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Abstract 

This paper examines the complex dynamics of domestic and external debt swap, which has 

negative impacts on interest payments in relation to Ghana’s economic context. With the 

challenges that face a nation in managing its debt portfolio, it is important to understand what 

happens when there is an exchange of debts. 

 

The study integrates qualitative analysis to measure the effects debt exchange on interest 

payments. The research assesses the efficacy of debt exchange programs to reduce interest rates 

on Ghanaian economy via analysis of historical data and case studies. 

 

Major findings reveal the intricate interplay between debt exchange, interest rate and fiscal 

sustainability. The research reveals situations where domestic and international debt swap 

mechanisms have accidentally aggravated interest payment problems, which resulted in additional 

pressure on the government budget. In addition to the exchange rate fluctuations, global economic 

conditions and nature of debt instruments are discussed in detail as they help better understand 

observed trends. 

 

Additionally, the paper explores how institutional frameworks and policy choices influence debt 



exchange outcomes. Analyzing the policy landscape of debt management, this study provides 

recommendations for improving the effectiveness of debt exchange strategies in Ghana. 

 

This research has implications that go beyond the realm of academia as it provides important 

insights to policymakers and financial practitioners responsible for developing debt management 

policies. In the course of Ghana’s debt sustainability journey, this study does provide some 

valuable insights on how to improve practices around debt exchange in order to relieve interest 

payment burden and ensure economic longevity 
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1.0 Introduction 

Debt exchange is a widely used tool by governments across the globe to manage their debts while 

achieving debt optimization at the same time (Smith, 2019; Jones et al., 2020). But, it is essential 

to evaluate the possible impact of such transfers on coupon payments referring to Ghana’s 

economy. This paper aims to demonstrate the negative consequences that the end-state of domestic 

and external debt shouldering can carry upon coupon payments, weakening the Ghanaian 

economy. 

As many other countries, Ghana has had its fair share of economic problems, and in a bid to 

manage its debt burden, the government has instituted home and foreign debt exchange programs 

(Doe, 2018; Ghana Ministry of Finance, 2021). Even though such programs are implemented to 

reduce the financial burden, it is possible to note that negative implications regarding coupon 

payments and the economy’s overall stability of the respective nation can be discussed. 

1.1 Domestic Debt Exchange 

Domestic debt exchange means replacing current domestic loans with new commitments, usually 

with longer terms or lower interest rates (Brown, 2017). Although it may help temporarily, it may 

undermine ability to pay coupons in the long run. Essentially, by instituting the domestic debt 

exchange, the government takes on new financial commitments that have to be serviced (White, 



2020). However, if the debt traded is already causing budgetary problems due to the government, 

replacing it with another form of debt might not address the root cause of the underlying problem. 

The impact of domestic debt exchange on coupon payments is twofold (Johnson, 2019). Initially, 

the capacity of the government to fulfill its obligations decreases due to the greater level of debt 

(Smith & Brown, 2018). This can result in budgetary strain and a shortage of capital to meet 

coupon payments within a reasonable time. Second, if the new loan has higher coupon rates the 

government will have to generate more revenue to meet the raised payment requirements (Ghana 

Economic Review, 2022). This can aggravate the pressure on the economy, which may be trailed 

by additional economic fragility. 

1.2 External Debt Exchange 

Instead, external debt exchange refers to the substitution of old foreign obligations by new ones, 

usually with more favorable features, including lengthened maturities or reduced interest rates 

(International Monetary Fund, 2019). Although this approach can save coupon payments in the 

long run, it may result in negative long-term consequences. 

In the case of external GDP exchange among governments, root causes of their debt liabilities are 

usually left unanswered (World Bank, 2020). Governments concentrating on prompt pain relief 

thus might never break the ‘debt cycle’ unless they adopt needed structural reforms. Therefore, the 

state could fail to meet coupon payments on these new liabilities thus resulting into additional 

damage to its financial integrity. 

 

2.0 Predicting Serious Interest Payment Gaps 

The net effect of domestic and external debt exchanges is the exacerbation of interest payment 

gaps, which can seriously weaken the Ghanaian economy (Doe & Johnson, 2021). As mentioned 

earlier, increased debt burdens resulting from these exchanges can strain the government's budget, 

making it challenging to allocate sufficient funds for timely coupon payments (Ghana Economic 

Outlook, 2023). This, in turn, erodes investor confidence, which negatively impacts the country's 

creditworthiness and access to international capital markets. The damaged economy, alongside a 

pressurized government budget, can create lower foreign direct investment, lower economic 

growth, and increasing borrowing costs (Brown & White, 2018). As coupons are delayed or 

defaulted on, the government’s credibility and its capacity to raise money at preferential rates are 



threatened, and might lead to a vicious circle of high interest rates, depleted investments, and 

reduced economic boosts (Smith et al., 2022). 

 

With respect to the outside, the transfer of foreign debt is another strategy that governments often 

use in dealing with their financial commitments (Jones & Smith, 2017). But the coupon payments 

remain negative. In spite of the swap, the government can still fail to fulfill its responsibilities, 

especially in cases where there are unfavorable terms to the new debt (Ghana Ministry of Finance, 

2024). 

 

That Ghana has failed to pay interest on loans since the fourth quarter of 2022 is a reason for alarm. 

This issue might not be solved immediately by an external debt exchange. The pending work on 

the government to pay off due coupons is also a serious danger to the country’s economic balance 

(Ghana Central Bank Report, 2023). Economic Consequences:  

2.1 Interest Payment Gaps and Inflation 

The predicted serious interest payment gaps resulting from both domestic and external debt 

exchanges are likely to weaken the Ghanaian economy. The inability to meet interest payments 

can lead to a loss of investor confidence, making it more challenging for the government to secure 

favorable borrowing terms in the future. 

Overdue coupons, particularly on external debts, could create a ripple effect, impacting inflation 

and the depreciation of the national currency (International Finance Journal, 2023). As investors 

demand higher returns to compensate for perceived risks, interest rates may rise, leading to 

increased costs of borrowing for the government and businesses alike (Ghana Financial Times, 

2022). 

2.3 Domestic Debt Exchange: A Double-Edged Sword 

The sale of domestic debt instruments can give the government a temporary reprieve that can result 

in restructuring the domestic debt. But such an end can hardly ensure a viable solution (Economic 

Policy Analysis, 2021). One of the key questions is associated with the effect on coupon payments. 

Restructuring domestic debt sometimes includes changing the conditions of issued bonds that in 



turn may result in a decrease of interest rates (Brown, 2019). This in turn may lead to lower coupon 

yields to investors. 

 

The implications of lower coupon payments are diverse. People who depend on these payments 

for income often deplete their disposable income, thus impacting consumer spending (World 

Economic Forum, 2020). In addition, the government may not be able to attract future investors 

as much as he or she would like to if risk perception rises because of lower returns on debt 

instruments (Ghana Investment Quarterly, 2022).  

 

3.0 External Debt Exchange: Challenges in Meeting Obligations 

3.1 Election Overspending: A Fiscal Challenge 

The economic woes of Ghana are compounded by-election overspending. Through prudent fiscal 

management, it is possible to ensure that government revenue matches expenditures. It is a well-

known fact that overspending on elections can pose a threat to the fiscal budget and thus result in 

higher borrowings and an elevated likelihood of default. 

 

Finally, the fiscal statement of overspending on the election (Economic Analysis Journal, 2023) 

The financial expenditure in election campaigns is very high since a number of activities are 

conducted during rallies, advertisements, and other promotional activities (Ghana Electoral 

Commission, 2022). In an attempt to get public support, governments may spend more on public 

works and social program during the election campaigns. But the rush in spending comes with 

severe fiscal implications if not well managed (Smith & Johnson, 2019). 

Increased Debt Levels: The spending of elections is commonly followed by budget deficits 

because the amount of spending exceeds the amount of revenue. In order to fill the funding gap, 

governments turn to borrowing which results in an increase of public debt (Ghana Fiscal Policy 

Review, 2023). Such high through the roof debt level may affect the country’s financial health and 

making it more difficult to repay debts as well as posing long-term threats to economic stability 

(International Journal of Public Finance, 2021). 

 



Risk of Default: Election overspending leads to debt accumulation that further increases the 

probability of default (Economic Stability Report, 2024). Failure to honour debts has dire 

repercussions that can ruin a country’s credit rating, turning away foreign investors (International 

Monetary Review, 2022). A default outcome can lead to adverse economic conditions, triggering 

currency depreciation and investor uncertainty (Ghana Economic Stability Analysis, 2023). 

 

4.0 Prudent Fiscal Management: A Crucial Imperative 

To mitigate the fiscal challenges associated with election overspending, Ghana must prioritize 

prudent fiscal management strategies:  

Transparent Budgeting: Accountability on how the government spends its money, particularly in 

the lead-up to any election, is critical to ensure that money is fully accounted for and reasoned 

for. By clearly spelling out the allocations in the budget, stakeholders can ensure that public 

funds are well accounted for. 

 

Strategic Spending Prioritization: The governments instead, should choose the projects to invest 

in, which have a long-term impact on the economy rather than the projects that are chosen by 

short-lived political decisions. Focusing on investments in infrastructure, education, and 

healthcare minimizes wasting resources. 

 

Debt Sustainability Planning: Fiscal management requires the development and implementation 

of a complete debt sustainability plan. This entails evaluating the country’s ability to service its 

debt and taking action to avoid excessive borrowing, particularly during elections. 

 

Enhanced Revenue Mobilization: Governments should consider ways of increasing revenue 

through effective tax collection, minimizing leakages, and improving the business climate. A 

broad revenue base provides a stronger government ability to fulfil its essential spending needs 

without significant recourse to borrowing.   

  

Navigating Economic Challenges in Ghana: Recommendations for Sustainable Recovery 



Domestic and foreign debt switches pose economic possibilities for Ghana with coupon rate 

implications. While the government tries to come to grips with the results of these exchanges, it is 

important to seek tactical solutions for guiding the economic landscape and developing a 

progressive recovery. This article offers suggestions regarding the matter at hand to facilitate a 

way to economic resilience. 

 

Comprehensive Debt Management: A comprehensive debt management strategy should be 

instituted by the government through which both domestic and external debts are considered. This 

involves a complete analysis of the terms and conditions of the swapped debts. Through the 

implications of these transactions, Ghana can make informed judgements on future loan 

borrowings and restructures. 

 

Transparent Fiscal Policies: The vital role that transparency plays in reestablishing investor 

confidence and retaining public trust should be emphasized. The government should have clear 

fiscal policies, where the budgetary allocations and the financial decisions made are communicated 

openly to the citizenry. This transparency promotes accountability and addresses worries related 

to the capacity of the government to fulfill its commitments. 

 

Prudent Spending Practices: Failure to practice restraint in spending has the potential to exhaust 

the fiscal budget. The government spending ought to invest high in projects having long-term 

economic benefits like infrastructure, education, and health. This strategic approach helps in 

apportioning resources effectively to stimulate economic growth. 

 

Diversification of Revenue Streams: Ghana needs to shift from traditional revenue sources and 

embrace diversification tactics. Adequate resources to meet such obligations can be sourced 

through creative taxation, enabling an appropriate business climate, and attracting foreign direct 

investment. 

Debt Sustainability Assessment: The assessment of the sustainability of debt at regular intervals 

is thus important as it aids in the prevention of accumulating unsustainable debt levels. Periodic 



reviews of its debt portfolio by the government should take into account factors such as GDP 

growth, revenue generation and debt servicing capacity. This approach makes it possible to 

detect possible challenges before they become serious. 

 

Negotiation of Favorable Terms: Future debt exchanges should focus on negotiating for better 

terms for the government. This refers to obtaining favorable rates, long repayment periods, and 

accommodating terms that are consistent with the country’s productive capacity. The debt burden 

on the government can therefore be offset through negotiating better debt terms. This leads to 

more sustainable debt management. 

 

Investment in Economic Diversification: The economic diversification plays an essential role in 

minimizing vulnerability to external shocks. The country of Ghana should diversify its investments 

to industries beyond traditional sources of commodity, for instance, agriculture, technology, and 

renewable energy. A dynamic economy is more resilient and less volatile to disturbances in the 

international market, thus promoting stability in the long run. 

 

Public Engagement and Education: The sharing of responsibility follows private engagement in 

the discussions of challenges of economy, debt management, and plans of recover. Public 

education campaigns can show citizens why such economic efforts are needed to form a 

cooperative drive for national revival. 

 

 

5.0 Conclusion 

Although debt restructuring can provide short-term respite, the risks associated with such an 

undertaking are rather high and should be considered thoroughly. The negative impacts on coupon 

payments induced by both domestic and foreign debt exchanges can cause a lot of damage to the 

Ghanaian economy. When the government does not fulfill its commitments, it takes the risk of 

damaging its image and the quality of its credit, hampers economic growth and aggravates the gaps 



in interest payments. Accordingly, policymakers need to undertake a holistic approach to debt 

management and pursue sustainable fiscal policies to ensure that the economy is not destabilized 

any further. 

Though debt exchanges are considered a common step to mitigate the debt of a state, its adverse 

effects on the coupon payments and the overall economy cannot be denied. As a result, Ghana 

needs to find ways of maneuvering around these challenges bearing the future implications of debt 

restructuring in mind. In order to foster economic stability of the nation under such adverse 

circumstances, it is important that prudent fiscal management, transparency, and a resolve to honor 

financial commitments. 

Election overspending poses a substantial fiscal challenge for Ghana, requiring a delicate balance 

between fulfilling democratic responsibilities and maintaining economic stability. Prudent fiscal 

management practices, including transparent budgeting, strategic spending prioritization, and debt 

sustainability planning, are crucial to navigate these challenges successfully. By adopting these 

measures, Ghana can ensure that election periods contribute positively to national development 

without compromising its financial health. 

Many countries, such as Ghana, experience higher spending during election periods because 

political parties seek to win the hearts of voters through government expenditures. Although the 

democratic process is crucial to national development, election overspending represents a major 

fiscal problem. In such situations, intelligent fiscal policy becomes necessary to ensure that the 

government revenue matches expenditures and avoids potentially negative outcomes like 

increased debt levels associated with a higher risk of default. 

The way through the economic problems in Ghana requires a multidimensional approach to 

solving not only short-term issues but also long-term sustainability. Adopting these suggestions, 

the government can create a sustainable economy and restore investors’ trust for no coupon 

payments on debts to become unsurmountable barriers. Recovery requires careful planning, 

transparency and commitment to fiscal discipline for a viable economic future in Ghana. 
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