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ABSTRACT

Asan indicator of price change, the incidence of
high price indexes and its derived counterpart, infla-
tion, usually overemphasise the nominal values of
economic variables, at the cxpense of real valucs.
Given inflation as a monctary phenomenon, real
variables may not respond equi-proportionaicly to an
exogenous monetary shack. This underscored the
gradual but stable responsiveness of real consump-
tion activity variables duc to government's monctary
and other related policy initiatives as empirically
rationalized in this paper for Ghana during the 1972
- 1987 period.
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INTRODUCTION

With the consistent rapid increasc in gencral
price levels in Ghana, inflation has assumed a domi-
nant economic character, permeating practically all
other arcas of economic activity. Consumers have
been bruised with multidigited inflationary rates
which have become the conscquences and subse-
quent causes of commodity shortages, uncmploy-
ment of materials and input resources and in particu-
lar incfficient use of human (labour) resources. In the
process, consumer spending habits in the transitory
scnse, which covers a wide range of luxurious and
“conspicuous” commoditics and services have been
affected. Buteven more important, the regular spend-
ing habits of consumers, related to the basic necessi-
ties and “essential” commodities and scrvices, have
beenalsoaffected. In the aggregate, these tendencies
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among others, have exerted threatening effects on
consumers’ conflidence and thereby cast greater un-
certainty on business and investment opportunitics in
the country.

Basically, the Government’s Cxpansionary
monctary policy in the bid o deficitf; inance the
economy has accounted for the persistent rise in
consumer price before the ERP, From 1983, Govern-
ment’s monetary policy has been contractionary in
high interest rales, stringently adhered to scctorial
ceilings. At the same time, wages and salaries
increased within an environment of chronic under
supply conditions for products and inputs, resulting
in relatively higher aggregate demand and high
commodity prices. The increase in moncy supply
since 1985 has been largely due to favourable changes
in net Foreign Assets.

Also in recent years, Ghana’s population growth
rate has increased to an average of 30 per thousand
per annum from the average of 28 per thousand per
annum which characterised the 1960-1970 period.
The latter growth rae, rather than the ofien cited
growth rate of 24 per thousand per annum, is more
consistent with dataon the 1960 and 1970 Population
Census in Ghana, The increased population growth
rate in recent times, has excried additional upward
pressure on aggregate demand. High production
Costs, especially in economic activitics which utilise
imported inputs, are also partially responsible for the
inﬂalionary tendencies. In this case, inflation and
other undesirable economic elements are literally
transported from other countries, notably, the ad-
vanced western economies, to add fuel io domestic
price growth,

Itis apt to point out that the political institutional
and organizational processes, changes and transfor-
mations, the innovation of which dates back 10 1966
when the first constitutional government was toppled
by the Military, have had a definite share in condi-
tioning the inflationary tendencies in the country.
Disaffected governments, military or civilian, with
the intent of fostering popular supportoften tended to
discontinue and eschew the policies of their prede-
cessors. The results have been Pyrrhic victories,
considering the great economic costs at which such
cheap political strategies come by. The economic
and political path chartered by the revolutionary
government of the Provisional National Defence
Council (PNDC) in the post 1980 era have been

12, Number 1, February 1992 38



articulated through restructuring policies such as the
Economic Recovery Programme (ERP), the Com-
mittee for the Defence of the Revolution (CDR), and
the District Assembly concept, among others. The
comprehensive and instantancous application of these
concepts could influence the macro activity variables
of the economy and thus help unkeep society in a
stranglchold. One’s expectation however does not
preclude frictional tendencies, ab initio, before a
relatively stable path is charted, compatible to the
desired tenent of the PNDC’s hegemony.

In a sense, therefore, it may be stated that infla-
tionary character i " hana, not excluding the period
under review, is a wilxed breed; with inflation being
pulled and pushed by demand and cost factors along-
side the socio-political structural and organisational
changes in the country. The price hikes, more impor-
tantly, have stultified rising nominal incomes, money
supply and consumption estimates. Thus there is the
need to deflate nominal values to determine rcal
values in order not to distort the interpretation of
quantitative relationships between economic vari-
ables.

In this article, the writer has attempted to ration-
alise the inflation factor by recursively estimating the
functional relationship between real money supply,
real income, real consumption, and the price level for
Ghana between 1972 and 1987 inclusive. Basically,
the paper is aimed at determining the following
casual sequence for the purpose of analysis and
interpretation: money supply determines income,
incomes determines price, which in turn determines
consumption at both the aggregate and private levcls.

The sample period (1972-1987) was chosen to
reflect local and global economic and political ep-
ochs. First there was the World Energy Crisis of 1973
when the countries of the Middle East (the Arab
World) decided to use oil as a weapon to start an
‘economic war” which exerted tremendous implica-
tions to the entire world. In the Arab oil blackmail,
oil production and supply were curtailed drastically,
and this served root-up the cultural, traditional and
even the legal identity of the Arabs. But most notably
the 1973 oil crisis ushered the Middle East into the
limelight as a major economic component, capable
of extending its sway over the international commu-
nity. The implication of the ‘economic war’ for
Ghana, a developing oil-importing country was
obvious. Secondly, in 1972 the Military, for the
second time, usurped the reigns of government in
Ghana. The Military take-over that year was a
political milestone in that military persons rather
than professional politicians had a decisive advan-
tage to test their hands on the wheels of the admini-
stration of Ghana. The advantage was decisive
because the post-Independence years prior to 1972
witnessed the rise and fall of two distinctly conflict-
ing systems of political administrations. For almost

Journal of the University of Science and Technology, Kumasi, Vol.12, Number 1, February 1992

a decade ending 1966, Ghana was a socialist (one-
party) state. After a brief period of military interven-
tion, the country had the opportunity to experiment
with a multi-party arrangement under the so-called
Parliamentary Democracy from 1966 to 1972. Thus
the year 1972 and after defines a critical period for all
intent and purposes. Political authority got into the
hand of a “non professional” body which in principle
was expected to mitigate the adverse effects of an
international economic war in addition to resolving
an interrupted intra-national order in the economic,
social and political spheres.

The rest of the paper is organised as follows.
The concept and realities of price, a basic variable for
measuring inflation, are discussed in Section two.
The purpose is to relate the different indices used to
define price change in different sitvations. The
inflationary trend for the decade ending 1987 is also
presented and analysed . Section three provides an
empirical investigation into money supply - induced
income, consumption and price relations. A modi-
fied version of David Laidler’s (1974) small mone-
tarist model is employed to “test-estimate” the Gha-
naian experience. Finally, Section four provides a
summary of the major conclusions and offers practi-
cal suggestions and recommendations for the consid-
eration of policy and decision makers.

THE CONCEPT OF PRICE
INDEX AND INFLATION

Itis not too easy to sort out the causes and mode
of consumer behaviour in society. Several factors
including economic, emotional, traditional and cul-
tural, and psychological reasons or their combination
all tend to impart on consumer behaviour. The
purchasing power of the consumer, an economic
factor, has anotable relevance in thatit cuts across the
inflationary issue. With inflation,consumers” money
pockets suffer greatly, for the ability to purchase
commodities and services is reduced, denoting a
decline in real income.

The price index of the consumer measures
changes in the prices of constant market basket of
commodities and services over a specificd time pe-
riod using a reference time base. Fundamentally, the
Consumer Price Index {CPI) has three major roles.
First, it serves as a price change indicator and indeed
as heuristic determinant of inflation in periods of
persistent price increases. In that role, the CPI may
be used as the litmus test for a government’s success-
ful performance and popularity or otherwise. Sec-
ondly, the Consumer Price Index may be used to
deflate nominal series of economic variables such as
retail sales, earnings, investment expenditure, na-
tional income, among others, to purily these vari-
ables of their “market value infested” feature. A
deflated economic scries thus provides a real eco-
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nomic serics devoid of price-inflationary tendencies.
The third role of the CPI is its use as the escalator of
income payments, Essentially, a change in the con-
sumer price index affects a sizeably large proportion
of the population whose consumption deeds and
behaviour are affected at the retail level, In this
regard, a government can generate significant in-
creases in revenues by deliberately raising prices
(and price indices) even by a trashy percentage. The
additional prices may simply be taxed away as reve-
nues. The importance of the consumer price index
suggest that much accuracy is required in its meas-
urcment in preclusion of mislcading signals and
interpretations especially at critical and crucial times
of economic crises,

For the average consumer, the price index is
based on prices at the retail level. The Wholesale
Price Index (WPI) is the appropriate index for meas-
uring price changes at the wholesale market level.
The WPI compares the prices paid periodically by
firms, government and foreign purchasers with refer-
ence toa time base. Thus unlike the CPI, the WPI has
a foreign price component in the direct sense and is
influenced by government purchases. These differ-
ences, in principle, identify the CPI as the more
suitable index for domestic price changes.

The GDP-deflator is also an index for measuring
the qualitative change in domestic prices. It repre-
sents the average prices of all final commodities and
services produced by the country expressed as a
proportion of their prices in a base period.

There are certain cases, however, for which the
use of the Consumer Price Index is overly inade-
quate. For example, the CPI for Ghana in 1985 was
909.6 when 1980 is represented by 100, This means
that the same quantity combination of commodities
and services that would have been obtained for 1000
cedis Ghana currency in 1980 for example, cost
about nine times as much (9096 cedis) in 1985. This
exact notion of the consumer price index assumes
away several practical considerations. It is question-
able, for instance, whether consumers really buy the
Same or constant set of commodities and services
period after period.

The practical realities of life calls for adjust-
ments in demand to match changing income and
relative price conditions; and this makes it unlikely
for the consumer to buy the same (constant) market
basket of commodities and services time after time,
Thus what one must contest is whether it is the Cost-
of-Living Index (CLI) or the CPI which directly
caters for the variations in commodity (and service)
combinations. Also, whereas the CLI explicitly
accounts for a Social Security Tax, the CPI may not,
at least directly, be associated with it. Furthermore,
by permiting flexibilities in the size of the market
basket periodically, the Cost-of-Living Index intrin-
sically accounts for changes in consumer expendi-

ture pattern, thus respectively making room for and
pushing out new and out-dated products. In spite of
its demerits, however, the consumer price index is the
widely used indicator for measuring price changes in
many countries. It is easier to compute, which
demonstrates its frequent use.

From Table 1 it is observed that the years
1977 and 1981 reported three-digited inflation in
prices. Between these two years and also in 1982,
however, the percentages increase in price were bi-
digited ; but much more important, the rates decel-
eraicd towards a minimum of 22.30 percentin 1982,
The factors which caused the decline in inflation
included govemment dirigiste policies like price
control (minimum commodity price) measures which
actually forcg:loscd inflationary expectation.

Table 1: Percentage Changes In National Consumer Price Index
(Inflation): 1977 - 1987

Percentage Increase in CpI
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Inthe case of 1981, the inflation rate was unusy-
ally so high that interes; rates were reduced drasti-
cally with the aim of reducing inflation 1o a level

acceptable enough o stimulate economic activity

[4]. Thus the low inflation rate reported for 1982 wag

a logical out-growth and indeed an indication of a
successful interest rate (monetary) policy.

Table 1 also depicts 1983 as a year of crises.

Inflation rate was very high (123%). The seemingly
“hopeless™ situation in 1983 was salvaged by the
institution of realistic ‘devaluation’ and other poli-
ciesunder the Economic Recovery Programme (ERP),
The two years following 1983 in Table 1 indicate that
government succeeded in keeping inflation superla-
tively low 1o 10% in 1985. The data also show that
the expansion in money supply since 1985 which was
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due to increased net foreign assets, a point that has
earlier been mentioned, tended to be inflationary.

EMPIRICAL RATIONALISA-

TION OF VARIABLES

Expansionary monetary policy can be inflation-
ary when scarcities of commoditics and services
abound. Consumer’s confidence becomes impaired
as a result, and the values of economic variables in
nominal terms tend to be distorted and misleading.
Thus to safeguard the actual state of economic affairs
under inflationary condition, one needs Lo represent
the value of economic variables in real terms.

Table 2 provides the real values of Ghana’s
Gross Domestic Product (GDP), Private Consump-
tion, Total Consumption and Money Supply, in
addition to the Consumer Price Unit Index for the
1972-87 period.

In real terms and generally money supply, the
GDP, and the consumption variables rose from 1972
to 1975, trended downward up to 1983, and in-
creased in later years. Table 2 however shows that
the consumer price index experienced a consistent
increase for the entire sample of 16 years.

The post-1983 expansion in these variables was
to a large extent, the result of government policy
initiatives directed at rchabilitating, stabilising and
eventually restruturing the economy as envisaged .n
the ERP which took off in 1984.

The empirical model used by the author is a
modificd version of David Laidler’s (1974) small
monetarist model. The latter was based on the
theoretical foundation of the monetarist view that
sustained and severe inflation can be produced by
excessive increase in money supply. In Laidler’s
{1974) model money supply was exogenously deter-
mined, and the role of interest rate was assumed
away. He also defined the real income of the United
States interms of money supply and price; and finally
price change was explained by previous income.

The Laidler (1974) model was recursive in such
a way that prices and the demand for moncy ex-
plained real income; which in turn affected prices;
and both prices and real income influenced money
demand. The results of that study demonstrated with
reasonable confidence that it is possible to achieve a
meaningful linkage, however simple, between the
demand for money, real income and inflation under
a monetary setting.

The present model explained the functional rela-
tionships of real income, price, and real consumption
as arecursive system. Money supply is also consid-
ered exogenous to the model, and consumption is
used in place of the money demand variable used by
Laidler based on the tacit assumption that money
demand is held in transactionary (consumption)
balances. Typical of any monetarist viewpoint, the
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present model assumes that sustained inflation is
produced by expansion in money supply. The com-
peting fiscal view that inflation is caused by excess
demand through over spending such as by govern-
ment is also recognised in the present model by
determining the effects of price and money supply
and income on consumption.

The operational model was conceptualised as
follows:

I

f(X)

f(X,Y)

= f (xl’ Yl' Yz)

¥ fX,Y,Y)

is real Money Supply

is real Income (GDP)

is price level

is real total consumption

is real privale consumption

and
where

e S PR

(]

K e N

& W

The model was first estimated using data for the sub-
period 1972-1983, then data for the entire sample
period 1972-1987 were used. Next a binary (coded)
policy variable (X,), representing the ERE was ex-
ogenously introduced into the model and its effect
estimated for the 1972-1987 period in conjunction
with the other variables already defined. The coded
X, variable assumed the value of zero for the pre 1984
years, and unity otherwise.

Since the structure of the model was recursive,
the least squares technique of estimation was used
with the inherent assumption that the disturbance
(stochastic) terms of the equations are independent of
each other. Wold [15] has long and consistently
argued that economic systems tend to have a recur-
sive flavour, Itisargued that Institutional realities do
not permit prices and quantities to be simultancously
determined but rather there exists adjustment proc-
esses with a set of linear chain reactions once the
equilibrium state of an exogenous factor is disturbed.

One may easily submit, in regard of the above,
that the crucial factor in the adjustment process is the
time period. True, but since the present study used
annual data for consumption, price and income all of
which tend to exhibit “short haul” features, it is
assumed that the time-adjustment factor is accord-
ingly absorbed.

The estimated equations in the model are lincar
relations not only necessarily to provide for simple
approximations of the relationships, but also, and
more importantly, to avoid constraining the derived
elasticities to “constant” estimates such as obtains
under the double logarithmic (log-log) specification.

The resultant empirical estimates of the linear
functional equations together with derived Mean
Absolute Elasticity (MAE) estimates are provided in
Table 3 through 8 for the 1972-83, 1972-87 and
1972-1987 (with ERP policy variable) periods.
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Table 5: Empirical Estimates (Coefficients) of the Selected

Functions for Ghana (1972 - 1987
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counterpart, private consumption exhibited inelastic
tendencies with respect to income.

The statistical fits of the estimated equations as
indicated by the Coefficient of Determination were
acceptably high except for the price equation. Auto-
correlation did not post as a problem as DW tests
proved to be either inconclusive or zero,

The empirical results presented in Tables 5 5

6 . for the total sample period 1972-1987 show
features very similar to the results obtained for the
1972-1983 sub-sample period for all the functions
except for private consumption. In addition, the
probabilitics of errors were relatively smaller and

more acceplable than those for the 1972-83 sub period.

However, traces of positive autocorrelation in the
price and output equations showed, and the statistical
fit of the price equation was remarkably below fifty
per cent (R? = 0.351).

The private consumption function as usual indi-
cated a positive and dominant income (output) char-
acter during the entire sample period. Also, higher
prices tended to curtail consumption, and in both
cascs, the relationships were based on hi ghly accept-
able levels of statistical significance. But the re-
ported positive impact of money supply on private
consumption was negligible and statistically not
significant.

The estimates for the price and income elastici-
ties of private consumption for the entire sample
period were inelastic but on the higher side when
compared o sub-sample period situation.

There is every reason to believe that post-1983
conditions were responsible for the improvements
reported above. But to be absolutely certain, how-
ever, sufficient quantitative justifications are needed
Lo substantiate this assertion. Tables 7 and g,
provide the empirical results of the estimated model
for the entire sample period (1972 - 1987) with the
coded policy variable indicated to represent the
Economic Recovery Programme (ERP). The effect
of the ERP on the real variables as well as price was
thus estimated within the framework of the opera-
tional model.

The impactof the ERP as indicated in the empiri-
cal results, was to raise income (output) and price
levels. The policy also influenced total consumption
positively but restricted private consumption though
the latter results were not based on acceptable level
of statistical significance.

The Mean Absolute Elasticities (MAE) esti-
mates were roughly similar o those in Tables 4 and
6 for the real variable functions. The sensitivity
estimates of the real variables due to the ERP policy
were considerably below unity (approximately zero).
The policy’s effect on the price level was also inelas-
tic but moderate (0.650). Throughout the results, the
sensitivity of the price level due to income (output)
exceeded unity. But real money supply, however,

exerted very inelastic tendencies on price, quite unlike
the situation in Tables 4 and 6

The tests for autocorrelation in the estimated
functions in Table 7 were inconclusive, and this
time both the price equation and the real variable
equations all reported good statistical fits.

FURTHER ANALYSES

So far the study has shown that the ERP exerted
a positive impact on all the functions except for
private consumption. Thus the general improve-
ment in the regression results for the entire sample
period (1972-87) over the sub-sample period (1972-
83)canbe attributed to government policy initiatives
embodied in the ERP facility post 1983,

The background to the introduction of the ERP
in Ghana is numerous and varied, The essential
issues centred around the general price distortions
which culminated in inflationary tendencies; the
decline in domestic production and capacity of
utilization, with adverse macro-economic and wel-
fare implications. The period before the ERP also
experienced a decline in exports. Imports including
the inflow of foreign capital investment also suffered
as a result of foreign exchange scarcity and the
extremely low level of the country’s credibility,
either financially or otherwise. The country’s cur-
rency (the cedi) was over-depreciated vis-a-vis the
currencies of neighbouring countries in West Af rica
not to mention the hard and convertible currencies of
the Advanced Western Economies. There was also
the debt problem to contend with. All these, in
addition to the residual incidence of drought and
bushfires plunged Ghana into a severe economic
recession. Thus the extent to which these problems
have been or are being resolved, determined the
current position of real economic variables within the
economy,

The effect of the ERP as analysed in the empiri-
cal results is encouraging especially in terms of
improvements in the income (output) and aggregate
consumption. Indeed, the extra-sample performance
tests conducted for price and the real variables indi-
cated that the income (output), total consumption
expenditure and real private consumption all in real
terms were stable throughout the entire sample pe-
riod (i.e. the pre and post ERP period). Asshown in
Table 9, only the price function exhibited unstable
tendencies over time, implying that the price levels
were very sensitive to changes in the sample period.
More important, the degree of instability was severe
Judging by the superlatively high F estimate

Thus, based on the empirical findings up to
1987, it can be said that the Economic Recovery
Programme achieved a stable output expansion and
growth in consumption. The production of cocoa,
timber, minerals, grains has stepped up since 1984 as
shown in Table10.It must be mentioned that forsome
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Table 9: The Functional Stability (Extra-Sample Performance) Test; 1973 - 1983 - 1987

N Estmated Theorctied i
Function E-Value®* F-Value ** %
Real Gross Domestic Good extra sample: performance
product (GDP) Funcuon on Slable over ume
(& ) 0.838 34K
v Price Poor extia-wanple perlormian ¢
(Y, 32812 3.53 Function 1s Unsable over unie
Real Total Consumption Good extra-sample perlonmnee
Y) 0.506 3RS Function 1s Suible over ime
Real Private Consumption Good extra-sample perlomidice
(Y, 0.286 R Function is SLible over unie

Source: * Derived Esuma
Bases on ('l

Whese

ton from Tables 4.1, 3,1
w s F et for stabihity in
(Xe?

ey n, -k

- }_:\'? i,

T etis the residual sum of squarcs frum the gugionted sauple,
Lo o the residul sum of squares Lrom Uie ang il <aniple
0y the sie of the ongual sample

fiy 1y the number of additional ebséivatons

** Statsteal Tahle Values: F disteibuticn at §% error level

Table 10: Actual And Targeted Production Levels of
Mujor Commodities 1983 - 1Y86

Commuxdity

Actudl Production
1983

Targea) Production

19k 1986

Cocoa (1000 tnx)

Timber Logs (7000 Cubie Meus)

Timber [ umber

Gold (000 fine oy ounces)
Diamond (UK cararsg
Bouxite (OO0 Lonss 70

Maize (000 sy

Rice ("0 tons)

15K 2 Ky

0603 9236 2000

(000 Cubvie Metrey) 279 KR()

280 485
1y A50 1H50
150
T80

40 6l 83

Source Compuled from Loonome kedovers Progranue TR 1650, Revivn of pieagress i 1954 and goals for
1985 und 1986, Government of Ghana (Accra, Nowomber, [958 ) py. 28

of the commodities, the targets were achieved if not
exceeded.

In spite of all these, however, price stability was
notachieved. At the very tail end of the period under
study, and as a way to redress the price problem,
government instituted realistic changes in Ghana’s
weakened exchange rate regime by discontinuing the
long patronised fixed exchange rate system in favour
of a flexible exchange rate. The symbol and effect of
such a change have been obvious, For example,
currently, the country operates a weekly exchange
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rate auction market for the local cedis and the major
convertible currencics on the basis of the demand for
and supply of forcign cxchange in the country. The
result is that individuals and companices in the import-
export business are now able to bid for forcign
exchange in a virtually unrestricted competitive
market.

Besides, and in order to eliminate what used to
be a powerful underground (black) market for hard
currencies, individual commercial banks as well as
privale companies now legally run foreign exchange
bureaux which trade in currencies (the local cedis in
relation to the key convertible currencies) at various
rates quoted slightly higher than those established by
the weekly auction market.

Thus currency convertibility/movement have
become so liberalised 1o the extent that more and
assorted imported goods, not excluding shoddy ones,
arc now available in the local market. But, these
notwithstanding, prices are still higher compared
with wages and salarics of consumers, thus creating
conditions under which the economic welfare of the
consumer can hardly b2 said to have improved.

It is true also that government policy under the
ERP has increased exports, but the same policy via
liberalisatien has also increased imports as already
mentioned. In 1983 for example, Ghana’s total
exports valued $439 million, and increased to $610
million in 1985, all figures reckoned on free-on-
board (Fob) basis. Comparable estimates | or imports
were 3500 millionand $727 millionin 1983 and 1985
respectively [13]. Inrelation to domestic production,
import was obviously on the higher side. The actual
export-GDP and import-GDP ratios for 1987 for
example were 20.62% and 23.65% respectively [8]
The 1987 estimates exceeded the anticipated ERP
export-GDP ratio target of 19% for 198 given the
low ratioof 10% in early 1980 [12]. The import-GDP
ratio for 1988 was also targeted at 25% given the
actual ratio of 15% of the early 1980s.

There is thuslittle orno doubt that actual produc-
tion and supply have increased and will continue to
expand towards potential levels so as to improve the
incomes and wealth of the average Ghanaian.

The increasing movement of foreign capital into
the country since the ERP was instituted hasprovided
the necessary financial impetus for funding domestic
investment programmes. In 1983 there was $472
million worth of external capital inflow to Ghana.
This increased to $606 million in 1985 and $743
millionin 1987. The capital outflow from Ghana for
the three years were $240, $407 and $441 million
respectively [13]. The striking thing about these
figures is that in all cases, the net capital inflow to
Ghana was positive and substantial. In a way thcre-
fore, Ghana enjoyed a pool of financial resources
needed to expand domestic production and invest-
ment activities in the years following 1983.
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CONCLUDING IMPLICATIONS

FOR POLICY

This paper has empirically analysed real vari-
ables and price relations for the economy of Ghana,
using the characteristically hi gh inflationary tenden-
cies as a sound backdrop to Justify the essence and
behaviour of real variables,

The study has shown that for the period 1972-
1987, money supply in the real sense, enhanced the
growth of output. But in spite of this however, output
did not seem to increase high enough 1o ensure price
stability for the benefit of the consumer,

The study has also revealed that the Economic
Recovery Programme and its package of policies
designed to bail the economy out of the doldrums,
created ‘inflationary’ tendencies in price, output and
total consumption, but not private consumption, This
implies that public or government consumption
expenditure did expand.

The stability tests conducted on extra-sample
performance using the ERP period, revealed that
price charted an unstable path, but income (output)
tended to be stable over time, Also total and private
consumption, and by implication government con-
sumption expenditure charted a stable path,

In terms of elasticities, the estimated functions
mostly reported inelastic estimates, with the price
equation as an exception. As an example, the elas-
ticities of the real consumption variables with respect
to income (output) were below unity, though on the
higher side; but income (output) - price elasticity was
greater than unity, All these £0 10 demonstrate the
sensitive and unstable character of the price variable
over the years,

Given the outcomes, government policy will
have to concentrate, in the main, on ways and means
of stabilising price in order (o generate adequate
confidence in the consumer especially in the private
sector. The levels and direction of public or govern-
ment spending will also need to be controlled, moni-
tored and safeguarded 1o bring about effective and
efficient utilisation of both material and human re-
sources [12].

It is also suggested that price hikes have to be
utilised constructively. Indeed increases in money
supply may not necessarily be inflationary, particu-
larly if such increases are properly guided and chan-
neled into production investment ducts, to ul timately
Promole expansion in domestic production, When
money supply becomes inflationary, official prices
will have 1o rise to the levels prevailing in paralle!
markets before growthin outputis ultimately guaran-
teed. Certainly, following Keynes and Keynesian
tradition, some degree of inflation is compatible with
and indeed necessary for economic growth and de-
velopment [9].

Finally, and as an interim measure, wages and

salaries will have to be adjusted by the index of
inflation to reduce and possibly eliminate, the
short-term adverse impact on real variables. In the
long run, income, price and monetary policiesneed to
be rationalised and reconciled to boost the con-
sumer’s satisfaction and confidence.,
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