace

Statistic
0.05

Critical Value
None *
At most 1 *
At most 2

 0.653491
 0.542190
 0.350429

 49.99699
 26.68039
 9.491753

 42.91525
 25.87211
 12.51798

Sample (adjusted): 1994 2015 
Included observations: 22 after adjustments
Trend assumption: Linear deterministic trend (restricted)
Series: DEFICITR DCAPR RIGIDR  
-BHT�JOUFSWBM�	JO�mSTU�EJGGFSFODFT
��/P�MBHT

Unrestricted Cointegration Rank Test (Trace)

 Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
 * denotes rejection of the hypothesis at the 0.05 level
 **MacKinnon-Haug-Michelis (1999) p-values

Table B3: The 2 Cointegrating Equations Estimation Results for the Fiscal Model

&RO����%FmDJU�UP�(%1�3BUJP
(DEFICITR)

Eqn 2: Domestic Capital to
GDP Ratio (DCAPR

Time Trend (τ)

Total Rigidity Ratio (RIGIDR)

-0.02
(0.34)

0.12***
(4.1)

-0.07***
(3.9)

-0.15**
(2.0)

5IF�UXP�DPJOUFHSBUJOH�FRVBUJPOT�FTUJNBUJPO�SFTVMUT�GPS�UIF�mTDBM�NPEFM�BSF�BMTP�QSFTFOUFE�JO�5BCMF�#�
 below.

Notes: a) The values in parenthesis are t-statistics.
����������ø� C
�����BOE����JOEJDBUF�TUBUJTUJDBM�TJHOJmDBODF�BU����BOE����TJHOJmDBODF�MFWFMT�SFTQFDUJWFMZ�
��������øø�øøc) Appropriate signing has been applied after transferring the dependent variables to the left hand side.

IO�UIF�USBEJUJPOBM�GPSNBU�UIF�FTUJNBUFE�DPJOUFHSBUJPO�FRVBUJPOT�GPS�UIF�mTDBM�NPEFM�BSF�TUBUFE�BT�
follows:
Equation 1:    DEFICITR = -0.02τ + 0.12RIGIDR
Equation 2:    DCAPR     = -0.07τ – 0.15RIGIDR
We can see from these equations that increase in total rigidity as a ratio of total revenue and 
HSBOUT�	3*(*%3
�EPFT�OPU�POMZ�IBWF�BO�JODSFBTJOH�FGGFDU�PO�UIF�EFmDJU�UP�(%1�SBUJP�	%&'*$*53
�
and a decreasing effect on domestic capital expenditure to GDP ratio (DCAPR) as we                  
UIFPSFUJDBMMZ�QPTUVMBUFE� UIFTF�FGGFDUT�BSF�TUBUJTUJDBMMZ�TJHOJmDBOU��4QFDJmDBMMZ� UIF� SFTVMUT�TIPX�
that, all things remaining the same, a 1% increase in total rigid expenditure as a ratio of total      
SFWFOVF� BOE� HSBOUT� MFBET� UP� ������ JODSFBTF� JO� UIF� EFmDJU� UP�(%1� SBUJP� XIJMF� UIF� TBNF� ���
increase in the total rigid expenditure as a ratio of total revenue and grants leads to 0.15% 
decrease in the domestic capital to GDP ratio. 
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Table B4: Trace Test Results for the Macroeconomic Model

)ZQPUIFTJ[FE
No. of CE(s)

Eigenvalue 0.05
Critical Value

Trace
Statistic

Prob.**

None *
At most 1 *
At most 2

 0.871768
 0.659009
 0.330571

 67.09168
 28.06738
 7.625263

 67.09168
 28.06738
 7.625263

 0.0000
 0.0262
 0.2838

Sample (adjusted): 1997 2015  
Included observations: 19 after adjustments 
Trend assumption: Linear deterministic trend (restricted)
4FSJFT��(3/0*-�-&93�3*(*%3���
-BHT�JOUFSWBM�	JO�mSTU�EJGGFSFODFT
����UP���

6OSFTUSJDUFE�$PJOUFHSBUJPO�3BOL�5FTU�	5SBDF


 Trace test indicates 2 cointegrating eqn(s) at the 0.05 level
 * denotes rejection of the hypothesis at the 0.05 level
 **MacKinnon-Haug-Michelis (1999) p-values

Table B5 presents the two cointegrating equations estimation results for the macroeconomic model.

Table B5: The 2 Cointegrating Equations Estimation Results for the Macro Model

Eqn 1: Non-oil Real GDP
Growth Rate (GRnoil)

Eqn 2: The Exchange Rate
JO�-PH��	-&93


Time Trend (τ)

Total Rigidity Ratio (RIGIDR)

0.32***
(9.9)

-0.08***
(3.7)

-0.07
(1.5)

0.18***
(5.9)

Note:  a) The values in parenthesis are t-statistics.
�����������C
������JOEJDBUFT�TUBUJTUJDBM�TJHOJmDBODF�BU����TJHOJmDBODF�MFWFMT�
           c)  Appropriate signs have been applied after transferring the dependent variables to the left hand side.

These results provide quantitative evidence to support the point we made in the main text that to 
BDIJFWF� JNQSPWFE� mTDBM� QFSGPSNBODF� JO� (IBOB� UIF� HPWFSONFOU� TIPVME� FOTVSF� UIBU� mTDBM�������������
SJHJEJUJFT�BSF�TJHOJmDBOUMZ�SFEVDFE�TJODF�JU�XPVME�HJWF�UIF�HPWFSONFOU�UIF�OFFEFE�nFYJCJMJUZ�UP�
FOTVSF�FGGFDUJWF�mTDBM�NBOBHFNFOU�

Co-integration Testing and Estimation Results for the Macroeconomic Model
The AIC lag structure test for the macroeconomic model resulted in 4-lag length for the test VAR, 
JNQMZJOH���MBHT�GPS�UIF�DP�JOUFHSBUJPO�SBOL�UFTU��"HBJO�B�MJOFBS�EFUFSNJOJTUJD�USFOE�XBT�BTTVNFE�
GPS�UIF�DP�JOUFHSBUJPO�FRVBUJPO��5IF�USBDF�UFTU�SFTVMUT�GPS�UIF�mTDBM�NPEFM�BSF�QSFTFOUFE�JO�5BCMF�
#��CFMPX��5IF�UFTU�BHBJO�JOEJDBUFT�UXP�DP�JOUFHSBUJPO�FRVBUJPOT�BU����TJHOJmDBODF�MFWFM��
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In the traditional format, the estimated cointegrating equations for the macroeconomic model are 
stated as follows:
Equation 1:    GRnoil = 0.32τ - 0.08RIGIDR
&RVBUJPO�������-&93����������τ + 0.18RIGIDR

The estimation results for the macroeconomic model show that increase in total rigidity as a ratio 
of total revenue and grants (RIGIDR) does not only have a decreasing effect on non-oil real GDP 
growth rate, and an increasing (or a worsening) effect on macroeconomic instability represented 
CZ�UIF�FYDIBOHF�SBUF�PG�UIF�DFEJ�BHBJOTU�UIF�64�EPMMBS�BT�XF�UIFPSFUJDBMMZ�BSHVFE�UIFTF�FGGFDUT�
BSF�TUBUJTUJDBMMZ�TJHOJmDBOU��4QFDJmDBMMZ�B����JODSFBTF�JO�UPUBM�SJHJE�FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�
revenue and grants brings about 0.08% decrease in non-oil real GDP growth rate in statistically 
TJHOJmDBOU�UFSNT�XIJMF�UIF�TBNF����JODSFBTF�JO�UPUBM�SJHJE�FYQFOEJUVSF�BT�B�SBUJP�PG�UPUBM�SFWFOVF�
BOE�HSBOUT�CSJOHT�BCPVU�������JODSFBTF�JO�UIF�FYDIBOHF�SBUF�PG�UIF�DFEJ�BHBJOTU�UIF�64�EPMMBS�JO�
TUBUJTUJDBMMZ�TJHOJmDBOU�UFSNT�

$PODMVEJOH�3FNBSLT
5IF�FTUJNBUJPO�SFTVMUT�GPS�UIF�mTDBM�BOE�NBDSPFDPOPNJD�NPEFMT�JNQMZ�UIBU�JG�UIF�HPWFSONFOU�JT�
BCMF�UP�TJHOJmDBOUMZ�SFEVDF�UIF�QSFTFOU�IJHI�EFHSFF�PG�mTDBM�SJHJEJUZ�JO�(IBOB�UIF�DPVOUSZ�T�mTDBM�
QPTJUJPO� XJMM� OPU� POMZ� TJHOJmDBOUMZ� JNQSPWF� CVU� FDPOPNJD� HSPXUI� XJMM� BMTP� CF� TJHOJmDBOUMZ�
FOIBODFE�XIJMF�BU�UIF�TBNF�UJNF�NBDSPFDPOPNJD�JOTUBCJMJUZ�XJMM�TJHOJmDBOUMZ�SFEVDF�
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