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Ghana’s  Money  Supply  M2:  Trends,  Analysis,  and
Economic Implications

Explore  the  trends  and  economic  implications  of  Ghana’s  M2  money  supply  in  this

detailed analysis. Learn about the factors driving M2 growth and future projections.

Highlights
      Detailed analysis of the trends and composition of Ghana's M2 money supply. 
      Top 10 key statistics reflecting the growth and economic implications of M2. 
      Critical insights into the factors impacting M2 and projections for its future
trajectory. 

Content

Ghana's Money Supply M2: An Expository and Critical Analysis
Highlights:
      Detailed analysis of the trends and composition of Ghana's M2 money supply.
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      Top 10 key statistics reflecting the growth and economic implications of M2.
      Critical insights into the factors impacting M2 and projections for its future
trajectory.
Research Methodology: This article utilizes data sourced from the Bank of Ghana,
International Monetary Fund (IMF), and World Bank reports. Quantitative analysis of M2
trends over the past five years is combined with an examination of monetary policy
changes, inflation dynamics, and the performance of key sectors. This method provides
a comprehensive understanding of M2's role in Ghana's economy.
Top 10 Key Statistics and Facts:
     1.  Ghana’s M2 money supply reached GHS 88.3 billion in 2023, representing an
11% increase from GHS 79.5 billion in 2022.
     2.  M2 includes M1 (currency in circulation and demand deposits) plus savings
deposits and time deposits.
     3.  The growth rate of M2 decelerated from 14% in 2022 to 11% in 2023, reflecting
tighter monetary policy by the Bank of Ghana.
     4.  Savings deposits grew by 9% in 2023, a decline from the 11% growth recorded in
2022, due to inflation and high interest rates.
     5.  Ghana’s M2 as a percentage of GDP stood at 45% in 2023, compared to 42% in
2022, indicating a significant role of M2 in economic liquidity.
     6.  Inflation exceeded 40% in early 2023, influencing the demand for savings and
time deposits, as households and businesses sought to preserve the value of their
wealth.
     7.  The Bank of Ghana's policy rate hike to 30% in 2023 slowed M2 growth by
discouraging excessive liquidity injections.
     8.  Foreign exchange inflows and remittances significantly impacted M2 growth, with
remittances contributing approximately 10% to the M2 supply in 2023.
     9.  Time deposits saw slower growth of 7% in 2023, as individuals and businesses
opted for more liquid forms of wealth amid economic uncertainty.
     10.  Projections suggest that Ghana’s M2 growth will moderate further to around
8-9% in 2024, assuming inflationary pressures ease and the currency stabilizes.
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Body of Article/Critical Analysis:

Understanding Ghana’s M2 Money Supply:

M2, a broader measure of money supply than M1, includes not only currency in
circulation and demand deposits but also savings and time deposits. M2 is a key
indicator of the total money available in the economy, reflecting both short-term
liquidity and savings available for investment. In Ghana, M2 has grown steadily over
recent years, though at a slower pace in 2023 as inflation, high interest rates, and
central bank policy adjustments constrained the supply of money in the economy.
In 2023, Ghana’s M2 money supply increased by 11%, down from 14% in 2022. This
deceleration is a direct response to the Bank of Ghana’s tighter monetary policy, which
sought to control inflation by reducing excess liquidity in the banking system. The high
policy rate of 30%, combined with inflation exceeding 40%, contributed to a more
cautious approach by banks and businesses in terms of deposit growth.
Key Drivers Behind M2 Growth in Ghana:
     1.  
Inflation: With inflation peaking above 40% in early 2023, the demand for liquidity
increased as households and businesses sought to adjust their savings and investment
behavior. The high inflation environment eroded the value of money, leading many to
increase their holdings of savings and time deposits as a hedge against rising prices.

     2.  
Monetary Policy Adjustments: The Bank of Ghana’s aggressive interest rate hikes,
particularly the policy rate increase to 30%, have had a direct impact on M2. Higher
interest rates discourage excessive liquidity and lead to slower growth in time deposits
and other components of M2 as borrowing becomes more expensive.

     3.  
Currency Depreciation: The depreciation of the Ghanaian cedi by over 20% in 2023
had a significant impact on M2, as individuals and businesses sought to convert foreign
exchange into local currency for short-term liquidity needs. The weakened currency
drove up demand for liquid forms of wealth like savings deposits, contributing to M2
growth.

     4.  
Government Borrowing: Government borrowing continued to influence M2, as
increased fiscal deficits and domestic borrowing led to greater injections of liquidity into
the economy. The government’s reliance on domestic debt markets influenced the
broader money supply, including the growth of savings and time deposits.

     5.  
Banking Sector Activity: Increased activity in the banking sector, including efforts to
attract more savings deposits through higher interest rates, contributed to the growth
of M2. Banks responded to inflationary pressures by offering attractive rates on savings
and time deposits, though demand slowed in 2023 due to economic uncertainty.

     6.  
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Foreign Exchange Inflows and Remittances: Remittances from abroad played a
significant role in M2 growth, contributing approximately 10% to the overall money
supply. These foreign inflows provided liquidity to households, increasing savings
deposits and demand deposits held in the banking system.
Economic Implications of M2 Growth:

The growth of M2 in Ghana has critical implications for economic activity, liquidity, and
monetary policy. M2 serves as a broader measure of the money available in the
economy for both immediate transactions (through M1) and longer-term savings
(through savings and time deposits). As such, it reflects the capacity for investment,
consumption, and economic growth.
However, excessive growth in M2 can exacerbate inflation if not carefully managed. In
Ghana’s case, the Bank of Ghana’s tightening of monetary policy has helped to
moderate M2 growth, though inflationary pressures and currency depreciation continue
to present challenges. The central bank’s focus on controlling liquidity while ensuring
enough money is available to support economic activity will be critical in the coming
years.
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Current Top 10 Factors Impacting Ghana’s M2:
     1.  Inflationary Pressures.
     2.  Bank of Ghana’s Policy Rate.
     3.  Cedi Depreciation.
     4.  Government Borrowing and Fiscal Policy.
     5.  Growth of Savings and Time Deposits.
     6.  Foreign Exchange Inflows and Remittances.
     7.  Private Sector Credit Growth.
     8.  Bank Liquidity and Reserve Requirements.
     9.  Consumer and Business Confidence.
     10.  Global Economic Trends and Commodity Prices.
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Projections and Recommendations:

Looking ahead, M2 growth in Ghana is projected to moderate further in 2024, with
estimates suggesting an 8-9% increase if inflation eases and the cedi stabilizes.
However, should inflationary pressures persist or government borrowing increase, M2
growth could exceed these estimates, potentially driving further inflation.
Recommendations for managing M2 growth include:
      For the Bank of Ghana: Continue inflation-targeting policies while ensuring that
liquidity remains sufficient to support economic growth. The central bank should closely
monitor the balance between M2 growth and inflationary pressures.
      For the Government: Implement fiscal discipline to reduce reliance on domestic
borrowing, which can increase M2 and contribute to inflationary risks.
      For Businesses and Banks: Focus on effective liquidity management, offering
competitive savings products while managing the risk of inflation eroding the value of
time deposits.
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Conclusions:

Ghana’s M2 money supply plays a vital role in ensuring liquidity and supporting
economic activity. While M2 growth slowed in 2023 due to inflation control measures, it
remains a key indicator of monetary policy effectiveness and economic stability. The
balance between ensuring adequate liquidity and controlling inflation will be essential
for sustainable economic growth in the future. By managing M2 growth carefully and
implementing sound monetary and fiscal policies, Ghana can navigate its current
economic challenges while supporting long-term development.
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Notes:
      Data sourced from the Bank of Ghana, IMF, and World Bank reports.
      Economic projections are based on current macroeconomic trends and monetary
policy conditions.
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