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Content

The Current State of Ghana's Interest Rates

Highlights:
      A critical analysis of Ghana’s interest rate trends, with insights into the drivers of
the high rates and their impact on the economy.
      Top 10 key statistics on interest rate levels, inflation, and borrowing costs in
Ghana.
      Strategic recommendations to address high interest rates and stimulate economic
growth.
Research Methodology: This article is based on data sourced from the Bank of Ghana
(BoG), International Monetary Fund (IMF), World Bank, and Ghana Statistical Service
(GSS). Primary data from monetary policy reports were analyzed alongside secondary
research, including economic reviews and academic studies on interest rate
management in emerging markets. The analysis provides a comprehensive view of the
trends, causes, and implications of interest rate movements in Ghana.
Key Statistics and Facts:
     1.  As of October 2023, the Bank of Ghana’s policy rate stands at 30%, one of the
highest in Sub-Saharan Africa.
     2.  Commercial lending rates in Ghana have averaged 33-35% in 2023.
     3.  Ghana's inflation rate peaked at 54.1% in early 2023 but has since moderated to
39.2% by October.
     4.  Treasury bill rates reached 27.1% for 91-day bills in 2023, reflecting the high
cost of government borrowing.
     5.  Ghana’s debt servicing costs reached 45% of government revenue in 2023,
exacerbated by rising interest rates.
     6.  Private sector credit growth has slowed to 12% in 2023, down from 20% in 2021,
due to high borrowing costs.
     7.  Ghana's foreign reserves fell to $4.6 billion in mid-2023, prompting further
monetary tightening by the BoG.
     8.  The central bank has raised the policy rate by over 1,300 basis points since
2022 in response to inflationary pressures.
     9.  The base lending rate for banks is projected to remain above 30% for the
remainder of 2023 due to persistent inflation risks.
     10.  Interest payments on public debt are projected to account for 55% of
government expenditure by the end of 2023.
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Body of Article/Critical Analysis:

The current state of interest rates in Ghana reflects a complex mix of inflationary
pressures, fiscal challenges, and monetary policy adjustments. As of October 2023, the
Bank of Ghana’s policy rate stands at an elevated 30%, marking a significant increase
from previous years. This tightening of monetary policy has been driven primarily by
efforts to curb runaway inflation, which reached a peak of 54.1% in early 2023 before
easing to 39.2%.
High inflation, fueled by external shocks such as rising global commodity prices and
supply chain disruptions, has put immense pressure on the central bank to act
decisively. The rapid depreciation of the Ghanaian cedi, which lost nearly 20% of its
value in 2023, further compounded inflationary pressures, as the cost of imported
goods surged. In response, the Bank of Ghana has raised interest rates aggressively,
increasing the policy rate by over 1,300 basis points since 2022.
However, the consequences of these high interest rates are far-reaching. Commercial
lending rates in Ghana now hover between 33-35%, making borrowing prohibitively
expensive for businesses and individuals alike. This has led to a sharp decline in private
sector credit growth, which slowed to 12% in 2023, down from 20% in 2021. The high
cost of borrowing has stifled investment and expansion, particularly for small and
medium-sized enterprises (SMEs) that are vital to Ghana's economic growth.
At the same time, government borrowing costs have skyrocketed. Treasury bill rates
reached 27.1% for 91-day bills in 2023, reflecting the increased cost of financing the
country's budget deficit. Interest payments on public debt now account for 45% of
government revenue, significantly reducing the fiscal space available for development
projects and social spending. With interest payments expected to rise to 55% of
government expenditure by the end of 2023, the burden of debt servicing has become
unsustainable, prompting calls for more aggressive debt restructuring efforts.
The persistence of high interest rates also reflects the central bank's efforts to stabilize
the cedi. Ghana's foreign reserves have dwindled to $4.6 billion, leaving the country
vulnerable to external shocks and capital flight. To protect the cedi and restore investor
confidence, the Bank of Ghana has maintained a tight monetary stance, despite the
negative impact on domestic borrowing.
Current Top 10 Factors Impacting Ghana’s Interest Rates:
     1.  Inflationary Pressures: High inflation, driven by rising global commodity prices
and currency depreciation, has forced the central bank to raise interest rates.
     2.  Currency Depreciation: The rapid depreciation of the cedi has increased
inflationary risks, prompting tighter monetary policy.
     3.  Fiscal Deficits: Large budget deficits and heavy borrowing have led to higher
interest rates as the government competes for limited domestic capital.
     4.  Debt Servicing Costs: Rising interest payments on public debt have
exacerbated fiscal challenges, contributing to further borrowing and higher interest
rates.
     5.  Global Economic Conditions: Global inflationary trends, supply chain
disruptions, and interest rate hikes by major central banks (e.g., the US Federal
Reserve) have impacted Ghana’s borrowing costs.
     6.  Monetary Tightening: The Bank of Ghana’s aggressive rate hikes in response
to inflation have contributed to higher lending rates in the domestic economy.
     7.  Private Sector Credit Constraints: High borrowing costs have reduced private
sector credit growth, limiting investment and economic expansion.
     8.  Investor Sentiment: Concerns over fiscal sustainability and debt levels have
led to higher risk premiums, driving up interest rates on government bonds.
     9.  External Debt Exposure: Ghana’s high level of external debt, subject to
exchange rate fluctuations, has contributed to elevated interest rates as the country
seeks to attract foreign capital.
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     10.  Monetary Policy Independence: The central bank’s commitment to fighting
inflation and stabilizing the currency has prioritized monetary tightening, even at the
expense of economic growth.
Projections and Recommendations:

Looking ahead, Ghana’s interest rates are likely to remain elevated in the near term,
particularly as inflationary pressures persist and global economic conditions remain
uncertain. However, there are steps that the government and central bank can take to
address the underlying issues driving high interest rates.
First, fiscal consolidation must be a priority. Reducing the budget deficit through more
efficient revenue collection and targeted spending cuts would help lower the
government’s borrowing needs and ease pressure on domestic interest rates.
Additionally, accelerating efforts to restructure Ghana’s public debt, particularly its
high-interest domestic debt, could reduce the cost of servicing the debt and free up
fiscal space for growth-enhancing investments.
The central bank should also focus on stabilizing the cedi through a combination of
monetary policy measures and efforts to boost foreign exchange reserves. Expanding
foreign direct investment (FDI) and promoting exports would help generate the foreign
currency needed to support the cedi and reduce reliance on external borrowing.
Lastly, addressing structural issues within the economy, such as reducing import
dependency and improving agricultural productivity, would help lower inflationary
pressures and create a more favorable environment for lower interest rates in the long
term.
Conclusion:

Ghana’s high interest rate environment presents significant challenges for both the
private and public sectors. While the Bank of Ghana’s tight monetary policy has been
necessary to combat inflation and stabilize the cedi, the resulting high borrowing costs
have hindered economic growth and investment. To create a more sustainable
macroeconomic environment, fiscal consolidation, debt restructuring, and targeted
structural reforms will be essential in reducing interest rates and promoting long-term
economic stability.
Notes: This article provides a detailed analysis of the current state of Ghana’s interest
rates, examining the drivers of high rates and offering recommendations for reducing
borrowing costs and promoting fiscal sustainability.
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