" March 2017

www.pwc.com/gh

2017 Budget
Highlights

“Sowing the Seeds for
Growth and Jobs”




Contents

2017 Budget Highlights 2
Commentary 2
At a Glance 6

The Economy 10

Direct Taxation 30

34

oy
&
=]
)
[}
~~
g
=}
fuy
=)
=

Sectoral Outlook Overview 38

Appendix 1 50

54

Q
(=]
[}
[
8
<

Our Leadership Team 57

2017 Budget Highlights 1



2017 Budget Highlights

Commentary

Vish Ashiagbor

Country Senior Partner
PwC Ghana

“Government’s
selection of the theme
“Sowing the seeds for

growth and jobs” is
well supported by the
array of initiatives
they propose to
implement. How
quickly such seeds will
sprout and how deeply
their roots will go will
depend significantly
on effective
implementation.”

he much anticipated first budget statement of the Nana Addo

Dankwa Akufo-Addo led government was finally presented

to Parliament on 2 March 2017 under the theme “Sowing

the seeds for growth and jobs”. The budget is anchored to the
country’s medium term vision and priorities of Government, incorporates
programmes initiated under the Ghana Shared Growth and Development
Agendall (“GSGDAII”), and is informed by the United Nation’s Sustainable
Development Goals (“SDGs”), and the African Union’s Agenda 2063. It is
also set within the context of the IMF’s three-year Extended Credit Facility
(“ECF”) programme with Ghana.

Key policy objectives targeted in the medium-term include: a business-
friendly and industrialised economy that creates jobs; a modernised
agricultural sector that emphasises value addition and improved
efficiencies; countrywide integrated infrastructure, and enhanced human
capital.

At PwC, in keeping with our practice for more than 15 years now, we have
reviewed and analysed the budget statement, offered our independent
views on Government’s policy intentions, proposed initiatives, and the
2017 economic targets.

The Hon. Minister of Finance, Mr Ken Ofori-Atta, noted that provisional
data available indicates that economic performance in 2016 was
weak. Many of the targets that were set for macroeconomic and fiscal
performance, and for the monetary and external sectors were missed:
2016 real GDP growth rate was 3.6% compared to a revised target of
4.1%; budget deficit-to-GDP ratio (on a cash basis) of 8.7% compared to
a revised target of 5.3%; on a commitment basis, deficit-to-GDP ratio was
higher at 10.3%; and debt-to-GDP ratio was high at 72.5%. Provisional
results across the three major constituent sectors of the economy were
also uninspiring. For example, industry is reported to have contracted by
1.2% under the global pressures of weak oil markets.

Some of the factors identified by the Minister as the reasons for the current
state of the economy include excessive borrowing, financial indiscipline,
and revenue underperformance resulting from leakages, loopholes, and
tax exemptions. Additional factors mentioned include a debilitating
environment for the private sector characterised by stiff energy sector
challenges, and existing rigidities resulting from earmarked revenues that
leave Government with very limited room for prioritising its expenditures
into capital projects that align with its socio-economic development
agenda.

It is our expectation, therefore, that the Minister will seek to correct
(or begin to correct) some of the challenges present in the economy to
improve Ghana’s chances of meeting the 2017 as well as the medium-term
economic performance targets, which in our view are within reach, given
good macroeconomic management. This is also with the assumption that
forecast revenues will materialise.

PwC
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It would seem to us that, oil and gas
from the Tweneboa, Enyera, Ntomme
(“TEN”) as well as the Sankofa-Gye
Nyame (“SGN”) fields is expected to be
a key growth driver of the economy in
the medium-term. To this end, we hope
that the lessons learnt of the impact that
unanticipated challenges with technical
operations could have on budgetary
revenue forecasts have been taken into
account in arriving at the production
volumes projected for 2017.

Indeed, growth in the Industry sector
is projected to spike up to 17.6% in
2018, the second highest in more thana
decade after the 41% recorded in 2011,
which was the first fiscal year in which
we recorded and accounted for a full
year of oil production. This spike in the
Industry sector’s growth is forecast on
the back of a 53.3% projected growth
in the petroleum sub-sector in 2018.
Beyond oil, we have a keen interest in
the over 30 key policy initiatives that
have been included in the 2017 Budget
Statement. The Minister states that
these policy initiatives, collectively,
are aimed to strengthen the business
environment, promote fiscal discipline,
and stimulate investment in critical
infrastructure in rural and deprived
communities. Inthe budget, these policy
initiatives have been organised under
different thematic areas, including
improving the business environment,
job creation, infrastructure for poverty
eradication, expenditure management
and commitment control, etc.

The questions we ask ourselves include
the following:

e Will these initiatives be really
effective in “sowing the kind of
seeds that will create an enabling
environment for high business-led
economic growth?

e Will the initiatives “sow seeds that
will lead to sustainable, poverty-
alleviating jobs being created
outside of the public sector?

* How quickly can the seeds sown by
these initiatives “germinate, grow
and be ready for harvesting?

e What are the conditions that should
be prevalent for these “seeds” to
result in quick growth and high
yields?

We have offered our views of these
initiatives based on our understanding
of what information has been included
in the budget, as well as our own
knowledge and experience.

In this commentary, we have touched
on a few of these initiatives. In the rest
of the document, we have discussed in
more detail some of these initiatives
in addition to other programmes
Government of Ghana (“Government“
or “GoG”) plans to execute in 2017 and
in the medium-term to 2019.

Improving the business environment
and job creation: The Minister
identified about 12 policy initiatives for
this thematic area. Key is the proposed
abolition of a broad array of taxes,
described by the Minister as “nuisance
taxes” because they are deemed to be
low revenue-yielding and burdensome
for tax payers. We understand that
implementing these tax incentives
could cost the State some tax revenues,
but the Minister is confident that this
loss would be more than compensated
for by other measures introduced, e.g.
the initiatives proposed to stem the
haemorrhaging of tax revenues by the
current tax exemptions regime.

The one measure that has already
sparked debate is the elimination of
duty imposed on spare parts imports.
Our view is that, while dismantling
this duty could lead to a lowering of
operational cost and an abatement of
cash flow pressures, spare parts dealers
would benefit more from a stabilised
Ghana Cedi.

This is because their costs are foreign
currency denominated, while their

sales are in local currency. It is our
view, therefore, that the Government
must act quickly, through its fiscal
management, to restore the confidence
of the market and help stabilise the
Ghana Cedi. Failing to achieve stability
in the currency value could mean that
the removal of import duties would do
little to improve the lot of spare parts
dealers. Indeed, most businesses will
continue to hurt, if the Ghana Cedi
continues to slide at the current rate.

We expect other initiatives, such as
the proposed National Identification
Programme and National Digital
Address System, to help establish
a good foundation for building a
business-friendly environment, one
that lends itself to achieving improved
tax compliance. A major complaint
of the financial services/ banking
industry and foreign investors who
seek local partners has been the
absence of a reliable address system
that allows them to track persons and
organisations that do business with
them. This has been cited among the
reasons for high payment default rates.
Indeed, some banks have admitted that
their expectations of elevated default
rates cause them to price interest rates
on their loan facilities high.

We envisage that, with a functioning
digital address system in place, a
plethora of innovative technology-
enabled services could be deployed
across different economic segments,
leading to enterprise and job creation,
especially by the youth. Indeed, these
two policy initiatives are fundamental
to our socio-economic development and
should be executed to an appropriate
level of detail over the medium term,
if it cannot be completed in the short
term.

The initiatives targeted at the banking
and capital markets also present some
interesting possibilities. If implemented
properly, these initiatives will support
a strengthening of both the banking
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sector and the capital markets.
Reduction in exposure to the country’s
currently challenged energy/ power
sector and the avoidance of such a
situation in the future will provide
the banking sector with the liquidity
that it needs to support infrastructure
development as well as the operational
requirements of the real sector, while
also bolstering the confidence reposed
in it. Raising the minimum capital of
banks, strengthening the licensing and
regulatory framework, and introducing
measures that challenge banks to
improve their governance and risk
management systems and practices
will help ensure that the real economy
has strong partners and enablers in the
financial services sector.

Indeed, a stronger banking industry
that is eager to assume and manage
risk within tolerable levels will be a
good partner to the Government in
the implementation of the stimulus
package under the proposed National
Industrial Revitalisation Programme.
It is important that the programme
should be seen as non-discriminatory
and non-partisan.

One thing the Minister must clarify
is the requirement for businesses
in the energy (presumably power),
oil and gas, mining, banking, and
telecommunications sectors to list
a minimum proportion of their
shares on the Ghana Stock Exchange
(“GSE”) within five years of their
commencement of operations. Does
this apply to new companies only or
includes existing businesses?

Does it also apply to all limited liability
companies operating in the afore-
mentioned sectors, whether with
Ghanaian or foreign ownership?

The reforms of the pensions sector has
led to the establishment of a number of
Tier 2 and Tier 3 pension schemes that
have the liquidity to invest in businesses
with good prospects and this increases
prospects for the average Ghanaian to
live decent lives after they retire, as the
returns from the investments made by
these pension funds would help assure
improved pension pay-outs.

PwC

The last initiative we wish to comment
on under this theme is the “One
District, One Factory” Programme. We
believe that this has the potential of
incubating in itself massive opportunity
to achieve an even spread of value-
adding secondary economic activity,
located mainly in the rural and peri-
urban parts of Ghana. This will
generate significant employment as
well as lead to the production of goods
and services for domestic consumption
and export. In 2017, Government has
budgeted GH¢456.25 million in both
capital and operating expenditures
(excluding worker related costs) for this
programme.

If implemented  properly, this
programme along with all the
other rural-based initiatives that
the Government has proposed
for implementation under the
Infrastructure for Poverty Eradication
Programme (“IPEP”) will begin to
change the face of the productive
economic landscape of the country.
This could help to stem rural-urban
migration and eventually reverse it,
leading to reduced pressure on urban
infrastructure with its attendant
challenges. Ultimately, we envisage
that the IPEP along with the Free SHS
Programme, could lead to the creation
of a confident, functionally educated,
less impoverished (if not well-to-do)
rural dweller that is not dependent on
Government-funded social protection
programmes and is not looking to
migrate to the city to do menial or other
high-risk work for a living.

The success of the IPEP will partially
be determined by the governance
framework within which the proposed
Development Authorities will be
established, constituted, operated
and managed. It is important that
the right linkages are created with
the appropriate government agencies
to ensure an integrated approach to
socio-economic development.  Such
agencies include National Development
Planning  Commission  (“NDPC”),
Ministry of Trade and Industry
(“MoTI”), Ghana Investment Promotion
Centre (“GIPC”), the Ministry of
Business Development (“MoBD”),

Ministry of Local Government and
Rural Development (“MLGRD”), and
the various or respective Metropolitan,
Municipal, and District assemblies
(“MMDAs”).

Inaddition to creating the right linkages,
it is important that Government
packages these interventions in a
way that makes it attractive to the
private sector, as the intention — as we
understand it —is to use these initiatives
to create an environment within which
the private sector would see sustainable
and profitable opportunities.

Without doubt, the impact of all these
programmes will be felt more in the
long-term rather than the short- or
medium-term. It is important for
Government to get the implementation
strategy for these programmes right, as
well as be disciplined in execution while
remaining accountable to the citizens of
Ghana.

Free Public Senior High School: so far,
the debate on this initiative has focused
on how the Government proposes to
fund the initiative. In the 2017 budget,
the Hon. Minister has allocated about
GH¢400 million to this initiative. We
agree that clarity around the funding
structure would lend credence to its
practicality and sustainability.

In our view, Government’s objective
should not be improved access alone; it
must also be concerned with the quality
of education too.

To that end, we expect that the
Government, through the Ministry of
Education (“MoE”) must resource and
challenge the Ghana Education Service
(“GES”) to develop and implement
strategies that address the quality
issues that confront Ghana’s education
system.

Expenditure = management and
commitment control: Government will
need financial resources to implement
all the initiatives enumerated in the
2017 budget. It is for that purpose
and also to enable Government fully
implement the 2017 and subsequent
budgets that the Hon. Minister has
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proposed some more initiatives under
this thematic area.

This setof initiativesinclude introducing
the Fiscal Council, realigning statutory
funds, and introducing a Treasury
Management Unit (“TMU”) at MoF
as well as implementing the Treasury
Single Account (“TSA”). Additional
initiatives involve improving
government payroll management and
enforcing the Public Procurement Act.
Some of these initiatives are really not
new. In our view, therefore, success
really lies with enforcing existing rules
and their accompanying sanctions
and penalties regimes. We think strict
implementation of the Public Financial
Management Act (“PFMA”) will be a
good start, as it contains provisions
to make graft and misappropriation
unattractive.

We are interested in the details of
Government’s plans for permanently
fixing the “crowd out” effect that
the public sector wage bill has on
development budget expenditure.
The Hon. Minister mentioned in his
presentation of the budget that the wage
bill is one of the “Big Three” budget
line items that introduce rigidities into
the budget. Of even greater interest to
us is what plans Government has for
ensuring that returns obtained from
incurring payroll cost are optimised
in terms of the quantity and quality of
public sector services produced by the
personnel on which the wage bill is
spent.

In summary, we think that
Government’s selection of the theme
“Sowing the seeds for growth and
jobs” is well supported by the array of
initiatives they propose to implement.
How quickly such seeds will sprout
and how deeply their roots will go to
sustainably support a growing and
transforming economy depend on how
well Government thinks through the
implementation strategy and on the
discipline with which Government
will execute. The execution discipline
will also be impacted by the timely
availability of financial resources at
optimal costs. Additionally, commodity

markets continue to pose a material
risk to our economic performance,
as our economy remains significantly
commodity dependent.

There is no doubt that 2017 will not
be a walk in the park, and it would not
come as a surprise to us, if some of the
economic targets are missed come year
end. Akeyexampleisthe projected fiscal
deficit of 6.5% of GDP, for the reason
that revenue performance will depend
a lot on how quickly we could derive
results from some of the initiatives
proposed to “formalise” the economy
as a precursor to widening the tax net
for enhanced revenue mobilisation.
Also, how rapidly the private sector
will respond to Government’s tax-
related initiatives will also depend
on how effectively they deal with
problems related to providing reliable
and affordable power for production.
Still, we expect Government to go to
work immediately on finalising and
perfecting its implementation strategy,
and lining up requisite funds for
execution.

We wish Government all the best with
its budget this year and in subsequent
years, and expect to continue to
engage in this conversation as well
as play our own role, as a responsible
thought leader as well as a trustworthy
professional services provider.
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2017 Budget Highlights

At a Glance

“The Budget will set the pace for job creation and accelerated growth by empowering the private sector.”
The Minister for Finance, Mr. Ken Ofori-Atta

Sectoral Distribution:% of GDP (2014-2016)

2016 Snapshot of 2017 Budget

Statement

2015

2014
e Provisional real GDP growth rate of 3.6% as against a

target of 4.1% for 2016;

* Non-oil GDP growth of 4.6% for 2016, achieving the
target of 4.6.%;

* Projected GDP growth of 6.3% for 2017, as against 3.6%
in 2016.

* 2017 end-year inflation target of 11.2% against 15.4% in
2016;

* Provisional outturn of Total revenue and grants in 2016
is GH¢33,678.2 million, against a target of GH¢37,889.3
million, a shortfall of 11%

e Tax revenue of GH¢25,729.7 million in 2016, as against

= Agriculture = Industry = Services a target of GH¢29,129 million, representing a shortfall of
11.7% ;
Revenue Breakdown (in GH¢ millions) 2015 -2017 * Overall expenditure in 2016 including outstanding

obligations amounts to GH¢51,1191 million, equivalent

50,000 r 23.50% .
to 30.3% of GDP and exceeding the target by 16%;
45,000 [ 2200% e Budget deficit on cash basis as percentage of GDP is 8.7%
40,000 - 22.50% as against a target of 5.3% in 2016;
35,000 | 22.00% * Budget deficit for 2016 on commitment basis is 10.3% as
v percentage of GDP;
§ 30,000 b 21.50% ir s .
E & * An overall shift in the focus of economic management
g 25,000 - 21.00% & from taxation to production.
z 20,000 L 20.500% °
15,000  20.00%
10,000 r 19.50%
5,000 r 19.00%
+ 18.50%
2015A 2016A 2017F . .

e Agriculture Sector recorded growth of 3.6% in 2016
= TaxRevenue == Social Contributions against a 3.5% target in 2016, with the cocoa sub-sector
mmmm Non-tax Revenue == Other Revenue recor dln a rOWth o f 2 5 % .
= Grants @====Total Revenues as a % of GDP gag : ’

e Industry Sector recorded a decline of 1.2%, compared

Growth per sector: 2015-2017 to only marginal growth of 1.0% in 2015 as a result of a

12% 39.0 contraction in upstream petroleum output;
10% 38.0 e Services Sector recorded growth of 5.9% in 2016,
8% 370 o compared to 5.2% in 2015. Most significant growth
6% s 3 was recorded in the sub-sectors of Information and
4% % Communication (14.4%); Public Administration, Defense
35.0 . . . .
2% © & Social Security (8.1%) and Electricity (8.8%).
0% 34.0
(2%) -1.2% 33.0
2015 2016 2017
Actual Actual Forecast
mmmm Agriculture wmmmm [ndustry s Services e=8==GDP (GH¢ bn)
* = Please note all references to The 2016 Budget are to the revised budget ** = Please note all references to 2016 are to provisional outturn
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“[...] our goal is to build the most business-friendly and people-centred economy in Africa, which will translate into job creation
and prosperity for all Ghanaians”

<=

o
Revenue

A total provisional outturn in 2016 of GH¢33,678 million
representing 20% of GDP, for the same period in 2015
GH¢32,040.4 million ;

11.1% shortfall in total provisional outturn revenue
against target;
Total petroleum receipts amounted to GH¢711.1 million

against a 2016 Budget target of GH¢1,400.8 million,
representing a 49.2% realisation;

Government projects a total of GH¢44.9 billion (22.1
percentof GDP) for 2017 in Revenue and Grants, including
programmed receipts from petroleum indicating a 33.5%
increase over the provisional outturn in 2016.

Deficit Analysis 2015-2017

Budget Deficit in % of GDP

60%

40%

20%

0% -«

(20%)

(40%)

(60%)

(80%)

2015A
B Total Revenues and Grants® Overall Deficit

2016A 2017F

B Total Expenditure

Expenditure

Total provisional expenditure for 2016 of GH¢51,125.0
million representing 30.3% of GDP and 2017 planned
expenditure of GH¢54,394.7 million representing 26.7%
of GDP;

Expenditure on Wages and Salaries for 2016 totalled

PwC

The Minister for Finance, Mr. Ken Ofori-Atta

GH¢14,164.7million, higher than budgeted and increased
as percentage of total domestic revenue 37%, compared
to 36% in 2015;

In 2017 Government will strictly enforce provisions for
expenditure management, especially with regard to
sole sourcing, value for money and strictly enforcing the
PFMA as well as the re-alignment of the earmarked funds.

Deficit on commitment basis amounted to GH¢17,446.9
million and was financed from both domestic and foreign
sources, including proceeds from the 2016 Eurobond
issuance. Deficit on cash basis amounted to GH¢14,731.6
million;

Fiscal policy over the medium-term will aim to
progressively reduce fiscal deficit from 8.7% of GDP, to
an overall fiscal deficit of 6.5% of GDP in 2017 and fiscal
deficit of 3% of GDP in 2019;

Deficit reduction measures include strict adherence to the
PFMA; Commitment Control provisions to curb the build-
up of expenditure arrears and provisions that prohibit
MDAs from entering into financial agreements that bind
Government for over one year.

Public Debt

Public Debt

GH¢'bilion

= External debt

140 73.0%
72.5%
72.0%
71.5%
71.0%
70.5%
70.0%
69.5%
69.0%

120
100
80
60

% of GDP

40
20

2014

2015 2016

== Domestic debt  ===Public debt to GDP

Ghana’s total public debt stock as at December 2016
stood at almost 73% of GDP, against 71.6% in 2015,
Government targets 70.9% at the end of 2017;

In nominal terms public debt amounted to GH¢122,263.0
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“[...] the Budget will set the pace for job creation and accelerated growth by empowering the private sector. To accomplish this, we
will shift the focus of economic management from taxation to production.”

The Minister for Finance, Mr. Ken Ofori-Atta

million (US$29.2 billion), at the end of 2016, with
domestic and external debt of GH¢53.4 billion
(US$12.8 billion) and GH¢68.9 billion (US$16.5 billion)
respectively.

Sector allocations in percentage of
total sector allocation for 2016 and 2017

2017

E 2016

* Total interest payments for 2016 amounted to
GH¢10,770.4 million (6.4% of GDP), 2017 interest
payments are projected at GH¢13,940.5 million (6.9% of
GDP).

Key Policy Initiatives

* The 2017 Budget has a total allocation of GH¢2,079
million for special initiatives to be funded from GoG and
ABFA resources.

e The IPEP with an allocation of GH¢1,045 million (which

includes the US$1 million one constituency initiative);

* Introduction of the National Entrepreneurship and
Innovation Programme (“NEIP”) to support early-stage
businesses;

u Social u Infrastructure ®Economic
X . . ® Public Safety = Administration
* National Identification Programme to be rolled out in

2017 to facilitate efficient delivery of public and private

services, including social safety nets and revenue
collection; Sectors 2017 2016

(GH¢ (GH¢

* Improvement of access to education at all levels, by

implementing the comprehensive free public Senior High million) million)

School (“SHS”) programme starting with the 2017/2018 L - 0
academic year with an allocation of GH¢400 million. Administration 4,074 2,825 (30.05%)
Economic 2,722 2,345 16.05%
Budget allocation for Key (GH¢ % of total Infrastructure 2,625 1,696  54.76%
Policy Initiatives million) 2017 Social 12,999 12,613 3.07%
Infrastructure for Poverty 1,045 50% Public Safety 3,179 2,430 30.81%
Eradication Programme Total 25,599 24,909  2.77%
Free SHS 400 19%
Re-institution of Nurses 252 12%
& Teachers Trainee Sector Highlights
Allowances
Venture Capital Trust Fund 219 11%
* Government has introduced seven new ministries with
National Identification 100 50, varied responsibilities for implementing GoG’s special
Scheme initiatives as enumerated in the Budget Statement. These
National Entrepreneurship 44 2% Ministries are the Ministry of Business Development,

Ministry of Special Development Initiatives, Ministry of
Planning, Ministry of Inner City and Zongo Development,
National Address System 11 1% Ministry of Regional Reorganisation and Development,
Ministry of Monitoring and Evaluation and the Ministry/

and Innovation Programme

National Asset Protection 8 0% Office of the Senior Minister.
Programme
Total 2,079 100%
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“We will adhere to and maintain good economic governance principles of fiscal discipline, accountability and transparency.”

Distribution in Tax Revenue

The 2017 budget projects a 33.6% growth in tax revenues
over the 2016 provisional outturn. This is a substantial
targeted growth level given that the 2016 projected
outturn was in itself about 11.7% short of the 2016
budgeted tax revenues of GH¢29.13 million.

Tax Revenue 2015 - 2017

in GH¢ million

40,000
35,000
30,000
25,000
20,000
15,000
10,000

5,000

2015A 2016A 2017F

m Indirect tax M Direct tax

From Government’s projections for 2017, we should
expect to see a lower growth in indirect tax revenues
as compared to the growth in direct taxes. The policies
to increase tax revenue are broadly premised on the
broadening of the tax base, as Government seeks to
abolish a number of taxes, particularly indirect taxes.

Key Tax Policy initiatives for

2017

Direct tax

Tax exemption on gains from realisation of GSE listed
securities and SEC approved securities

Two-year stamp duty waiver for investments in the
financial services sector

Granting of tax credits to businesses that hire young
graduates

Indirect Tax

Abolish the 17.5% VAT and NHIL on financial services,
domestic airline tickets and selected imported medicines

Abolish the 5% VAT on real estate sales

Replace the 17.5% VAT scheme with the 3% flat rate for
traders

The Minister for Finance, Mr. Ken Ofori-Atta

Reduce the special petroleum tax from 17.5% to 15%
Abolish excise duty on petroleum
Abolish import duties on spare parts

Negotiate the removal of import duties on raw materials
and machinery for production in line with the ECOWAS
CET Protocol

Abolish the 1% Special Import Levy

Tax administration initiatives for 2017

Initiate a self-assessment regime for small taxpayers

Increase tax revenues from PAYE by enforcing the filing
of annual employer schedule, reconciling SSNIT and GRA
data and roping in practising professionals

Intensify transfer pricing audits for the extractive sector

Conduct integrated audits for free zones and specialised
sectors

Deploy electronic point of sale devices by third quarter of
2017 to monitor VAT transactions

Full implementation of the Excise Tax Stamp regime

Replace the outright tax relief system for imports with a
refund system

Review customs duties and the tax relief system for
Governmental and non-governmental institutions,
charities, the private sector and specified individuals
enjoying the reliefs

Improve informal sector taxation through the use of the
national identification scheme.

2017 Budget Highlights 9

20UD]D D Iy




2017 Budget Highlights

The Economy

Government projects
significant economic
growth (oil inclusive)
of about 6.3%

in 2017, from an
estimated actual
growth of 3.6% in
2016.

Inflation is targeted
to decline to 11.2%
in 2017, down from

estimated actual
inflation of 15.4% as

at end of December

2016

PwC

The 2017 Budget Statement (“the Budget”) was delivered on the back of
Government’s promise to move Ghana beyond aid and create the most business friendly
environment and people-centred economy in Africa to engender growth and create jobs.

There is therefore an anticipation that the policies and strategies outlined therein will

accelerate the change in Ghana’s economic transformation and move the country towards
increased prosperity.

The following themes emerged from the 2017 Budget Statement:

* Jobs and wealth creation — rooted in educating the youth and empowering them to
spur a private sector led growth through entrepreneurial ventures.

* Fiscal policy adjustments —hinged on abolishment and reduction of various taxes
and levies to encourage investment, while broadening the tax base, through
reduction in exemptions and expansion of the taxable population with the full
implementation of the National Identification (“National ID”) system to enhance
revenue mobilisation.

* Industrialisation — anchored by the new IPEP. IPEP will be the main vehicle for
implementing industrialisation programmes such as the signature “One District,
One Factory” and “One Village, One Dam” initiatives.

GoG has also proposed to abolish a number of taxes and levies which are intended to create a busi-
ness-friendly environment to enhance production. Given that these tax cuts have the potential to re-
duce revenues, Government must actively pursue measures to improve revenue mobilisation by mak-
ing good on its promises to broaden the tax base, close loopholes and curb wastage to avoid a possible
negative impact on the proposed budget deficit. In addition, local industries must be provided with
some form of protection against dumping from imports to enable them grow and help achieve the
industrialisation objective.

Summary of key macroeconomic indicators

Description Aol 2016 Provisional
Target
Growth in Real GDP (incl. oil) 4.1% 3.6% 6.3%
Growth in Real GDP (non-oil) 4.6% 4.6% 4.6%
End of Period Inflation (%) 10.1% 15.4% 11.2%
Overall Fiscal budget deficit (% of o 0 0
GDP)* 5.3% 8.7% 6.5%
not less than alillsarii g
. 3.5 months of months
Gross International Reserves 3 months of . .
) import cover of import
import cover cover

Source: 2017 Budget Statement and Economic Policy

* The deficit stood at 10.3% of GDP on commitment basis as at the end of 2016
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The World Economy

* According to the World Economic Outlook (“WEQ”) Update, January 2017, global economic
growth for 2016 was 3.1%, same as 2015 but lower than the projected 2016 growth rate of 3.4%
estimated in January 2016.

* WEO estimates global growth will increase to 3.4% in 2017 and 3.6% in 2018. Growth in
advanced economies is expected to hit 1.8% and 1.9% in 2017 and 2018 respectively. Emerging
Markets and Developing Economies (“EMDEs”) on the other hand are expected to experience
growth rates of 4.5% and 4.8% in 2017 and 2018 respectively.

Global GDP Growth
5%
5% 4.1% 4 1% o
4% -
----------------------------- 4% & 3.4% 3.1% A%
Growth in the global

economy is expected 3%

2.9%

~
S
Y
o
)
>
=
<

to pick up after a 3942.1%
sluggish year in 2016, : Y 1.9%
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Includes United States, Euro Area (Germany, France, Italy, and

Spain), Japan, United Kingdom, Canada and other Advanced
Advanced . . .
Economies Economies. Other advanced economies excl}lde tl.le G7 countrles.

(Canada, France, Germany, Italy, Japan, United Kingdom and United

States) and other euro areas.

Includes the Commonwealth of Independent States, Emerging and
Emerging Markets Developing Asia (China, India, Indonesia, Malaysia, Philippines,
and Developing Thailand and Vietnam), Emerging and developing Europe, Latin
Economies America and the Caribbean (Brazil and Mexico), Middle East, North

Africa, Afghanistan and Pakistan and Sub-Saharan Africa.
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Global inflation is
forecast to remain
low at 1.9%, driven
largely by very low
levels of inflation in
advanced economies.

PwC

Although the growth rate target of advanced economies has an optimistic outlook, it remains highly
uncertain particularly because of the geopolitical uncertainties around the policies of the new
administration in the USA and around “Brexit”. The actual impact of these two economic shakers of
2016 will be felt much later in 2017 and beyond as Britain triggers its ‘Article 50’ to formally begin the
process of leaving the European Union and the policies of the new Donald Trump-led administration in
the USA become clearer.

Anticipated growth in advanced economies could be a positive development for the Ghanaian economy as
demand from these countries is likely to boost commodity prices and increased foreign direct investment.

Inflation

* The WEO January 2017 Update estimates that the average inflation rate in advanced economies
will be 1.7% in 2017 and 1.9% in 2018.

* For EMDESs, average inflation is expected to peak at 4.5% in 2017 and decrease marginally to
4.4% in 2018.

e Ghana on the other hand recorded one of the highest inflation rates in West Africa in 2016, at
15.4%, while the ECOWAS region recorded an average inflation of 12.1%.
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Global inflation continues to be low, with forecasts pointing to single digit inflation rates in 2017 and
beyond. Ghana’s inflation remains in the double digits due to factors such as increasing fuel prices
and the depreciation of the Cedi against major trading currencies. This, coupled with other sources of
external inflationary pressure such as the anticipated expansion of the US economy and expected rate
hikes by the US Federal reserve poses a challenge to Ghana’s year-end inflation target of 11.2%. However,
a successful implementation of the strategies outlined in the budget to anchor inflation rates and stabilise
the Cedi, such as a tighter monetary policy, would help contain the increasing inflation and help to limit
it to within forecast levels.
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Crude oil prices are
forecast to average
US$56.0 per barrel
in 2017 from an
average price of
US$43.3 per barrel
in 2016, significantly
short of the

US$73.2 benchmark
revenue price set in
accordance with the
formula stipulated
by the Petroleum
Revenue Management
Act (“PRMA”) for
2016. The benchmark
revenue price

for the 2017 has
therefore been set

at US$56.142 per
barrel to reflect the
predicted market
developments.

Global Commodity Prices

e The World Bank Global Economic report forecasts continuing strong gains for key industrial
commodities such asenergy and metalsin 2017 largely due to tightening supply and strengthening
demand of these commodities.

e According to the World Bank Commodity Markets Outlook, October 2016, the price of crude oil is
forecast to remain steady for the year 2017 at US$56.14 per barrel — approximately 28% increase
over the 2016 price of US$43.3 per barrel. The predicted price increase, according to the World
Bank, is attributable mainly to supply contractions, arising from the November 2016 agreement
among members of the Organization of Petroleum Exporting Countries (“OPEC”) to cut output
by 1.2 million barrels per day from January to June 2017, and an increase in demand from non-
OECD economies.

* In spite of the projected upward tick in the price of crude oil in 2017, it is still unlikely that crude
oil prices will reach the US$73.2 per barrel price set by the PRMA formula due mainly to the
increasing activity in the United States’ shale oil fields.

Crude oil prices (in US$/bbl)
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In spite of plans by OPEC to cut production and instigate an increase in crude oil prices, the market is
still likely to be affected by some degree of uncertainty in the short term. The proposal in the Budget
to use an average market price of US$56.14 per barrel instead of the result of the PRMA formula for
planning purposes is therefore prudent and carefully balances the competing forces putting both upward
and downward pressures on crude oil prices in the near term.
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Gold prices are expected to decline from an average of US$1,249 per fine ounce in 2016 to
US$1,219 in 2017, due largely to an expected strengthening of the US dollar.

Gold prices (in US$/toz)
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Gold prices are normally affected by movements in interest rate as investors switch their investments to
higher yield-bearing assets. Physical gold demand was very weak in 2016, particularly in the two largest
consuming countries, India and China, and is expected to remain unchanged in the interim due to the
anticipated rates increase by the US Federal Reserve and continuing strong performance among equities.
Since Ghana ranks high amongst the major gold producing countries, it is worth noting that such risk
also has the potential to negatively impact its revenue potential.

According to the World Bank Commodity Markets Outlook, cocoa price is projected to average
US$2,940 per tonne in 2017, up from US$2,850 in 2016 due to an estimated supply drop in cocoa.
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Cocoa prices fell to US$2,300 per tonne in December 2016 marking the sixth straight monthly decline
and a 3.5 year low, according to the January 2017 World Commodity Markets Outlook. The declining
prices are a result of an increase in the global cocoa output of approximately 11% to an estimated