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ABSTRACT
Concerns aboytersistenaind consisterttends of financial sector reforms without a suceess
escalating andnbearable. This study examines the relationship between financial sector reforms
and economic growth. The general objective ianalyse the effects of third generation financial
sedor reforms in the banking industry on economic growth to produce new knowledge for
improving economic growth of Ghanasing a quasexperimental design, a scientific and
guantitative methadl The study uses both primary data and secondary data. Surdey an
observation methods are used to collect primary data, whiles documents and records review
method are used to collect secondary d#tafield survey was conducted through the
dissemination of survey questionnaires to a sarspkeof 132 respondentseleted using a
stratified and purposiveampling techniquesom employees and customeskthree universal
banks(Ecobank Ghanaimited, GCBBank Limited, and Abs@ank Ghand.imited) in Kumasi
Metropolis, Ghanaand a followup field observation ofparticipantsin their natural
environment. This study integrates an analytical framework with a synthesis of secondary
financialdataand primarynumericaldata in order to address the research quesfidmresstudy
employs descriptiveand correlationframeworks of analysis. Data analysis techniques are
multiple linear regressio®,earsortorrelation analysis, descriptive statistasdtrend analysis
The study uses SPSS and Excel to process data and produce Bafma.on an hdepth
amalysis consistent with peeeviewed literaturethis studyfinds that the commitment of the
Ghanaiangovernmentand theBank of Ghanao a comprehensivthird generatiorfinancial
sector reforra have begun to beafruits andyielding positive useful resultsThe findings also
indicatethatthethird generatiorfinancial sector reformisaveacceleratd economic growtlof
Ghanathrough digial transformation of the banking industry with diggd financial services
which manifest digh level of technological sophisticatiand tlese haveestore confidence

in the banking industryThe studyalso finds that,in line with a priori expectationstegression



results indicate thdtank credit to private sector hagasitive and significant effect on economic
growth with a pvalue of 0.002 at 0.05 significance level; savings mobilization has a positive
and significant effect on economic growth with -&gdue of 0.001 at 0.05 significance level,;
financial inclusion haa positive and significant effect on economic growth withhalpie of

0.002 at 0.05 significance level; technological capacity development has a positive and
significant effect on economic growth with avalue of 0.002 at 0.05 significance level; human
development has a positive and significant effect on economic growth witalagoof 0.009 at

0.05 significance level; investment has a positive and significant effect on economic growth with
a pvalue of 0.010 at 0.05 significance level; productivitgwth has a positive and significant
effect on economic growth with av@alue of 0.003 at 0.05 significance level; interest rate
reduction has a positive and significant effect on economic growth withiadup of 0.016 at

0.05 significance level; and cagiitaccumulation has a positive and significant effect on
economic growth with a-palue of 0.002 at 0.05 significance levehisimplies thatthe effects

of financial sector reformsanslateo increaseshands economic growthhrough technological
capacity development; barkedit to private sector; financial inclusion; savings mobilization;
productivity growth; investment; human development; capital accumulation and interest rate
reduction andtheir relationship iglirect andinear. This study also shows that although Ghana
haschalkedsome significant successfinancial sector reformsome majormpedimens still

remain and a lot more remained to be done to deepen and broaden the financial Ayshem
macrclevel, access to fiance;credit allocation to the private sect@nd credit allocation to
agricultural, industry and services sectoase been curtailed aftdre third generatiofinancial

sector reformsThis implies thatheyi mpede t he f ul | potenti al of
contribution to economic growtihe study concludes that financial sector reforms have growth
stimulating effect on Ghan@he study recommends the importance of pursuing financial sector

reformsthat emphasise quality rather than quantity to promote economic growth of Ghana.
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CHAPTER ONE: INTRODUCTION
1.1 Chapter Overview
This chapter provides comprehensive introduction to the entire thesis. It opens a case
for the essence of the study, setting the tone and scholarly context for the rest of the
chapters to follow. This chapter is devotedackgroundf the study, rationale for the
study, statement of the problem, the objectives of the studythendorresponding
research questions. Besidés,highlights the statement of hypothesis, scael
limitations of the studyas well assignificance and contributions ofdlstudy. The

chapter concludes with organization of the study.

1.2 Background of the Study

Financial sectoreforms have been at the centre of the economic policy debavesn
middle-income economies, and iGhanain particular, in the pasthree decades
(Ciapanna et al. 2@. Financial sector reforms are policy measures design to
deregulate the financial system and transform its structure with the view to achieving
liberalized markebrientd systemwithin an appropriate regulated framework
(McKinnon, 1973; Shaw, 1973financial sector reformare changes that are needed

in order to establish a modern financial system capable of improving the capacity of
financial markets to move a country and to put the emgnan higher growth path for
accelerated economic growth and developm&he importance of financial sector
reforms in economic growth has long been discussed and debated. However, financial
sector reform process antheir effecton economic growth in Gima provides better
platform to analyse the empirical debatefinancial sector reformeconomic growth
nexusn thefinancegrowth nexugiterature.The importance of financial sector reforms

has generated extensive research on tidns, however, is not the case in Ghana.



Instead, researchers are gradually shifting their focus from studies of traditional
financial sector reforms to third general financial sector reforms due to complex,
changing industry dynamics and technologicalowations in the financial sector,
adoption of the international financial reporting standard (IFRS), and implementation
of Basel Il and Ill frameworks (Bank of Ghana, 2020). The renewed sense of urgency
about creating an efficient financial system throtighthird generation financial sector
reforms favours systemic changes to reorganise the financial system, and to put the
economy on higher growth path for accelerated economic growth and development.
Consequently, the muedlelayed third generation finamati sector reforms need a
special resolve in delivering efficient financial services to citizens and businesses in the
country to elevate economic growttiost internationabrganizations like the World
Bank and the International Monetary Fund (IMF) haveoadted the introduction of
financial sector reforms policies to augment higher saving, investment and rapid
economic growth in Ghan@F, 2020; World Bank Group, 2019)

At the global levelthe debate andunaligned views on the relationshijptween
financial sector reforms and economic growgmain inconclusivel here are different
views about theffectsof financialsector reform&n economicgrowth (Singh, 2005).
While it is welkknown that financial sector reforms in both banking seatak capital
market impact economic growth positivellge belief that financial sector reforms will
bring the desired connection between economic growth has not been substantiated
(Akinsola & Odhiambo, 201 1.ucas 1988) For exampleCarlin & Mayer (2003)

argue thathe rateof growth of an economy has a strong relationship with whether the
economyis thriving on a banlbased financial system or a marketsed financial
system.PerDemirgucKunt & Levine (1996) both thebanking sectoand thecapital

market intermediate savings towards investment projects, and they can be both



complements and substitutes for capital mobilisation for economic grSattimpeter

(1911) suggests a strong and positive link between finase@brdevelopnent and
economic growt h. I n this regard,sectirghi on
devel opment does not only help accelerate
developing countries to catch up with more advanced econddimesarly, McKinnon

(1973) and Shaw (1973) drew attention to finankiadralization policies irmarkets

and their role in economic growth, while Robinson (1952) argues that finance follows
enterpriseLucas (1988) argues that financial sector developmerg@mbmic growth

are not causally related and that the role of financial sector development in economic
growth is overly stressedlevine (1997) attested to the fact that countries with better
developed financial systems experienced faster economic groavttittose without it
because a wetleveloped financial system ensures the flow of funds from surplus
spending units to deficit spending units in sociegrine (2004)ndicakes that most of

the evidence suggests a positive role for financial intermediaand markets in
economic growth.

At the national, regional and local levels in Ghana, the delaaidunaligned views on

the relationship between financial sector reforms and economic gaoeittiense For
example,Owusu & Odhiambo (2015) contend tHatancial sector reforms have an
insignificant impact on economic growth in Ghana. This supports numerous past
studies that have reported mixed or inconclusive results on the effects of financial
reforms on economic growth. Similarly, Agyekum (2017) asgtieat the causal
relationship and impact of financial sector reforms towards economic growth has not
been established in a scholarly manner, especially in Ghana because the transitionary
process from financial sector reforms to sustainable economic growtt expected

to occur in a vacuuntHowever, athe wake of the current bankisgctor reformsn



Ghana, the role of the financial sector reforms, as a determinant of economic growth,
remains largely inconclusivelhe main issue is thairoponents of fiancial sector
reforms believe that financial sector reforms policy measures have the capacity to
increase economic growth GhanaHowever, critics of financial sector reforms argue
that financial sector reforms policy measumds nothave correspondingncreasen
economic growth of Ghandoreover, the debatenavho are better managers of the
economy, in terms developments in the financial sectobaerhllperformancef the
economy économic growt)) between the governing New Patriotic Party (NPP) and
leading opposition National Democratic Congress (NDC), is central teteatthird
generation financial sector reforms @h a n lmidking industryover the period of
(20172019) with the proponentsfaach political party arguing on the superiority of
their development policies in the financial sector and performance in economic growth
over each other. For many Ghanaians in Kumasi, this kind of polarized debate has
become less than productildecauset obscures the fact that financial sector reforms
and economic growth are intimately related to each offtez. controversy over the
governmeris di rect involvement in the financi
poor households and the marginalisenall businesses, adds to the debates. In addition,
the widespread inefficiencies due to political patronage and corruption prevalent in
Ghana raise doubts about using market failure as the justification for state intervention
(Agyekum, 2017). Developmermractitioners also based their debate on national
concerns over the social cdstnefit of the financial sector reforms in the banking
industry and value for moneRResearcher, schola@dreforms minded policymakers
argue that thdiberalization measures instituted in 1987 as part of the financial sector
reforms were not far reaching enough to solve the root causes of Ghanaian financial

sector problem$becausehe reforms were not geared towards full liberalization of



interest ratgolicy and institutional rigidities that constrain efficient functioning of the
financialmarkes. These debateand other issues events form the background to this
study as they support the evidence that there b@en increased debatnd unaligned
views on the relationship between financial sector reforms and economic gnaivth
call for the need of scientific investigatiomhis study analses the effects of third
generation financial sector reforms the banking industry on economic growth of

Ghana over the period 20172019.

1.3 Rationale for the Sudy

This section outlines the fundamental reasons the stadyconducted

To begin with, observations of the growing trends of financial sector reforms in
Ghanabés banking industry over time, witho
that needs further attention. The research was born out of personateseeri living

in a country which has implemented a series of financial sector reform policies since
1987 without a success. Observatiamsl personal experiengéth the phenomenon

can be traced back to 1987, and soon after the Fourth Republic. It veageabthat a
series of financial sector reforms were implemented in the banking industry, and these
trends show that the phenomenon persistthe last thirtyfive years (between 1987

and 202), the banking industry in Ghana has gone through three fir@gocial sector
reforms. These three major financial sector reforms below constitute the trends.

(1) Financial Sector Adjustment Programme (FINSARBYD known as first generation
financial sector reformisetween 1987 and 2000, this finaal@ector reform was driven

and supported by the Bretton Woods Institutions: The World Bank and the International

Monetary Fund (IMF)(IMF, 2020; World Bank Group, 2013hen



(2) Financial Sector Strategic Plan (FINS&Rp known as second generation financial
sector reformbetween 2001 and 2016, this financial sector reform was largely home
grown with significant input from stakeholdeasydthen

(3) Financial Sector Sanitz at i on popul arly refermped to
e X e r alsokrwn as third generation financial sector refopetsveen2017 and
2019undetaken byNew Patriotic Party (NPP) governmamiderthe President Nana
Akufo-Addo (see Table.1 in chaptr 2)

These observations sparked an interest in financial sector reforms and economic
growth. It was at that point that the researcher became interested to study financial
sector reformsaking placen GhanaAfter observing these trends of financial sector
reforms,there was an enthusiasto conductan impactful,a credible and insightful
scientific investigation in this area to ascertain the practical realities on the goatind

it wasalsonot taking any mie time than it had to in that process, because the situation
was, of course, very sevefewasin the light of these observations that this study seeks

to analyse the effects of financial sector reforms in the banking industry on economic
growth of Ghaa. As a financeand economicstudent, the obvious research topic that
remairedappealing in view of its topicality and growing tremwdss effects offinancial

sector reformson economic growthHaving observed a series of financial sector
reformswithout a success, ihstudywas therefore inspired by enthusiasm to come up
with a solution to the current financial sector reforms situation in Ghanaslalso
inspired by an eagerness to produce new knowledge that is innovative, unique, relevant,
and enlightened on an appropriate financial sector reforms strategy that can
significantly contribute to economic growth Ghana.

It was observed thahé widespread financial sector reforms have become a- cross

cutting developmental issue worldwide, esp#gi in lowerand middleincome



countries (particularlyin Ghana) It is increasingly becoming a strategic factor in the
development policy mix which calls for more academic research that can unravel the
intricacies involvedThere is the growing recognition that financial sector reforms have
the potential of making thénancial system more efficierwhich in turn drive
economic growth (Levine, 2004jowever, it was observed thaspite their prospects,

very little research has been conducted to analyse the effects of financial sector reforms
in the banking industryroeconomic growth in Ghantd.was observed thabacerns
about financial sector reforms have set governments around the world to find solutions
for banking industry efficiency to support the growth of private sector enterprise, and
to accelerate the grolwtmomentum of the economidowever, t was observed that
despite hese concers and attempts, a comprehensive study was missing of how
financial sector reforms policies and practices function as an integrated whole to
produce efficiet financial systemand financial development to stimulate economic
growth Through extensive fietbased researckhe researchenas sought to fill this

gap just described. Thigas a concern since theig growing anecdotal evidence that
attempts to implemeritnancial sector reforms policies and practicegdfallen short

in generating efficiency gains and financial development to drive economic growth.
This implies that though there a consensus that the financial sector reforms policies
and practices ha& been a source of valubut the means by which financial sector
reforms policies and practices generated value had not been discovéres
observed thatsafinancial sector reforms become an important component of financial
devel opment satratdgy for economic growghpthissearch focusing on
financial sector reforms in a lower middlecome country seems fiResearch has
shown that financial sector reforms directly affect economic growth but the trajectory

of financial sector reformsiithe banking industry towards economic growth has not



been established in a scholarly manner, especially in Kumasi Metropolis, Ghana.
Moreover, the effects of financial sector reforms on economic growth of Ghana have
not been empirically ascertained byslars.

The broad consensus that Ghanawas the first SukSahara African country to
formulate a comprehensive financial sector reform in 18®ivever, three decades

after the financial sector reforpmiswas observethatthefirst and second generations
financial sector reforms have had little effect on economic growth, and vireeee
unfulfilled expectations associated with thiet and second generatioirsancial sector
reforms The financial sector reforms were largely expected to address all banking
industry inefficiencies and improve financial sector resilience to financial shocks, build
more robust and efficient financial sector, which can support the growth of private
sectorenterprise, and to accelerate the growth momentum of the economy towards
sustainable economic growthlowever, it was observed thatelse have not been
largely addressed as the above trends indicate. Instead, the financial sector reforms have
led to a maareconomic imbalance dfigh and persistennbflationary pressures, high
nominal interest rates, and continuous devaluation of the local currénaas
observed that hie financial sector is noted for inefficiency, insolvency and
mismanagement. In certainstances, it survived only through government bailout
plans and protection. Aside from these issuiiegas observed thdhere are a number

of problemareagsthat need further attention. For instance, despite sundry of financial
sector reforms implementesb farin Ghana, the financial system remains ebabked

and underdeveloped, and the banking industry has not been able to deliver its core
mandate as a driver of economic growth to catch up with the developed economies.
Besides,t was observed thabharma 6 s f i nanci al system i s nc

adequate financial services to the majority of domestic retail customers, small and



mediumsized enterprisesind large companiesit was observed thatedpite the
apparent strength of the banking system, the ratio of private sector credit to gross
domestic product (GDP) is still low by international standartowever,it was
observed thatue to the persistent banks failures and inefficient financiaices
delivery after a series of financial sector refomithout a successnany attempts have
been launched by the governmantithe Bretton Woods Institutions: The World Bank
and the International Monetary Fund (IMF) to address the phenomewasobserved

that ®me of these attempigere institutional interventions, professional interventions,
financial interventions, organisational interventions, structural interventions and
regulatory interventions. For example, Ghana received support from tteé Bémk to
strengthen its financial sector and promote financial inclusiovas observed thahé

World Bank supported Ghana to launch Ghana financial sector development project in
2018 to enhance the capacity for the implementation and monitorinrgao€ial sector
reforms policiessupporedthe Bank of Ghana and Ministry of Finance to improve the
oversight and promote market transparency and discipline, and sagpeodrall
project implementation components to promote financial sector soundnesgaove
access to financial services by individuals in rural communities, specifically women,
the poor and farmers, and promote broader development of the financial sector (World
Bank Group, 2019Besidesit was observed thalhe World Bank and the Inteational
Monetary Fund (IMF) supported Ghana to implement Financial Sector Adjustment
Programme (FINSAP) in 1987 to develop the financial sector to become eféioint
promote economic growthf Ghana (AntwiAsare& Addison, 2000). Moreoveit was
observed thah pursuance of financial of sector reforms objectiaeSecurity Discount

and a Stock Exchandéarket were established in 1990 to provide avenues for banks

and other financial institutions to manage thejuidity. In the same veinit was



observed thathe Securities and Exchange Commission (SEC) has developed a
corporate governance code of best practice against which banks can benchmark their
practices to improve the efficiency, address inhibition®topetition and upgrade the
health and financial soundness of banks so that Ghanaian banks can meet
internationally accepted standards of performance. Furthermhevas observed that

to improve the quality of bank personnel, the Institute of Bankers dnadteZed
Accountants were provided support to enhance the training of personnel to improve
efficiency in the delivery of banking services and risk management. Other attbatpts
were observednclude formation of the Institute of Directors in 2001 and the
development of Ghana National Accounting Standards. Aside from these atiémpts,
was observed thahere have been some effective attempts aimed at improving the
effectiveness of financial sector reforms in banking industry, however, these attempts
havenot been successf(BoG, 2017) Thatwas why the studyvas conducted

It was observed thah spite of all these attempts, the level of financial intermediation

in Ghana is low. The efficiency of the banking industry is below expectations, and the
financial system has not been able to measure up to optimum financial development as
the driver of economic growth (Okoi et al., 2019). The banking industry in Ghana still
does not adequately support economic groWthias observed that spite of all tese
attempts, the financial sector remained weak and could not mobilize significant
resources to sustain the economic growth, vast segments of the unbanked population
are excluded from formal financial services, credit allocation to private sector is low,
and the financial sector has remained largely ineffective in mobilizing and channelling
savings and investment to more productive ventures to promote economic dnowth.
addition, it was observed thaBMEs lack access to finance, and technological

underdeelopment of the banking industry still exists in Ghapar. instanceijt was

10



observed thaGhanadés financi al sector i's under di
financial development such as stability and efficiency characterized by narrow financial
systemwith a dominance of small illiquid banks/hich is not equipped to sustain a
comprehensive banking sector reform process over a short fdogd et al, 2014)
Similarly, it was observed thdtanks in Ghana pass on their inefficiencies to their
customerdy raising their lending interest rates and lowering their deposit interest rates
(Nkegbe& Yaziduy 2015) As a result, the citizenry has lost confidence in the banking
industry. Hence, doubt remains whether these financial sector reforms in Ghana would
ever result in greater sustainable economic growth to catch up with the advanced
economies However, { was observed that spite of all these attempts, there were still
guestions to be answered. Thats whythe studywas conductedThe initial idea of
this research began with these remaining
affect economic growth, and if it does, how? (ii). How does financial sesfimms

affect economic growth of Ghana? (iii). What constitutes financial development? (iv)
Does financial development promote economic growi?How does financial
development support and spurs economic growth? (v) How do financial systems affect
economic growth?

Thesequestions and possibly the answers to them must be appropriate andtrelevan
However,it was observed thdhereareno precise answers to the questions. There is
also no uniform evidence on the relationship between financial sector reforms and
economic growth of Ghana in the existing scientific knowledge. Researchers, however,
are still delving into the science behind. A careful enquiry using scientific investigations
is likely to unravel the intricacies involved. Hence, an eviddrased and scientifically
proven research is necessarkis study is built on national intereafyd the belief that

government intervention through financial sector reforms in the banking sector can

11



accelerate the rate of economic growth. National concerns over the sociad¢iceit

of the financial sector reforms in the banking industry also geothe most common
rationale for the studyThe initial motivation forconducting thisresearchwas the

current enabling environment, the business climate and general economic situation in
Ghana.Above all, this studywas conducted with purpose and intemhere were
practical,scientific andacademic reasanfor conducting this researchhe practical

reason for onductingthis studywas to address some of the concerns brought up in line
with the financial sector reforsnin the banking industryThe scientific reason for
conductingthis studywas to producenew knowledge in the scientific community that
contribute to sustainablEconomicgrowth andfinancial development and place them

in the wider context of thiterature.However, in the considered view of the author,
research on financial sector reforms in Ghana, on a scale and depth as covered in this
study, is yet to be sighted. What sets this study apart is a depth of coverage that
strategically links finanal sector reforms to economic growth. This research provides
very usef ul i nsights. The studyos i ngen
comprehensive study applying robust design, methods and techniques to analyse the
effects of financial sector refms in the banking industry on economic growth.

The academic reason for conducting this studys to fill gaps in the scientific
knowledge.Hence the mainreasonfor choosing the research topA@s gaps in the
scientific knowledge.This stug was startedwith a focus on empiricaland
methodologicafjaps inthescientific knowledge in mind. These ggpse statement of

the problem)and other issues or concerns provide an interesting rationale for
conducting scientific research on these topical issues. This remains the basis of this
content. Thisstudyanalyses the effects ahird generatiorfinancial sector reforms in

thebanking irdustry on economic growth of Ghana over the perig@@17-2019.

12



1.4 Statement of the Problem

There are persistent anatonsistentempirical and methodologicafjaps exist in the
scientific knowledgeAll of this is partly becausegirtually limited existing research
gives a voice to recent thirgeneration Financial Sector Reforms and Economic
Growth, butthe precise naturer stateof t he third generati on
is notknown orwell understood. There are also gaps in sifierknowledge when it
comes to whether there are particular intrinsic and extrinsic factors that drive the effects
of financial sector reforms on economic grovahGhana.There is a lacuna in the
scientific knowledge because the study is under resegpahin the literature.

Following the inception of thé¢hird generatiorynancial sector reforms, virtually no
comprehensive study has been conducted on thow generatiorfinancial sector
reforms policies and practices function asiategrated whole to produce efficien
financial systemand financial development to stimulate economic growtloana

that addresss the four main themes of this thesis, namely; financial sector reforms,
economic growth efficient financial system, and rfiancial developmentWhereas
studies of third generation financial sector reforms have focused mainly on analysing
the effects of a weltleveloped financial system (Levine, 2006), little has been done to
seek to analyse the effects of the said financietbseeforms on economic growih

Ghana This is not to suggest a complete nonexistence of studies focusing on some
aspects of the subject mattelowever, most of these studies have concentrated on the
banking sectors of the Western ateleloped countries rather than Ghana. On the other
hand, empirical evidence on the lower midoieome countries in particular, studies

on Ghana are relatively scarce and the majority of these studies focus on the FDI
inflows; savings, investments and gt of gross domestic product (GDP); poverty

reduction; savings mobilization and poverty reduction; monetary policy; banks

13
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performance; competition and banking system stability condepte&xample, Kamasa
(2013) studied the r eéctrtrefarnms sahdi ppvated sedtow e e n
investment; Owus&A nt wi (20009) studied the i mpact
banking systems; AntwAsare& Addi son (2000) studied the i
reforms on banks performance; Sowa (2003) studied thecimpa o f ynanci al
reforms on poverty reduction; Owusu and Odhiambo (2015) studied the relationship
between financial sector reforms and sustainable economic growth; Moyo et al. (2014)

studied the effects of y nanc inkrlg systenct or r

stability; Af fum (2020) studied the effe
financi al institutions; Bawumia (2010) st
monetary policy; Ekumah and Esseséctor(2001)
reforms on gender access to credit. Kamas

sector reforms on FDI inflowsAsamoah (2008) studied the impact of the financial
sector reforms on savings, investments and growth of gross domestic prod&gt (G
Quartey (2005) studied the relationship between financial sector development, savings
mobilization and poverty reduction. The aforementioned studies did not address all the
four main themes of this studiyp addition, these studies used the data foliex years

and did not capture the changing industry dynamics and the effects of recent third
generation financial sector reforms on economic grofutlancial systenefficiency

and financial development in GhanBesides,these studies tend to be based on
relatively few peopléor small sample size¥o, the results may ngéneralize oapply

to the wider populationMoreover, previous studies did not address technological
capacity associated wittnird generatiorfinancial sector reforms in the delivery of
financial services to the public and unbanked populafbpresent, there is no study

thataddresssdigital transformation in the banking industry associated with the third
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generation financial sector reformWhat i lacking from the scientific knowledge are
studies to address the concerned area on Ghana and appropriate methodologies to
address the main themes of this thedis. the knowledge of the author, no
comprehensive study has been conducted which addresseselsernthird generation
financial sector reforms and their effects on economic groWitlancial system
efficiency,and financial development. Therefore, there is a need for a comprehensive
analysis of the effects of financial sector reforms on economic growth during the period
of third-generation financial sector reforms.

In the light of these empiricaind methodolagal gaps, this present study fills in these
demanding gaps for the firstme by providing new empirical evidence on the effects

of third generatiorfinancial sector reforms on economic growthe identification of

these research gaps drives this stadyit seeks to fill empirical and methodological
gaps in scientific knowledge. These are significant research gaps that merit further
study because they establish practical issues or concerns that need to be adthessed.
consequence of not addressinghat they tend to lead to financial sector reforms
policies that either lack theoretical justifications or overlook the intended outcomes.

In a nutshell, these are the identified empiraradl methodologicajaps that currently
exists in the scientific knowledge regarding financial sector reforms, economic growth,
efficientfinancial systemand financial development measudsch this present study
seeks to fill. Thes&lentifiedgapsarewhat the researcher is producing new knowledge

to mitigate.It is worth mentioning that, filling these gaps represents the additions or
original contribution of this research to the scieatinowledge.

Besidesthe research problem is an aspect of the financial sector reforms that has not
been investigated yet in GhanBherefore, this study is an attempt to bring more

certainty to analysis of the effects third generatiorfinancial seatr reforms in the
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banking industry on economic growthhis study analyses for the firine empirical
evidence on the effects difiird generatiorfinancial sector reforms ithe banking

industry on economic growth of Ghaower the period 0f20172019).

1.5 Objectives of the Study

1.5.1 General Objective
The foremost objective of this study is to analyse the effecthiad generation
financial sector reforms in the banking industry on economic growth to produce new

knowledge for improving economic growth of Ghana.

1.5.2 Specific Objectives
1. To describehe state othird generatiorfinancial sector reforms and economic
growthof Ghana.

2. To analyse the effects of financial sector reforms on economic growth of Ghana.

1.6 Research Questions
1. What is the state dohird generatiorfinancial sector reforms and economic growth
in Ghana?

2. What are the effects of financial sector reforms on economic growth of Ghana?
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1.7 Statement of Hypothesis

FinancialSectorReforms havepositive andsignificanteffectson EconomicGrowth
through X1, X2, X3, X4, X5, X6, X7, X&ndX9 at pvalue < 0.055ignificance level
Figure 1.1 Statement ofHypothesis

Alternative Hypothesis

Financial Sector Reforms have positive and significant effects on
Economic Growth through Bank Credit to Private Sector (X1)

at p-value < 0.05 Significance level.

Financial Sector Reforms have positive and significant effects on
Economic Growth through Savings Mobilization (X2)

at p-value < 0.05 Significance level.

Financial Sector Reforms have positive and significant effects on
Economic Growth through Financial Inclusion (X3) at pvalue < 0.05
Significance level.

X

Financial Sector Reforms have positive and significant effects on
Economic Growth through Technological Capacity Development (X4)

at p-value < 0.05 Significance level.

<«

Financial Sector Reforms have positive and significant effects on
Economic Growth through Human Development (X5)

at p-value < 0.05 Significance level.

Financial Sector Reforms have positive and significant effects on
Economic Growth through Investment (X6) at pvalue < 0.05
Significance level.

Financial Sector Reforms have positive and significant effects on
Economic Growth through Productivity Growth (X7) at p-value < 0.05
Significance level.

ZEXEECLK

Financial sector reforms have positive and significant effects on
Economic Growth through Interest Rate Reduction (X8)
at p-value < 0.05 Significance level.

Ha8

Ha8

Financial Sector Reforms have positive and significant effects on
Economic Growth through Capital Accumulation (X9)
at p-value < 0.05 Significance level.

€KX

Source: (Field work, 202).
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1.8 Scope of the Study

1. The geographical scope of the study is the Kumasi Metropolitan Area because the
Metropolis is thecapital of the Ashanti Regipand host the head offices of all the 23
universal banks in Ghana which formed the target population for this study.

2. The focus is restricted to banks because the banking industry dominates the financial
sector in Ghana.

3. This study covers the period of three years (@017 to 2019 The study period is
divided into prereform periods and peseform period (2017 and 201&re the pre

reform periody while (2019 is the posteform period).

4. The study is strictly fmused orrecentthird-generation financial sector reforms in
banking industry undertaken hige Central Bank of Ghana ahkw Patriotic Party
(NPP) government undethe President Nana Akufaddo, because it is the most
comprehensive financial sector ref@rn the history of GhanéOxford Business
Group 2020, and specifically design taddressdigital transformationrof Gh ana 6 s
bankingindustry. Above all consideng the digital era and the global village, we live

in. For this reasorthe studyis strictly focus ordigitization of financial servicesn

G h a nbarékiagindustry.

1.9 Limitations of the Study

The limitations of the study relate mainly to sample selection, data collection, the nature
of the data and their combined effect on the generalisability of the findings.

1. A major limitation of this study may be the use of secondary data, which @n be
potential source of error. However, this data was supplemented with the primary data
to authenticate the secondary data.

2. The primary data collection in this case may be time consuming and expensive

pertaining to the large populace and even witpaesto sampling
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3. The sample used in the study might not be representative pdth#ation because
purposivesamplingtechniquewas used to select some of the participahhis may

affect the external validity (generalisability) of the study figginrHowever, great effort

was made in applying the results to banking industries in other contexts.

4. The study is limited to universal banksGhana

1.10 Significanceand Contributions of the Study

(i) Contribution to Policyand BusinessPractice: It is hoped that the findings diit
research majnform the decisions aihanagers of the econonaydpolicy makers to
propose policies or strategies and advice on ways to make the financial sector reforms
i mpact positivel yrowhnTheGihdamgs aféhts regearchmayrhelc g
policymakers to put in place appropriate measut@simprove performance;
productivity and overall output @h a n a 6 s €ar exanplm the findings of the
study will benefit policy makers and bank of Ghamdormulating policies targeting
financial sector reforms aspects that have significant association with bank credit to
private sector i n t he mo st producti ve
manufacturing or industry sector, service sector and agrewdector by designing pro
growth policies that are unique, tailored and appropriate credit lending package for
private sector businesses in Ghana to enable them increase their productivity and
consumption which in turn improve GDP per capital growth. édeger, policy and
capacity building on enterprise growth and sustainability will be strategic for targeting
financial sector reforms inhibiting factors. The multiplier effect of such a policy
mechani sm is expected to g¢ug.rCantrdlBarkofS MEOG s
Ghana, bank executives, individual investors and stakeholders stand to benefit from this
study.First, CentralBank ofGhanamay benefit from the results of this doctoral study

as they may have a better understanding of relationship betfivestial sector
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reformsandeconomic growtlduring regulatory change§econdbank managers may
identify new ways to improve their perfnance during economic and regulatory
changes from the result of this doctoral stublyird, investorsand stakeholdennay
benefit from the findings of this doctoral study as the fingimgght add value to
knowledge andprovide bank stakeholders withimgkts to monitor the changes of
financial regulations and the effect those changes will haveconomic growtlof
Ghana (ii) Contribution to Economic Growth and Developmentof Ghana: The
findings of this research may have the wider benefits for advancing economic growth
and development dbhana. Thefindings d the study may be of greamnportanceto
international community and the development parttesipportGhana.The World
Bank, the International Monetary FundIMF) and other developmentfinance
institutions(DFIs) may use thdindings of the studyo determinevhether to disburse
loansand aidg¢o Ghanagovernmentowards future financial sector reforms.

(iif) Contribution to Academic World Community in the Field of Finance and
Economics: The findings of this research will pave the way for future schaads
researcheto build on this studyThe findings of the study may be of great importance
to scholars andesearchers on the current economic growth trends for Ghefaoped

that this study will act as a reference point and may contribute tentipé&ical and
methodological techniques utilized for financial sector reforms and economic growth.
(iv) Contribution to Scientific Knowledgeor Literature inthe Fieldof Financeand
Economics This research fills gaps in the literature because the study is under research
topic in theliterature. This research adgchew knowledge to the existing literatura
financial sector reformeconomic growth nexus

(v) Contribution to Political Debates. Finally, the findings of the study wi#liminate

all doubts andgtrengthen thelebateson superiority of development policies between
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the governing New Patriotic Party (NPP) government and leading opposition National
Democratic Congress (NDC) political party, which was central to the third generation
financial sector reforms i@ h a nbarkisg industryover the period 0f20172019.

1.11 Organization of the Study

The rest of thisstudy is organised intoivie distinct chapters with each chapter
comprising appropriate sections and-seltions along the following sequence.

In chapter two, the focus is on the literature reviéwhighlights review of major
conceptsBesidesijt discusses thhistorical antece@nts offinancial sector reformis
Ghanaevolution of financial sector reforms in Ghgi®87-2019; trends of financial
sector reformsinterrelationships of major concepgsnpirical studies anelvidence on
relationship between financial sectoeforms and economic growtiThe chapter
concludes withreview of related theories ammbnceptual frameworlof the study
Following this is the third chapter that outlines the methodology employed for the
study, and it covers areas such as research design; data types and siuglcesea,;
choice of samplécomprising population; sampling frame; sample size determination
and sampling techniqugsanstrumentation; data collectionethods data processing;
data analysiscomprisesframework of analysis and techniques of analysis; data
description and profile of sampled responde@Gtsapter four is devoted to analysis and
preentation of results ahe state othethird generation financial sector reforms and
economic growth in Ghankollowing this is thdifth chapter thails devoted t@nalysis

and presentation of results of the effects of financial sector reforemoomic growth

of Ghana.ln chaptersix, the focus is on theummaryof findings conclusion and
recommendations It highlights the summary of findings; conclusions; and
recommendations. The chapter concludes the study with areas for further research and

the post script which displays the references and appendices.
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CHAPTER TWO: LITERATURE REVIEW
2.1 Introduction
This Chapter outlines the literature review of financial sector reforms and economic
growth nexus and other aspects of financial sector reforms. It highlights review of major
conceptsBesidesijt discusses thhistorical antecedents dinancial sector r®rmsin
Ghanaevolution of financial sectareforms in Ghané19872019; trends of financial
sector reforms; interrelationships of major concegtspirical studies anelvidence on
relationship between financial sector reforms andeconomic growth. Besides, it
highlightsreview of related theorie3 he chapter concludes witbnceptual framework

of the study

2.2 Major Concepts

The two major concepts in this study are (i) financial sector reforms and (ii) economic
growth

2.2.1 Financial Sector Reforms Concept

Globally, there has been a renewed interest in the concept of financial sector reforms
and its ability to engender economic growth, especially among scholars, policymakers,
development practitioners and financial sectoioactRegarded as a cremgting
developmental issue, it is increasingly becoming a strategic factor in the development

policy mix (Agyekum, 2017)

2.2.1.1 Financial Sector Reforms Defined
Financial sector reformare policy measures designderegulate the financial system
and transform its structure with the view to achieving liberalized markettd system

withing an appropriate regulated framew@¥cKinnon, 1973 Shaw 1973. Financial
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sector reformsare changes that are needed in otdeestablish a modern financial
system(banking system and capital markegpable of improving the capacity of
financial markets to move a countgd to put the economy on higher growth path for
accelerated economic growth adelvelopmentFinancial sector reforms derive their
theoretical basis from the works of McKinnon (1973) and Shaw (1973) financial
repression hypothesis, which stressed thaanimal sector policy in developing

countries had led to financial repression.

2.2.1.2 Purposeof Financial Sector Reforms
The purpose of financial sector reforms is to establish an efficient financial system that
will improve the allocativefficiency of resources, promote financial inclusion, protect

the confidence in financial system and ensure financial stability.

2.2.13 Goal of financial Sector Reforms

The overarching goal of financial sector reforms is to creagsamnonment that would
permit the emergence and sustainability of efficient financial seditifnon, 1973

Shaw 1973)

2.2.1.4 Aim of Financial Sector Reforms

The aim of the financial sector reforms is to develop the financial sector to become
efficient to channel savings to more productive ventures in facilitating economic
growth.

2.2.15 Objectives of Financial Sector Reforms

The main objectives of the financial sector reforms are

(1) To restructure, liberalize and strengthening blaeks and the general financial

environment with the view to enhancing economic growth (Ekumah & Essel, 2001).

23



(2) To find solutions for efficient operations and management of the banking industry
to build more efficient, robust and deeper financial sgystewhich can support the
growth of private sector enterprise, and to accelerate the growth momentum of the
economy.

(3) To allocate the resources efficiently, increasing the return on investment and
accelerate the growth of the real sector in the economy.

(4) Create an efficient competitive and stability that could contribute measure to

stimulate growth.

2.2.1.6 Types of Financial Sector Reforms

There are different types of financial sector reforms each with different reform
objectives requiring different approaches of measuring the success or (effeus)

of financial sector reforms on economic growth.

The liberalisation of controls ovearterest rates and credit allocation

2.2.16.1Interest Rate Liberalization

The liberalisation of interest rateemoves government restrictions on interest rate
(interestratecontroly. This allows financial institutions to set interest rate orctledit
they give out to their customerBhe removal of interest rate contr@Bows banks

greater freedom to compete for customers

2.2.16.2Credit Allocation Liberalization
The liberalisation o€redit allocatiorremovegyovernmentestrictions on credit (edit
controldcredit ceilings government directed credit to specific sector or sectoral

allocation of credit. This allows financial institutions to decide who deserve besdit]
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on the borrower sd cr e drojdetiThe renyvalaofcredit vi abi |

controlstredit ceilingsallows banks greater freedom to compete for customéers

ensures efficient allocation of credit and resources.

2.2.1.6.3.New Entry into Banking Sectoror Financial Markets

The new entrynto banking marketeemoves government restrictidastry barrierson
foreignbanksentry into financial marketandcompetition. This allows foreign banks

to enter the domestic marketdo business and compete with the local banks. This also
allows comptition from nonbank financial institutionsThe new entry into banking
marketsattracts foreigrdirectinvestment (DFI) andliversification of the operations.
The rew ently into banking sectoteads to greater competition for depasié and

borrowers.

2.2.16.4.Privatization of State-ownedBanks

The financial sector reforms in respect to government ownership-¢statd banks)

is categorized as privatizationhis allows government to privatize stat@ned banks
and reduce government ownership percentage of banking syidterprivatisation of
government bankallows private sector banks to compete more aggressively against
each other than banks owned by plblic sectorThe privatisatiorof stateowned

banksleads to greater competition for depasié and borrowers.

2.2.16.5Prudential Regulation and Supervision
This imposed minimum paid up capital requirements for foreign and locally owned
banks This allows central bank to set minimum capital adequacy requirement for

financial institutions (AntwdAsare & Addison, 2000).
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2.2.17 Historical Antecedentsof Financial Sector Reforms in Ghana

The origins of the financial crisis in Ghana canttaeed to the macroeconomic and
financial sector policies that were implemented in the -pmtpendence period.
Ghana's case was unique for several reasong, Ginanawasthe first SubSahara
African country to gain political independence from theiBhitolonial ruleSecondly,

a thetime of independence in March957, Ghana was the richest country among the
SubSahara Africarcountries outside South Africa; its per capita income compared
favourablywith that of South Korea. Yet Ghana experienced the sharpest economic
decline, which also destabilizédt s 6 f i n @iorkldi et &l, 260¥).ct or

The history of the developmentf the financial sector during the early years of
independence was closely linked to extensive government intervenfioa.
government intervened extensively in financial markets in Ghana for two decades in an
attempt to control the cost and direction agfiice. Public sector commercial banks and
development finance institutionFls) were set up and administrative controls
imposed on interest rates and the sectoral allocation of bank credit. Much less attention
was accorded to prudential regulatidine financial repression of the 1970s and early
1980s had destructive consequencesttier depth and institutional strength of the
banking system. Financial depth collapsed after the XitDs under the impact of
sharply negative real interest rat&oreover,the public sector banks incurred large
losses as a result of political pressur&riance unbankable borrowers, including public
enterprises, very weak credit procedures and corruption. By the mid 1980s the public
sector banks were insolvent with large volumes of non performing assets (NPAs) on
their booksBy 1982 Ghana provided aasisic case of financial repression.
Duringthepre ef or m er a, Ghanads banki ngwvnely st em

banks and totally controlled by the government. The-stateed banks had a monopoly
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over the banking sector in regard to their operatiand were directed to allocate
essential component of their total loan portfolio to selected sectors in the economy.
Hence, the government essentially became the biggest borfidvedending decisions

of Ghanads banks wer e nmansanadveete hofbasedanéhe t e d
borrowersd credibility and v-iovenbdibankstiny o f
Ghana were insolvent before the finansattorreforms.

The Economic Recovery Programme (ERP) which began in 1983, sought toestabilis
the economy and then promote growth. The economic reforms included measures to
promote fiscal discipline, reforms of the trade and exchange system and other wide
ranging measures initiating price liberalisation and deregulation of many economic
activities. 1 n 1987, Ghanads economic performanc
was in distress. Banks were characterised by inefficiency, inadequate capital,
insufficient loans loss provisions, high operating costs due to inefficient operations, a
large portfolo of nonperforming loans and endured enormous political influence
(Adjei-Frimpong, 2013). The financial system was distorted by interest rate controls
and selective credit policies, lack of competition, and weak supervision by the Bank of
Ghana (AntwiAsare & Addison, 2000)In order to improve monetary management

and the quality of financial intermediatiothe government decided to undertake
financial sector reformsshanawas the first SukSahara African country to formulate

a comprehensive financial sector reform in 198inancial sector reforms became
necessary because the -peéorm policies of the government of Ghana control over
financial markets affected the succes$fuictioning of the financial markets, coupled

with an acute and prolonged economic crisis, had severely damaged the financial
system in Ghana, leading to high financial shallowing and bank distress (@untysi,

2009).
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2.2.18 Evolution of Financial sectorReforms in Ghana

The evolution of financialssc t or r e f o rbanking sector efeatndalibesate
policies pursued in line with the economic ideologies of the different governments.

It is worth noting that the political stabilityraie 1983 and the economic ideology of a

free market economy which had been embraced by successive governments contributed
positively in ensuring that necessary-onarket reforms were undertaken.

Different monetary policy regimes and financial sector pediovere implemented

under each of the three phases to meet the financial development needs of the country,

and are discussed hereafter within the context of the three phases idéstiied

2.2.18.1First Generation Financial Sector Reforms1987- 2000

Financial sector development during this period was shaped by the first financial
reforms The banking sector was on the verge of collapse and required some reforms,
hence the adoption of Financictor Adjustment Program (FINSAP)he Financial

Sector Adjustment PrograifrINSAP) was carried out as part of the broad Economic
Recovery Programme (ERP) and Structural Adjustment Programme (SAP) undertaken
by theProvisional National Defence Council (PNDC) governniegbllaboration with
theBretton Woods Institutions: The International Monetary F{iNtF) and the World

Bank (IMF, 2020; World Bank Group, 2019Y¥he aims of theseeformswere to
increag banks competitiveness, efficiency and performance in the Ghanaian banking
systemand ensure financial stabilitthat could contribute in greater measure to
stimulate economic growtthroughimproved regulatory and supervisory framework
Details of the key financial sector reforms policies and measures are discussed in
chronological ordr below (see Figure 2.1 Trends of major financial sector reforms).

Evidence from empirical studies in the late 1980s and 1990s on financial sector reforms
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lend support to the reforms carried out in line with the McKinnon (1973) and Shaw
(1973) hypothesisLater evidence shows financial sector reforms failed to achieve
desired results in many countries including Ghana because the performance of banks in
Ghana during the first generation financial sector reforms were abyAntali-Asare

& Addison, 2000).

2.2.18.2SecondGeneration Financial Sector Reforms 2002016

Financial sector development during this period was shaped tsetoadfinancial
reforms. The financial sector witnessed significant reforms which impacted on the
monetary and financial systenThe Central Bankof Ghana embarked on a
comprehensive banking sector deregulation reform programme under its Financial
Sector Strategic Plan (FINSSIR)2001. Unlike FINSAP which was undertaken under
the auspices of the IMF and World Bank, the recent reforms under FINSSIP during the
2000s were initiated by the Central Bank. The aims of these reforms were to deepen the
financial sector and also to increate competitiveness and efficiency of the banking
sector Agyekum 2017). Ghanaunderthe New Patriotic PartyNPP) governmenbpted

for the Highly Indebted Poor Country (HIPC) initiative of the World Bankl IMF,

and made substantial gains from extérdabt forgiveness and macroeconomic
restructuring The NPP governmentvas voted out of power in 2008he National
Democratic CongresdNDC) government also continued with market liberalisation
policies.Details of the key financialector reforms policiesnd measureare discussed

in chronological order beloysee Figure 2.1 Trends of major financial sector reforms).
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2.2.1.8.3 Third Generation Financial Sector Reforms 201-2019

Financial sector development during this period was shaped by the third financial
reforms. The third generation financial sector reforms favours systemic changes to
reorganise the financial systethrough the brizontal integration of basic functions;
stewardship, financing and provisidrhe financial sector witnesseinificant andhe

most comprehensive financial sector reforms in the history of Glaadarfl Business

Group 2020).The Central Bank of Gharend NPP government under the President
Nana AkufeAddo embarked on theostcomprehensive financial sector reforms in the
history of GhanainderitsFi nanci al Sector Sanitizati on
SectorCleatU p  E x e Mhe airmsef the finartial sector reformsrereto streamline
banking operationgnhance the soundness of the banking systeprove on prudent
regulatory and supervisory framewprkiprove the efficiency of the banking system
through digitization of the banking sector andamplishthe Digital Ghana Agenda.

The changes are still an ongoing proc&tails of the key financial sector reforms
policies and measures are discussed in chronological order below (see Figure 2.1

Trends of major financial sector reforms).

This space intentionally left blank
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2.2.1.8.4 Trends of Major Financial Sector Reforms in Ghana

Table 2.1 Trends of Major Financial Sector Reforms in Ghana

S/IN | FINANCIAL SECTOR MEASURES ADOPTED YEAR (S)
REFORMS EVENT
1 FINANCIAL SECT OR FIRST GENERATION FINANCIAL SECTOR 19872000
ADJUSTMENT REFORMS:
PROGRAMME (FINSAP) This Began at the Second Phase ofStractural 1987
Adjustment Programme (SAP)
1.1 Preparatory Phase 19871989
1.2 Removal of Govodot Contr 1987
1.3 Interest rate liberalization 1987
14 Ghana Stock Exchange 1989
1.5 The Banking Law, BoG\ct 1989 1989
1.6 Non-Performing Assets Recovery Law and Trust| 19901991
1.7 Privatization of State Banks 1992
1.8 Free Entry of Foreign Banks 1992
1.9 Non-Bank Financial Institutions (NBFI) Law 1993
2 FINANCIAL SECTOR SECOND GENERATION FIN ANCIAL 20012008
STRATEGIC PLAN SECTOR REFORMS:
2.1 (FINSSP) New Banking Law, BoG Act 2002 2002
2.2 The Universal Banking Act 2003
2.3 The Banking Law, BoG Act 2004 2004
2.4 Foreign Exchange Act 2006 2006
2.5 Currency Redenomination 2007
2.6 Recapitalization, GH¢60 million 2007
2.7 Banking Amendment Act 2007 2007
2.8 Credit Reporting Act 2008 2008
2.9 Lender andBorrowers Act 2008 2008
2.10 Recapitalization, GH¢120 million 2012
2.11 The Banks & Specialised Depa3iaking 2016
Institutions Act, 2016

2.12 Ghana Deposit Protection Act, 2016 2016
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Table 2.1 Trends of Major Financial Sector
3 FINANCIAL SECTOR THIRD GENERATION FINANCIAL SECTOR 20172019
SANITIZATION REFORMS:

31 (BANKING SECTOR Recapitalization, GH¢400 million 2017

3.2 CLAEN -UP EXERCISE) Takeovers, Consolidationslergers& 2017
Acquisitionsof Universal banks

3.3 Licensing & Operating Guidelines for Credit 2017
Unions

34 Bridge Bank the Consolidated Bank Ghana (C| 2018
LTD) established

35 Deposit Protection Achmended 2018

3.6 Digitization: Interoperability (GhIPSS),-Ewich 2018

37 National Financial Inclusion and 2018
Development Strategy (NFIDS)

3.8 PrudentiaRegulations &Supervision 2018

3.9 Corporate Governance Directive 2018

3.10 Basel Il/1Il: IFRS 9 Implementation 2018

311 Cyber and Information Security 2018

312 Adoption of the Norperforming loan (NPL) 2018
resolution plan

3.13 Fit and Proper Persons Directive 2019

314 Ghana Deposit Protection Scheme 2019

3.15 The Bank of Ghana Sustainable Banking 2019
Principles andSectorGuidanceNotes

3.16 Ghana Amalgamated TrugBAT) 2019

3.17 Revocation of Licenses of weak and insolvent 2019
Savings and Loan and Microfinance Institution:

3.18 Draft Borrowers and Lenders Bill 2019

3.19 Payment Systems and Services (Act 987) 2019

Source: Aut 2o Conpileddoythe AutBod Based on BoG (2020); PWC (2020);
Antwi-Asare & Addison (2000); Ziorklui (2001); Siaw & Anokye, (2010); and Affum (2020).

32



2.2.2Economic Growth Concept

The concept of economic growth has attracted public attention especially among
scholars, policymakers and development practition€he concept of economic
growth has long been considered an important goal of economic policy with a
substantial body of research dedicated to explaining how this goal can be achieved
(IMF, 2020).

2.2.2.1 Economic Growth Defined

Economic growth ighe increase or improvementgnoss domestic product (GDBj

a country over time(Cornwall, 2018) Economic gowth can best be described as a
process of transformatidiRostow, 196Q)Economic growth istte process by which a
countryés gross domestic product (GDP) or
time (Eta & Anabori, 2015; (Olowofeso et al., 201eronomic growths reflected in

the growth of output, rising per capita incomes, and -bxeithg of the citizens.
Economic growth is a major distinguishing indicator of a thriving or a failing economy
Per Rostow (1960),he term economic growth is applied to economies already

experiencing rising per capita incomes.

2.2.22 Measurement of Economic Gowth

Economists and statisticians use many different methods to measure economic growth
(how fast the economy is growingypically, economic growth is measured by real
gross domestic product (GDP) growth rate, or realcppital gross domestic product
(GDP) growth.Per Ghana Statistical Service (202@pssdomesticproduct (GDP)
growth is the main indicator of economicfmemance Similarly, perBank of Canada
(2002), the most common way to measure the economic growth is real gross domestic

product, or real GDFReal GDP means that the total has been adjusted to remove the
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effects of inflation.Gross domestic product (G the most important variable in
analyses of economic growth. An increasing GDP is often seen as a measure of welfare
and economic success (IMF, 202@®ross domestic producGDP) growth can be
measured in terms of demand (total expenditure on goaldseavices), or supply (total
goods and services produce@conomic growthis measuré in percentages and
expressed as percentage increase in Real per capita GDP Growth (Cornwall, 2018).
There are three approaches used to measure GDP: the output approach, the expenditure
approach and the income approd®ér. Bank of Canada (2002)etthree most common

ways to measure real GDP afg: quarterly growth at an annual rat@) the four

guater or yearoveryear growth rateand (iii) the annual average growth rafeor
example, arecent Gross Domestic Product (GDP) indicator reported by
Tradingeconomics.com and Ghana Statistical Service (200¢ated that the

economy of Ghana advanced p& centyearonyear in the fourth quarter of 2019

Figure 2.1 Quarterly Real GDP Growth Rate (201&020Q1)

2018Q1 2018Q2 20 201804 201501 2015Q2 2019Q3

= Oil GDP ® Non-Oil GDP

Souce: Ghana Statistical Service (2020; Tradingeconomics.com).
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Figure 2.2 Sectoral Distribution (%) of Nominal GDP at Basic Prices

Agriculture
GH(¢17,651.3
20.1%

Services
GH(42,467.6
48.3%

Industry
GH(¢27,832.1
31.6%

m Agriculture & Industry Services

Source: Ghana Statistical ServiceGSS (2020 Tradingeconomics.con.

Services is the largest sector of the Ghana@momy, accounting for (52 pegnt) of
the GDP. Within services, the most important-sabtors are; transport and storage (10
percent); information and communication (9.8 jgent); trade, repair of vehicles and
household goods (7 perent) andfinancial and insurance activities (4 peent);
education (4 pecent); public administration and defense (4 pent), and social
security (4 pecent). Industry accounts for (26 p=nt) of the GDP with mining and
quarrying (10per cent); construction(8 per cent) and manufacturing (7 peent).
Agriculture accounts for (22 perent), mainly cropgonstitutel7 percent(Ghana

Statistical Service202Q Tradingeconomics.com
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2.2.23 Sources of Economic Growth

Economists generally agree tretonomic growth is influenced by four main factors
(Cornwall, 2018)Major sources of @nomic growth onlycomefrom increasing the
guality and quantity of factors of production, which consist of four broad tiNz¢sral
resourceshumanresourcesphysicl capitalandtechnical progresgornwall, 2018)

1. Natural resources: Increases in quantity and quality of land, minerals, fuels, climate
2. Human Resourcefncreases in the supply of labour and quality of labbuman
developmenthuman capitgl 3. Physical capitalincreases in capitalccumulation
increases in quantity and quality capital goods, machines, factories, roads,.bridges

4. TechnologyTechnological progregtechnical progre3sand innovations.

Other drivers includeinvestment economies of scaleaccess to credit facilities,
research and developmg&D) and governmentEconomic growth of developing
countries is heavily based ofdhetdriveasof i nanc
economic grwth (such as access to credit facilitiglg/led labour, level of technology,

etc.) are factors which either improves the quality of outputs, or the efficiency with
which inputs are transformed into outputs (Olowofeso et al., 20@®)er-interest rate
reduce the cost of borrowing and increaseestment andonsumer spendind his
increase the demand for goods and services within the ecohenge economic
growth. Increased real wages: if nominal wages grow above inflation thenoenrss

have more disposable income to spend and this increases economic growth. Higher
global growth lead to increased export spending hence economic gidoviiever,

fi nanci al system is the pri maQvemalfinancilder of
development is necessary for economic growth at the mlaceb (Khan & Qayyum,

2006).
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2.2.2.4 Importance of Economic Growth

Per Rostow (1960) longterm economic growth can lead swistainableeconomic
development, which in turn leads to benefits such as increased employmemgtses
national incomeand weltbeing of the citizensEconomic growth also provides
additional tax income which can be used to develop the economy fuktbeoming
economy increases lending and profits leading to more (doko et al, 2014)From

the macroeconomic perspective, a rise in real GDP growth is a good indicator of
banking stability Faster economic growth generates higher profit for businesses which
can hen be reinvented; promoting increased productivity and capacity; creates new
jobs; providing a flow of incomes can also reduce income and wealth inequality.

The increase in economic growth means that firms are likely to experience an increase
in sales reenue. This causes an increase in the amount of profit that firms rekeive.

increase in economic growth benefits firms through increased revenues and profits.

2.2.25 The role of government in Economic Growth

The differences in rates of economic growth are often attributed to two factors:
government and entrepreneurship. The two are not mutually exclusive. In the early
stages of sustained economic growth, government has often provided the incentives for
entrepeneurship to take hold. In some economies the development of transportation,
energy or power, and other utilities is carried out by the government. In others the
government offers financial inducements and subsidies. A variation on this argument
is the qustion of how a government may intervene to determine the distribution of
output between those types of expenditure that contribute to economic growth and those

that lead to the immediate satisfaction of consumer demand. Governments giving a high
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priority to economic growth have various means at their disposal for influencing it

(Cornwall, 2018).

2.2.26 The Social Cost of Economic Growth

The belief that governments should have a large say in choosing the right rate of
economic growth has also led sometans to challenge the social and economic value

of economic growth in an advanced industrial society. They attribute to economic
growth such undesirable side effects of industrialization as traffic congestion, the
increasing pollution of air and water, tdespoiling of the landscape, and a general
decline in mands ability to enjSmilarly,he r e a
Tsikata (2007), in challenges of economic growth asserts that economic growth poses
the strongest challenge to the ovedalvelopment of Ghana. In his published work,

the author enumerates; leadership, human capital development, and-gromvtiting
cultures like exported growth and propensity as the major stumbling blocks to

Ghanad6s economic success.

This spaceintentionally left blank
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2.3 Interrelationships of Major Concepts

The connections and interactions between financial sector reforms and economic
growth involve other onceps such as financial sectobanking industry financial
system and financial developmehatare closely connected to each other and beay
affecting each other. Thesenueptsreact witheach otherwork togetheand benefit

from each otherand together thegxplain the success or failurnad abilty of financial

sector reformso influenceeconomic growth

2.3.1 Overview ofthe Financial Sector of Ghana

The financial sector of Ghana is of central importancedr a n gradvih (Antwi-

Asare & Addison, 2000)-inancial sector and economic growth are inétated.The

financial sectorstimulateseconomicgrowth of GhanaThe financial sector is the
backbone of GIlO@enthedpast tieree aecadesy it has been undeniably
obser ved tfihaactal s€etorahasaalivays played a crucial role in economic
growth. During the process of rapid economic growth in Ghana in the last 10 years, the
financi al sector has played a major rol e
assets of the finandiaector grew from 53 p@&ent ofgrossdomesticproduct (GDP) in

2010 to 78 pecent in 2017 (World Bank Group, 2019).

The Ghanads financial sectmoantcotnd rGlhaint &&s
with a total banking sector asset of GH29.06 bilion as at December 2019 (BoG,

2020). Bank credit to private credit to GDP (18 percent in 2017) is on par with the Sub
Saharan median (International Finance Cooperatie@, 2020). However, domestic

credit to the private sector is low in Ghana (World B&rkup, 2019). Credit to the

private sector stood at GH¢44.49 billion at end of December 2019 (BoG, 2020).
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The financial sector in Ghana is comprises (i) Financial institutions and (ii) Financial
markets. The financial sector in Ghana is dominated by bantts bank loans being

the primary source of external financing for domestic companies (Akdatie &
Addison, 2000)Ghana has a definite financial sector set out by the Ministry of Finance
andCentralBank of Ghana, and this comprises finangiatitutions such as (i) banks
(universal banks); (ii) specialized depesiking institutions, and (iii) nonbank financial
institutions (NBFI)such as forex bureaus, insurance companies, pensions, and financial
markets such as capital market, bond manketmey market and derivatives market.
The specialized depoditking institutions (SDIs) comprises; (i) rural and community
banks (RCBs); (i) Cepperatives credit unions; (iii) Savings and loan companies
(S&Ls); and (iv) the regulated Micro finance ingtibns (MFIs). The MicreFinance
Institutions (MFIs) sector comprises depdaiting microfinance companies (MFCs),
microcredit companies, and financial nongovernmental organizations (NGOS).

The Financial sector of Ghana is overseen byCémralBank ofGhana, the regulatory
body established by the 1957 Bank of Ghana ordinance.

There areFour main regulatoy institutions responsible fooverseang different
segments othe financial sector in Ghana. Tk&entral Bank of GhanaBOG) is
responsible for the licensing and supervision of all banks and nonbank financial
institutions (NBFIs). However, the Bank of Ghana takes directives from the Ministry
of Finance. The other three regulators are the National Insurance Commission (NIC),
which oversee the insurance companies, the National Pension Regulatory Authority
(NPRA), which oversee the pensions, and the Securities and Exchange Commission
(SEC), which oversee the financial markets such as capital market and money market.

The stock or capal marketin Ghanas the Ghana Stock Exchang&gfekum, 2016)
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Figure 2.3 Structure of the Financial Sector in Ghana
STRUCTURE OF THE FINANCIAL SECTOR IN GHANA
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2.3.1.1Financial Markets

Financialmarkets are one aspect of financial system and the most important elements
of financial development. It includes four main types, capital or stock markets, bond
markets, money market or foreign exchange, and derivatives markets. It is considered
that counties with developed financial system are more focused towards the
development of financial markets as compare to banks. The four types of financial
markets are discussed below.

Bond markets trade is a place where investors lend money to government or some
compatesin return for a presettled interest rate. Bond markets have two types i.e.
primary bond market and secondary bond market. In primary markets the bonds are
traded for the first time after their issuance, whereas in secondary markets the
subsequet transactions of bonds are carried @apital or Stock marketsare a very
important component of an economy. They provide a platform to buyers and sellers to
meet up and trade. The investments in turn help the traders to generate more funds and
expandtheir businesses. Capital or Stock markets are considered to be the most key
source to generate funfier companieqEg. Equity and Debt Marketsliquidity is
considered as the main factor which attracts the investors to invest their funds in stock
markes. Liquid Stock markets enable firms to acquire much needed capital quickly.
Money market or foreign exchange markets the place where trading of currencies
takes place. Usually trading in this market occurs over the counter. The relative values
of currerties are also determined by this market. This market facilitates the traders to
exchange certain number of currencies for the exchange of other currency. There are
two types of exchange rate regimes; first one is called the floating exchange rate, in this
case the value of currency can fluctuate with foreign exchange market. In case of

floating exchange regimes, the countries are enabled to adjust for the shocks. The
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second form is called pegged exchange rate regimes. In this case, the value of currency
is matched with the value of other currency and sometimes with gold as well.
Derivatives marketsdeals in swaps, forward contracts, options and future contracts.
These instruments are derived from the other assets (i.e. their values are based on some
other asets). These assets can be stocks, currencies, commodities, bonds, etc. The

trading is done over the counter as well as in the exchange traded derivatives market.

2.3.1.2Financial Institutions

Financial Institutions are one aspect of financial system and very important components
of financial developmentThe key role played by the financial institutions in the
financial system is to act as financial intermediaries channelling funds from tithse w
income in excess of their needs to those wishing to bobywbtaining deposits from
lenders and then dlending them to borrowerginancial institutions includaniversal

banks rural and community banks;o-operatives credit unions; savings alodn
companies; micro finance institutigngnicro-credits; finance houses; leasing
companies forex bureaux; financial NGOs, nayovernmental microfinance
institutions; finance and leasing companiesemittance companiesinsurance
companiespensions comgmies SSNIT and mutual fund compani@oG, 2017; BoG,

2018; BoG, 2019; BoG, 2020Most countries are still completely relying on their
banking sector rather than financial markets. However, Ghana relies on both financial

institutions and financial marke

2.3.1.2.10verview of theBanking Industry in Ghana
Since independence, banking industry 1is

(Kamasa et al, 2020Banking industryand economic growth are integlated. The
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banking industrystimulates economic growth of Ghafde banking industry alone

accounts for 70 per cent of the entire financial sedtoe.CentralBank of Ghana has
supervisory and regulatory authority in bangk and norbank financial business

activities. The performance of the banking industry is very significant in view of the
tremendous role banks play in the economy (Odsamoah, 2015). The Ghanaian

banking industry has undergone considerably transfoawmatnce 1987 as a result of

the gradual but steady implementation of financial sector reforms.

The banking industry in Ghana comprises of state banks, private domestic banks, pure
foreign banks, and regional pairican banks. Most remarkably, foreigmariks hold

51 perc ent of the total a s s e The baoking iklbhsayn a 6 s |
dominates the financial sector in Gha@hana banking system is small and banks sizes

are small on average. Ghanads banking sec
the government now owning four major banks, two of which are among the three largest

in Ghana. Foreign banks comfortably takgood part of this tremendous private sector

participation in Ghanads banking sector.

Ghanabés banking industry is adequately ca
Ghana monetary policy report showed the banking sector remained profitablthevit

fourth quarter of 2019 recording aft&x income of GH¢1,800,906 millicet theend

of December 2019, showing an annual growth of 37 per cent, while liquidity levels in
universal banks at the end of December 2018 through to the fourth quarte® o¥&901

among the highest recorded in the past 12 y@&o&, 2020). The banking industry

remained strong, safe and sound as the alpaand recapitalisation of the sector
continued to yield positive results. Growth in assets size improved significanthyy ma

due to an increase irdeposits. Credit growth at end of December 2019 was strong,
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despite declines during t he-paformimgdoansof t h
ratio have declined to 13.94 psgnt in 2019, the lowest in five years and contitwue

i mprove in Ghanadés banking industry. Br oe
measured in terms of earnings, liquidity, and capital adequacy remained strong. Total
assets of the banking sector increased to GH¢129.06 billion at end of Decerdfher 20
representing a 22.8 per cent yearyear growth. The ratio of total earning assets
(Loans & Advances and Investments) to total assets increased to 68.5 per cent in 2019,
from 65.2 per cent in 2018. The funding sources of total assets were mainly from
Deposits (64.7% of total assets) and borrowings and other liabilities which increased
by 26.7 per cent to GH¢28.02 billion (BoG, 2020).

The banking industry is classified into depdaking financial institutions; (ii)
specialized depostiking institutons (SDIs), and (iii) non deposg#king financial
institutions. The depostaking financial institutions are the universal banks.

The total number of licensed universal banmksshanaas at December, 2021 is 23
comprising 14 foreign banks and 9 locahka (PWC, 2020).

The specialized depodiaking institutions (SDIs) comprises; (i) rural and community
banks (RCBs); (ii) cepperatives credit unions; (iii) savings and loan companies
(S&Ls); and (iv) the regulated micro finance institutions (MFIs). The-aeposit

taking financial institutions comprises; (i) finance houses; (ii) leasing companies (iii)
forex bureaux; (iv) financial NGOs, (v) nagovernmental microfinance institutions;

(v) mico-creditinstitutions(vi) finance and leasing compani@si) mortgage finance
companiegviii) credit reference bureauBoG, 2020).

As at December, 2021, there were a total of 180 licensed Microfinance Institutions; 25
Savings and Loans Companies; 14 Finance Houses; 31 Microcredit; 3 Finance and

Leasing Companies; 1 Mortgage Finance Company; 1 Remittance Companies; and 12
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Financial NG@. The total number of licensed forex bureaux as at December, 2021 was
426. Rural and community banks (RCBs) which focus on rural areas are also under the
oversight of the ARB Apex Bank or Mini central bank, with delegated functions from
the Bank of Ghana’lhe ARB Apex Bank also functions like a central bank, including
maintaining reserves of rural and community banks (RCBS).

The total number of licensed rural and community banks (RCBs) stood ait 4

end of December 2021. Cooperative credit unions mow supervised and regulated

by the Ghana Coperative credit unions association (CUA), with delegated authority
from the Bank of Ghanalhe total number of licensed @peratives credit unions
stood at 43ht the end obecember 2021Below is a list ® banks with representative
offices only as at December, 20Zhese banks maintain only representative offices in
Ghana. (i) Bank of Beirut; (ii) Citibank N.A. Ghana Rep. Office; (iii) Exim Bank of
Korea (Representative Office); (iv) Ghana InternatioreiiBPIc.

Other banks: ARB Apex Bank Limited (BoG, 2020).

2.3.1.22 Categories of Banking Licenses

There are three categories of banking licenses for operating anikergsector:

Class | Universal banking licenseThis allows the holder to transact domestic banking
business (this was previously the UBBL).

Class Il Banking License:This allows the holder to conduct banking or investment
banking business with nemresidents and other class Il banking license holders
currencies other than the Ghanaian Cedi (unless otherwise permitted by the BOG.
General banking licenseThis allows both the Class | and Il banking business in and

from within Ghana (International Finance Cooperation, 2020).
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Figure 2.4 Structure of the Banking Industry in Ghana

STRUCTURE OF THE BANKING INDUSTRY IN GHANA
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2.3.1.23 Universal Banks in Ghanaas at June 2020

Table2.2 Universal Banks in Gharas at June 2020.
Universal Banks in Ghana

Year Bank Majority Number of
2SO ersal Ba Commenced Ownership Branches
Business

AG e Development Ba ed 1965
onsolidated Ba ana ed 2018 0Ca _ _
BN Ba ana Limitec 1996 oreig
delity Ba ana ed 2006 oca “
B Ba ed 1953 oca | 185 |
ara B3 ana ed 2004 E
ational Investment Ba ed 1963 oca | 4 |
OmniB Ba ana ed 2019 _
Republic Ba ana Limitec CLOM|  Foreion | 42 |
ociété Générale Ghana od 1975 | Foreign _
anbic Ba ana Limited 1999 Foreign || 33 |
andard Chartered Ba ana LTD 1896 Foreign | 21 |
ed Ba or Africa ana e0 2005 Foreign __
ersal Merchant Ba ana LTD 1972 E
e Ba ana ed 2005 Foreign __

Source: Author, 202). Compiled by Author based on materials drawn from (PWC, 2020)
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2.3.2Financial System

Financial system is most important concept of the modern society (Kiani & Ali, 2019).
Financi al system is the primary driver
impact of financial sytem in economy is to ensure sustainable economic growth and
developmentlf the financial system is strong, the economy grows, and companies in
the financial services industry (banks) are better able to manage risk.

2.3.21 Financial System Defined

A Financial systentan bedefined as the interaction of all financial agents and real
economy agents as they interact with the financial agénis.a complex network
embracing payments mechanisms and the borrowing and lending of Rimalscial
agentsinclude regulated banks, ndwanking financial institutions, neregulated and
informal savings and credit organizations and regulatory bodies. Real economy agents
include firms, households and individuals. Interaction includes transactions in relation
to any financial markets and services, including credit, savings and services such as
money transfers, and the financial infrastructure such as regulation, credit information
sharing systems and payment, settlement and transfer sykteamprises networkfo
financial markets, financial institutions, businesses, households and governments that

participate in that system and regulate its operations.

2.3.2.2 Financial Intermediation and Credit Creation in the Financial System

The term financial intermediatiodefines a key role in the financial systeAn
intermediary is a gbetween, and a financial intermediary is an institution which links
lenders with borrowers, by obtaining deposits from lenders and thendieg them to
borrowers. The basic procesd financial intermediation is shown below.

(1) If no financial intermediatiotakes place, lending and borrowing will be direct.
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Figure 2.5 Lending and Borrowing If No Financial Intermediation Takes Place

< <5

Source: (Author, 202). Compiled by Author based on materials drawn f(Q@uarshie, 201)1

(2) If financial intermediation does take plageding and borrowing will be indirect.

Figure 2.6 Lending and Borrowing If Financial Intermediation Does Take Place

FINANCIAL
N sl INTERMEDIARY ONIT

SURPLUS DEFICIT

Saurce: (Author, 202). Compiled by Author based on materials drawn f(Quarshie, 2011

For example, a person (surplus unit) might deposit savings with a bank and the bank
(as financial intermediary) might use its collective deposits of savings to provide a loan

to a companyr individual (deficit unit).

2323Fl ow of FundsanciahSyssedmanads Fi n

The primary duty of financial system of a country is to transfer excess money stocks
from savers to the borrowers for making goods and services and also investment that
causes growth of the economy and also living standard of peoplettetdn so doing,
financial system provides for smooth functioning of modern economies, enabling
resources to find their way to their most highly valued EBs®ncial system provides
financial resources through two types of financifigis can be achieved either by direct
financing or by indirect finance (Ibrahim, 201These two types of financing play an

important role in boosting the economy) Indirect finance refers to barkased
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financing through financial intermediarielndirect finance is where an institution
stands between lender and borrowor instance, a loan from a bank or finance
company, and (ii) Direct finance refers to markased finaniag through financial
markets.Direct finance is where borrowers sell securities directly to lenders in the
financial marketsDirect finance provides financing for governments and corporations.
An effective financial system attracts capital from figugpiers (household,
companies, governments), people who have more money than they need and want to
put some away and gives it to funders (households, companies, governments),
people in need of capital (Quarshie, 2011; Bank of Finland, 2004).

Figure27Fl ow of Funds in Ghanabés Financi al

FI ow of Funds i n Ghanabos Fi nanci
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Source: (Author, 2022). Compiled by Author based ommaterials drawn from
(Quarshie, 2011; Bank of Finland, 2004; Tyson, 2015).
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2.3.24 Functions of Financial System

In any economy, the financial system plays a major role in transferring financial
resources from net savers to net investors (Levine, 2004). The function of the financial
sector is not only to provide the intermediation that pools funds from savers anelcha

to investors, but also to economic growth by channelling fund from areas of surplus to
areas of scarce (Eta & Anabori, 2018).well-developed financial system support
capital formation and encourages investment by identifying and finapoiuyictive
business opportunitieginancial system provides the flow of capital and liquidity to
the marketplace in the economy and permit a higher level of economic activity than
would otherwise be possiblé properly functioning financial system helgmgrate

more employment opportunities within the economy. The financial system helps
provide funds to the growing business houses and industries, which results in an
increase in productivity hence economic growkmancial system helps to mobilize
savingsand direct funds into production sectors. As a result, it facilitates efficient
allocation of resources and increases overall productivity hence economic growth.
Financial system provides the flow of capital and liquidity to the marketplace in the
economyand permit a higher level of economic activity than would otherwise be
possible Based on an extensive survey of the literature, Levine (2004) identified and
summarized five key functions that a financial system provides in facilitating growth:
() Mobilizing and pooling savings; (ii) Providing information to enhance resource
allocation; (iii) Exerting influence to improve corporate governance; (iv) Facilitating
trading, risk managemenand risk diversification By enabling risk diversification
across fims and industries, financial systems can influence the allocation of resources
and hence economic growth. While individuals are generally averse to riskehigh

investment opportunities tend to be higsk, and (v) Facilitating exchange of goods
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and services. Through these functions, financial sector development facilitates

economic growth not only by promoting private sector development, but also by

supporting the public sector to invest in infrastructure and by enabling households to

invest in humarapital and benefit from consumption smoothamgl his translate into

increased GDIper capital growth.

Figure 28 Financial Systenand GDP Per Capita Growth
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2.3.3Financial Development

Financial development is considered to be ghacipal input for economic growth
(Levine, 2004) Financial development is linked to economic gro{@&chumpeter

1911) The outcome of financial development is economic growirerall financial

development is necessary for economic growth at the atexeb (Khan & Qayyum,

2006).

2.3.3.1Financial Development Defined

Development refers to the policies, factors, and the institutions that lead to the efficient
financial intermediation and effective financial markdtmancial development is
combination of access, depth, stability and efficiency of financial systengréhger

the financial development, the higher would be the mobilization of savings and its
allocation to high return projects. It is an important element to affect the rate of
economic growth by altering productivity growth and efficiency of capiimancial
development involves improvements in such functions provided by the financial
systems as: (i) pooling of savings; (ii) allocating capital to productive investments; (iii)
monitoring those investments; (iv) risk diversification; and (v) exchangeanfsgyand

services (Levine, 2@). Financial development can be measured by examining the
performance and activities of the financial institutions and financial markg#sting

from Schumpeter (19113everal authors have pointed out the productivitygaodith

enhancing effects of a developed financial se&ohumpeter (191Buggests a strong

and positive link between financial development and economic growthis regard,
Aghion et al. (2005) argued t h adceleyjateanci al
growth, it is also particularly beneyci al

advanced economies.
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Figure 29 Summary Interrelationships of Major Concepts
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2.4 Empirical Studies andEvidence onRelationship Between FinancialSector
Reforms and Economic Growth
This is the starting point of a great deal of previous empirical work that attempts to
guantify the importance of different views on the relationships that must exist between
financial sector reforms and economic groiithe review is done on studies conducted
on Global, Africa and Ghana (all written together).
Studies on financial sector reforms and economic growth nexus are built on finance and
growth nexus. At the global level, there is a lack of consensus amesegcher,
policymakers, economists addvelopment practitionemn the relationships that must
exist between financial sector reforms and economic grovatwever, evidence on the
exacteffectsof financial sector reforms on economic growth, especially weldging
countries, has been mixethereis also a lot of variatiom resultsdepending on which
methodolog (research design arapproach)each study used to capture effects of
financial sector reforms on economic growkvidence seemsconclusive, some
researchers found positive relationships between financial sector reforms and economic
growth. Findings of various studies have revealed inconsistencies regarding the
relationship between financial reforms and economic grotttwever, alance of
evidence seems to favour a positive relationship between the financial sector reforms
and economic growthSeveral pior empirical works seem to support the view that
financial sector reforms can significantly drive economic grow8ith(mpeter @11;
Moyo et al, 2014; Khan & Qayyum, 2007; Yu & Liu, 2007).

In their study on financial intermediation and economic growth, Allen and
Ndikumana (2000) examined the relationship between financial intermediation and

economic growth in the SoutlmeAfrica Development Community (SADCResults
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showed a positive correlation between financial development and the growth of real per
capita GDP in the Southern Africa Development Community (SADC).

In his study onbanking sector reforms and ecwonic growth, Fadare (2010)
investigated the effect of banking sector reforms on economic growth in Nigeria
Results indicated that total banking sector credit to the private sector, parallel market
premiums, size of the banking sector, interest rate ngrgapital and cash reserve
ratios, and inflation rate contribute to a very high proportion of the variation in
economic growth in the country.

In their study on financial development and economic growth, Ege et al. (2008)
investigated whetherirfancial development leads to economic growth in Turkey
Results indicated longun relationship between financial development and economic
growth. Results of Granger causality showed a strong unidirectional Granger causality
from economic growth to finared development.

In his study on financial development and economic growth, Wadud (2005)
examined the causal relationship between financial development and economic growth
for three South Asian countries including Pakistan, Bangladesh and Rekalts
showed a relationship between growth and financial development.

In his study on financial development, investment, and economic growth, Xu
(2000) examined the loAgrm cumulative effects of finance on growth for feotye
countries for the period 196ID93 Results indicated that financial development causes
long-run economic growthlhis result is consistent witWadud (2005)

In their study on impact of banking sector reforms on economic growth, Okoi et
al. (2019) examined how banking sector reforms impact on economic growth in
Nigeria Resultsshowed the existence of a lowrgn relationshigpanking sector reforms

and economic growth
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By contrast, Owusu and Odhiambo (2015) examined the relbiphstween
financial sector reforms and sustainable economic growth in GRasalts indicated
that in the long run, financial sector reforms have an insignificant impact on economic
growth in Ghana. This supports numerous past studies that have rapotéedor
inconclusive results on the effects of financial reforms on economic growth

In his study on interest rate deregulation, bank development and economic
growth, Odinambo (2010) investigated the relationship between interest rate
deregulatbn, bank development and economic growth in South AfrResults
indicatedstrong support for the positive impact of interest rate reforms on financial
developmentResults also showethat financial development, which results from
interest rate reformslid not Granger cause investment and economic growth.

In his study on development of financial intermediation and economic growth,
Hao (2006) examined the development of financial intermediation and economic
growth of the Chinese economy. Resultslicated that financial intermediation
happens through the substitution of loans for state budget appropriation and the
mobilization of household savings. This means, loan expansion does not contribute to
growth if the loan distribution by the financiatermediaries is inefficient.

In his study on financial intermediation and growth, Boyr&mbray (2003)
investigated the relationship between financial intermediation and growth in China.
Results indicated that the mobilizing and pouring ofdiimto the declining parts of
the Chinese State Enterprise system has not promoted growth.

In their study on financial intermediation and growth, causality and causes, Beck
et al. (2000) investigated the relationship between financial develtpand economic
growth, as well as the relationship between financial development, and the sources of

growth in terms of private saving rates, physical capital accumulation, and total factor
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productivity. Results indicated that higher levels of finanalavelopment lead to
higher rates of economic growth and total factor productivity.

In his study on financial deepening and economic growth, Ibrahim (2011)
examined the relationship between financial deepening and economic growth in Ghana
Results revealed a positive long run relationship between financial deepening as
measured by credit to private sector to GDP and economic growth.

In his study on impact of financial reforms on the banking system, Qs
(2009) investigate the preand posteforms policies to determine whether those
policies have helped to eradicate problems that were hindering the effectiveness of the
financial system. The findings showed that the performance of the financial sector has
been substantiaha healthy since the reforms. The findirgygygesthat the financial
liberalization strategy pursued in Ghana pasmotedeconomic growth.

In their classical scholarly work on financial sector reforms and bank
performance, AntwiAsare & Addison (2000) evaluated the impact of the financial
sector reforms on bank performance in Ghana from thegfoem period 198@6 to
the period during the major reforms of 1983 and 19941996 Results indicated that
measures such as the liberalisatof interest rates and credit allocations have indeed
enhanced financial development. Resutuggestthat a wider range of financial
services has become available and there is greater competition between banks.

In their study on financial léralization, financial sector development and
economic growth, Ang and McKinbbin (2007) examined whether financial
development leads to economic growth, or vice versa in the small open economy of
Malaysia Results showedthat financial liberalization, thugh removing the
repressionism policies, has a favourable effect in stimulating financial sector

developmentResults also indicated thanh&ncial depth and economgrowth are
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positively related. Results supponot ed RO
higher financial depth in the long run.

In his study on financial sector development, savings mobilization and poverty
reducti on, Quartey (2005) document t hat
increase savings mobilization and econogriowth.

In his study on financial openness induced growth and poverty reduction, Adam
(2011) i nvestigated the i mpact of Ghanadé
poverty. Results showed that there a positive damgrelationship betweernancial
sector reforms and economic growth. This
has contributed positively towards its economic growth. Results also indicated that
there is a positive relationship between growth and standard of living.

In his study on the impact of the financial sector reforms on savings,
investments and growth of gross domestic product (GDP), Asamoah (2008) assessed
financial sector reforms and its impact on savings, investment and the growth of GDP
in GhanaReallts indicated that the rise in interest rate over the years after the financial
sector reforms has led to a corresponding increase in savings which has a positive
impact on the growth of GDP. Results also showed that financial sector reforms have
increasd the rate of capital accumulation and improved efficiency in capital utilization
which is both essential for economic growth.

In their study on financial sector reforms on economic growth, Akpunonu et al.
(2019) examined the effect of finaatsector reforms on economic growth in Nigeria
from 19862013 Results indicated that bank capitalization has significantly affected
economic growth in Nigeria and interest rate has also affected economic growth

significantlyin thelong run.
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In his study on financial liberalisation and economic growth, Anokye (2009)
examined the effect of the financial liberalisation policy on economic growth of Ghana
from 1970 to 2007Results indicated a positive and significant impact of financial
liberalisation on gross domestic product (GDP) per capita of Ghana.

In his study on assessment of the impact of banking reforms on economic growth
and bank performance, Gidigbi (2017) assessed the impact of banking reforms on
economic growth and banksrfimmance in Nigeriarbm 1981 to 2015. Results showed
that banking reforms contribute positively to economic growth. Resugigesthat
banking reforms contribute negatively to banks performance. The study confirms that
banking system reforms in Nigertaave dual impact on the economy and banks
performance.

In his study on financial development and economic growth, Jung (1986)
empirically examined the relationship between financial development and economic
growth in fifty-six countries includig less developed countries and industrialised
countries. Results indicated that financial development causes growth in less developed
countries (LDCs), but growth causes finance in industrialised countries.

In their study on role of financialedelopment in economic growth, Xuezhi and
Benson (2013) examined the role of financial development and economic growth in
TanzaniaResults indicated a strong positive association between the financial services
and the economic growth, and twm@y Grangercausality between them. Results
further showed that savings were more important in fostering economic growth as
compared to credits/loans. Results also indicated that Savings and Credits Cooperative
Societies (SACCoS) facilitate economic development irzdai.

In their study on financial development and economic growth, Kargbo and

Adamu (2010) investigated the relationship between financial development and
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economic growth in Sierra LeondResults indicated that there is an exclusive
cointegrating relationship among financial development, investment, real per capita
GDP and real deposit rate. Results further showed that financial development has
significant effect on economic growth. Results also indicated that investment is the
channéthrough which financial development affects economic growth.

In his study on banking reforms, Udofia (2010) reviewed banking sector reforms
in Nigeria, its pitfalls and the stability of the banking system between 1970 and 2008
Results indicaté that the outcome of the implementation of the reforms were
disappointing because the reforms never impacted positively on the stability of the
economy for the period under review.

In their study on the effect of financial liberalization on rmmic growth in
developing countries, Sulaiman et al. (2012) investigated the effect of financial
liberalization on the economic growth in Nigefiam 1987 to 2009. Results indicated
that there is existence of a lengn equilibrium relationship among thariables and
cointegrating equations at 5% significance level. Also, the Error Correction Mechanism
showed a very high coefficient of determination YRZhe study concludes that
financial liberalization has a growstimulating effect on Nigeria.

In their study on the impact of financial liberalization on economic growth in
SubSaharan Africa, Akinsola and Odhiambo (2017) examined the impact of financial
liberalization on economic growth and whether differences in income levels across
countries in SubSaharan Africa will affect the relative impact of financial liberalization
in SubSaharan Africa. Results indicated that the coefficient of the financial
liberalization variable is positive and significant for Ssdgharan Africa. However, the
financial liberalization dummy sign changed to negative for-ilmgome countries,

even though it was statistically insignificant.
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2.6 Review of RelatedTheories

Theoretically, this study is underpinned by the financial liberalisation theory (also

called finarcial repression hypothesis) developed originally by McKin(k8v3)and

Shaw (1973); and economic growth theoriessudRasst owds fi ve stages
growth developed by Rostow (196@nd necaclassical growth theory developed by

Solow (1956) and Swan(1956). The dominant theory is the financial libesation

theory, and the other theories are economic growth thedhesetheories emphasize

the parameters of financial sector reforms and economic growth that have great

relevarceto this study.

2.6.1 Financial Liberalization Theory

The financial liberalization theorwas developed bWicKinnon (1973) and Shaw
(1973).Thebackground ofinancial liberalization theorgan be derived from financial
repression hypothesis developedgKinnon (1973 and Shaw (1973). Other scholars
call it the theory of financial reforms. The financial liberalization theory statethihiat
financial sector policy in developing countries had led to financial repressarafore

it is onlyfinancial liberalization patiesthatwould increase savings whiahturnspurs
investment and induce economic growthe financial liberalization theory considers
the government intervention in the financial markets, andgtheernment role in
controlling interest rates and ditewy credit to priority sectors of the economy in
developing countriess a major constraint to savings mobilization, and therefore
impedes the holdings of financial assets, capital formation, investment and economic
growth (McKinnon 1973; Shaw 1973)jherefore, financial liberalization, which frees
interest rates, will shift savings from low and unproductive projects to higher productive

investmentAccording tothis theory, financial sector reforms would remove excessive
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government restrictions on entry foreign banks, interest rate ceilings and credit
controls in order to foster a free marketsed and banBased system mobilizing
savings and the allocation of credit to the private sector. The assumption is that the
invisible hand through market forcesuld allocate funds to those projects that have
the highest social return. The removal of the visible hand from credit allocation would
allow the financial system to accelerate economic growth as long as banks facilitate the
allocation of funds to the besasers. Furthermore, the removal of controls on interest
rate and credit contrdlsedit ceilings can be expected to greatly enhance the efficiency
of financial intermediation by channelling credit to high yielding investment
opportunities. Moreover, propents of financial liberalization theory have argued that
increased presence of foreign banks in developing countries would reduce the cost of
financial intermediation, increase the availability of credit and foster financial
development. The theory clainthat competition from foreign banks would increase
banking industry efficiency, reduce bank concentration, increase access to credit and
reduce the <cost of financi al i ntermedi at
international capital (McKinnon, I7/3; Shaw, 1973).

This theory is relevant to the study because it explains how financial sector reforms
affect economic growth. This theory emphasises the parameters of financial sector
reform and economic growth that have great relevant to this studythBEaryexplains

(i) the relationship between financial sector reforms and economic gr@wtthe
variables through which financial sector reforms affect economic growth positively in
Ghanaand (iii) explairs thefinancial sector reforms and economic growitiuation in

lower-middle-income economies such as Ghana.
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2.6.2 Economic Growth Theories

Economic growth theory suggests that sound and efficient financial systems channel
capitals to its most productive usage beneficial for economic growtEconomic
growth theories relevant to thisstudy B® st o wd s feconanicgrovdtane s o
neoclassical growth theorpecause a careful perusal and reasoning reveal that other

growth theories have their roetnphasis on these/® theories.

2.6.2.1R 0 s t &ivedtages & Economic Growth

The Rostowbs five st adgvelgedbyfRostow (1960)mi ¢ gr o w
The Rostowbs fi ve st athatsountries passed through figke g r o w
stages of economic growtRer Rostow (1960), economic growth proceeds from a
traditional society to a transitional one (in which the foundations for growth are
developed), to the takaff society (in which developmenteelerates), to the mature

society. According to this theory, economic growth begins somewhere between the
stage of takeff and the stage of maturitfPer Rostow (1960), economic growth

requires substantial investment in capifadcording to this theoryfor the economies

of less developed countries (LDCs) to grow, the right conditions for such investment
would have to be created. If aid is given or foreign direct investment (FDI) occurs at

stage three, the economy needs to have reached stage tine sthge two has been

reached then injections of investment may lead to rapid economic growth

This theory is relevant to the study because it explains how financial sector reforms
affect economic growth. This theagyplairs: (i) how developing countrgecan achieve

economic growth (i) explains the stagehat countries passed throughorder to
achieveeconomicgrowth, and(iii) explains theeconomic growttsituation in lower

middle-income economies such as Ghana.
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Figure 2I0Ro st owd s F EcormmiSGravthdlseonp f
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Source: @Author, 202). Created by Author based on materials drawn from (Rostow, 195.
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2.6.22 Neo-Classical Theory of Growth

The Neaclassical theory of growth wakevelogd bySolow (1956) and Swan (1956)

This theory represents the initial stage of economic development as it supplies the major
channel through which economic activities take place. The theory stateeconomic
growth is the result of three factors namely; labour, capital and techndlogyheory

states that a sustained increase in capital investment increase the growth rate only
temporality. The nealassical growth theorglsoemphasishattechnological progress

has a major influence on economic growth, and economic growth cannatueont
without technological advances. The theory also states that the accumulation of capital
within an economy, and how people use capital is important for economic giidweth.
proponents of this theory support the sugpbding hypothesis in the finangeowth

nexus, and argue that the activities of the financial institutions serve as a useful tool for
increasing the productive capacity of the economy.

This theory is relevant to the study because it explains how financial sector reforms
affect economigyrowth. This theoryexplairs: (i) the relationship between financial
sector reforms and economic growth, (ii) tregiablesthrough which financial sector
reforms affect economic growth positively in Ghaaad (iii) explairs the finance and

economic growt situation in lowemimiddle-income economies such as Ghana.

This space intentionally left blank
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2.5 Conceptual Framework of the Study
2.5.1 Schema of Conceptual Framework

Figure 211 Schematic Diagram of theéonceptual Framework

SCHEMATIC DIAGRAM OF THE CONCEPTUAL FRAMEWORK
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Source: (Author, 202). Created by Author based on materials gleaned fromMulder, 2017; Levine,
2006; Levine, 2004; Waheed, 2009; Kiani & Ali, 2019
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2.5.2 Narrative of Conceptual Framework

Conceptual framework of this study depicts a visual representation of clearly defined
constructs or variables that are systematically organized together to provide a
comprehensive understandiagd explanation to integration and an expected eause
and-effect relationship in a finance context, incorporating relevant variables that might
influence the relationship between financial sector reforms and economic growth. The
framework maps out or layaut themajor concepts oconstructs or variables, along

with the relationships of those constructs and key factors that influence the constructs,
and presumed relationships among théwulder, 2017 Lucumay, 2014). The
framework shows exactlyariables which the researcher would measure and how the
variables are expected to relate to the outcome vafislieler, 2017)The conceptual
framework is useful for analysing the effects of financial sector reforms on economic
growth. In the context othis study, a conceptual framewask developed from the
objectives of the study and literature review.

The conceptual framework of this study has two parts to i§cfiema, (ii)Narrative.

(). TheSchema is a diagrammatic representation; or a structuegdhicaloutline

(i). TheNarrative gives the written interpretation or explanatibthe framework

From the schematic diagram, the constructs represent the variables which the researcher
would measure. These constructs are the independent variables which attribute directly
to the dependant variables when other things remain constant. The determinants are
factors that work together &xplain the success, strength and ability of financial sector
reforms to produce effects that could influence economic growth. The effects are
changes which financial sector reforms bring about; these changes are results or
consequences of financial sector reforfer financial liberalization and economic

growththeories the effects of financial sector reforms includereasecefficiency of
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financial system and greater financial development which in turn stimulate economic
growth. Financial system and financial developmewejpresent transmission
mechanismghat translate the effects of financial sector reforms into increased GDP
and overall economic outputs of the whole economy (Economic Growth). The effects
of financial sector reforms on economic grovate expected to be driven by the
identified independent varids and control variable. However, the control variable
would not be measured. In the context of this study, these variables represent different
Intrinsic factors originate from within the banking industry (such as bank credit to
private sector, savings riization, technological capacity development, interest rate
reduction, financial inclusion), and Extrinsic factors originate from surrounding
environment in which the banking industry operate (such as productivity growth,
capital accumulation, human démement, investmentind inflation rate In the
context of this studygconstructs such abank credit to private sector, savings
mobilization, technological capacity development, interest rate reduction, financial
inclusion productivity growth, capital ammulation, human developmerand
investmentepresent the possibledependent variables that are expected to influence
the dependent variable (Economic Growfr exampleper financial liberalization
theory,an increase in bank credit to private seatouldlead to an increase in economic
growth.These independent variables also represertdtegminants of financial sector
reforms. These independent variables also representctimstructsthrough which
financial sector reformsvould affect economic growth in Ghanigor example per

Ro s t aw diages bleconomicgrowth and neeclassic growth theorieshe process

of increasing capital accumulation through institutionalisation of savings mobilization

and irvestmentvould foster economic growth.
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CHAPTER 3: RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the methodology employed for the study. It highlights the research
designyresearch methods; research approdatg types and sourcesydy areachoice

of sample (comprisingtudy population; sampling frame; sample size determination
and sampling techniquesBesidesit highlights theinstrumentation; dataollection
methods data processingechniquesand data analysigcomprising framework of
analysis and techniques of analysighe chapter concludes wittata description and

profile of sampled respondents.

3.2 Research Design

The design of this studyas determined by the a priori expectatiomghe hypotheses

the philosophical worldview of the researcher and the paradigm orientation of this study
(Creswell, 2009), and these align with and correspond to a-gxpsrimental design

(Campbell & Stanley1986).

3.2.1 QuasiExperimental Design

In conducting this study, a quasxperimental design was adequate and suitable to
achieve the objective of the study. Hence, a gemgerimental design was employed

for the study toinvestigatethe causal relationships (catesedeffect relationship)
betweerfinancial sector reforms and economic growthquasiexperimental design,

the researcher has limited or no control over extraneous variables. In this study, the
application of quasexperimental design proceeded this way: While using this design,

the researcher did not control for some of the independent variable. Instead, the
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researcher followed the scientific method to establish a emseffect relationship
between financial sector m@ins and economic growth.

Quastexperimental desigis justified becauséhe research area is in social science
research, therefore, a quasiperimental design was deemed worthy of use since true
experimental design was not feasible or impractically iptsssn social science
research. Besidest was appropriate choice because the researcher gathered data
quickly from natural settings that helps to generalize the findings tdifeealtuations

in an external valid wayFurthermore there is high exteal validity in quast
experimental design, therefore researcher can confidently draw conclusions to other
populations or settings. More so, none of the independent variables in the study require
manipulation and random assignment of subjects to eithemtm@at or a control
group. Besides, the study analyses causkeffect relationships between financial
sector reforms and economic growth, and it is easier to estimate the true effect of the
variable of interest on the outcome of interest. Moreover, libgstovering causal
relationships, a quasxperimental design further seeks out how much cause would
produce how much effect; in technical terms, how the independent variables affect the
dependent variable (Barnes et al, 1:2821). In addition, it allow the researcher to

take advantage of realorld opportunities in social setting. It also allows the researcher
to enhance external validityMoreover, lack of random assignment in quasi
experimental design allow the study to be more feasible. Finalbyetcomes the

various limitations of the true experimental and+experimental correlational designs.
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3.2.2Research Method

In this study, a scientific method and quantitative method were employed.

3.22.1 Scientific Method

In conducting this study, a scientific method was adequate and suitable to achieve the
objective of the studyHence, ascientific method was employed for the study to
examinethe causal relationships (catmedeffect relationship) between financial
secta reforms and economic growtim. this study, the application of scientific method
proceeded this wayWhile using this methodthe researchefollowed formal
procedures toanalyzethe causendeffect relationship between financial sector
reforms and ecamic growth variables.

Scientific method is justified because is the formal proceduréor all acceptable
scientific investigations (Summers, 1998). More so, it underlies how research is
conducted (Summers, 1998esides the basis of the relationship between financial
sector reforms and economic growth is derived from scientific methotedMer, the
studyanalyzedhe causeandeffect relationship between financial sector reforms and
economic growth variables. Finally, a scientific method was deemed worthy of use so
that the study can be replicated.

In this studythe application of scigific methodproceeded this wayVhile using this
method the researcher followed/é formal steps provided byugnmerg1998), which

is depicted as followsStep 1 Observe a Phenomenon of Concern and Generate
Research QuestionsStep 2 Formulate HypothesjsStep 3 Test Hypothesis
Scientifically, Step 4 Analyzed the Results and Interpret to Draw Conclussiap 5

Communicate or Report the Results
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Figure 3.1Steps in the Scientific Method.

RESEARCHER OBSERVED A PHENOMENON OF

CONCERN AND GENERATED 2 RESEARCH
QUESTIONS

N

RESEARCHER TESTED THE HYPOTHESIS
SCIENTIFICALLY USING (MULTIPLE REGRESSION
ANALYSIS AND ANOVA)

RESEARCHER ANALYZED THE RESULTS AND
INTERPRETED TO DRAW CONCLUSIONS

HYPOTHESIS SUPPORTED HYPOTHESIS NOT

SUPPORTED

RESEARCHER COMMUNICATED OR REPORTED THE RESULTS

Source: (Field work, 202). Created by Author based on materials drawrfrom (Summers,
1998).
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3.2.22 Quantitative Method

In conducting this study, a quantitative method was adequate and suitable to achieve
the objective of the studylence, ayuantitative method/as employed for the study
analysdhe causal relationships (catmedeffect relationship) between financial sector
reforms and economic growtin this study, the application of quantitative method
proceeded this wayhile using this methodheresearcher stade priori expectation

about the results of the studty one or more research hypotheses before conducting the
studyandfollowed a deductive approach and a scientific method to anedys=and

effect relationships between financial sector reforms and economic growth.
Quantitative methods justified becausthe philosophical worldview of the researcher

and the paradigm orientation of this study (positivism/positivist) aligns with and
corresponds to a quantitative method (Creswell, 2a883ides it permits the use of
appropriatestatistical method to analydatg andthe results are based on larger sample
sizes that are representative of the populatMore sq the study used numeal data,
measured variables, and tested hypothesis based on theories in order to maximize the
reliability and validity of the data and study resuBBssidesit prevents the researcher

from introducing her bias into the analysis of the studgnkova & Stick, 2005). In
addition it allows theresearchefreedom to choose which variables to investigate, and
the use of closednded questionnaire instruments, and it yields more objective and
highly reliable and valid results than qualitatasedmixed methods. Furthermore, it is
cheaper than qualitative and mixed methods, and it takes less time to collect and analyse
data.Besidesit guarantees a high level of standardization, validity and reliability, and

it makes it much easier to compare timdings obtained and generalize to a larger
population (Healey, 2009)Moreover, quantitative data can be interpreted with

statistical analysis, and since statistics are based on the principles of mathematics, a
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guantitative research method is viewed agergiically objective, and rational
(McLeod, 2019). Additionally, quantitative data is based on measured values and can
be checked by others for replication because numerical data is less open to ambiguities
of interpretation.Even thoughBabbie (2013) stressedon the fact that quantitative
researches are limited in that; not @driablescan be representad numeric form
rendering the results incomplete; Dudwick et al. (2006) account that,gginoétative
researb methodfollow certain procedures, errors are redudédally, it overcomes

the weaknesses of qualitative reseamet mixed methods

3.23 Research Approach

3.23.1 Deductive Approach

In conducting this study, a deductive approach was adequate and suitable to achieve the
objective of the studyHence, in the realm of financial sector reforms and economic
growth relationships, this study adopted a deductive apprdacthis study, the
application of deductive approach proceeded this Welyile using this approach, the
researcher usedeductive reasoningrom general principles to arrive at specific
conclusions (from cauge-effect), or deductive reasoning from a general principle to

the expected effectdn addition, while using this approaclihe researcheollowed

formal procedures, scientific method, empiricism, and adtmgn approach with
efforts to extend and refine existing paradigBesides, Wwile using this approackhe
researcheused a predictive model to generate testable hypothasaédien,collected

data about specific events to confirm or refute the hypotheses generated from the model.
Deductive approacts justified becausthe study is driven by theories (for example,
financial liberalizationtheory and economic growth theodiesherefoe, reasoning

deductively means testing these theofgsidesthe strength of quantitative research
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method which this study employed is derived from the deductive appidact.sq
the study seeks to either test or confirm already existing theoryforth@f hypothesis
or refute already existing theoretical frameworkirtRermore the study seeks to
generalize from general principles to more specific conclusions.

In this study, the applicationf deducted approachroceeded this wayVhile using
this approachthe researcher followddur formal steps provided b$tredkerk (2019),
which is depicted as followsStep 1 Start with Existing TheoryStep 2 Formulate
HypothesisStep 3 Test Hypothes, Step 4 Confirm and Concluel

Figure 3.2 Steps in Deductive Approach

Steps in Deductive Approach

STEP 1
RESEARCHER STARTED
WlT.XISTING
FINANCIAL
LIBERALIZATION
THEORY AND
ECONOMIC GROWTH
THEORIES

STEP 2

RESEARCHER
FORMULATED
9 HYPOTHESES

STEP 3
RESEARCHER
TESTED
HYPOTHESIS

STEP 4

RESEARCHER

CONFIRMED:

CONCLUSION
(VALID OR NOT)

HOVOUdddV NMOd -dOL

Source: (Field work, 202). Created by Author based on materials drawn from (Streefkerk,

2019).
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3.3 Data Types and Sources

This study was conducted using some reasonable quanitityoth primary and
secondarydata. The quality and quantity of primagnd secondargata used were
adequate and suitable to achieve the objective of the sihdyprimary data used in
this study include; perceptions of respondents; demographic information such as age of
respondents and sex gender of respondentBrimary data for the study were sourced
from employees and customerfthreeuniversal bank§Ecobank Ghana Limited, GCB
Bank Limited, and Absa Bank Ghana Limitéa)Kumasi Metropok, Ghana

Primary dataare justified becaussecondary data alonesveinsufficient for the study,
therefore, primary dateere usedo supplement and establish the authenticity of the
secondary data in order to maxamthe accuracy and reliability of teidy. Moreover
theyareuseful for current study as well as for future studies (Kumar, 2@23jdes

the researchewas interested in original firshand data specific to the research
objectives with control over how it is generated.

Secondary dta used inthe studyinclude monetary valuesand macroeconomic
indicators Secondary data for the studiere sourced fronBank of Ghana Report

(www.bog.gov.gly Ecobank Ghana Annual Repofhttp:/Mvww.ecobank.com/gh

ABSA Bank Ghana Annual Repofhttp:/Mww.absa.com.gih GCB Bank Annual

Report fhttps://www.gcbbank.com.ghMinistry of finance Ghana Stock Exchange

(www.gse.com.gh Financial statements (income statement and balance she#is) of
sampkd universal banks from 2017 to 2019 Ghana Statistical Service

(https://www.statsghana.gov.ghirhe Global economyWorld Bank Group (2019);

IMF, 2016).World Bank Development Indicato(sttps://www.worldbank.org/ghana

Global Financial Development Report, 201%condary datare justified because

primary data alone were insufficient for the study, therefore, secondary data were used
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to supplement the primary daBesides in economic sensg¢hey aremore efficient,
quick to collect and cheaper or less expensive than prinagayFdirthermoretheyadd

insight to the studyFinally, theysave time.

3.31 Cross-Sectional Data

This study was conducted using some reasonable quantity ofserctssnal data. The

guality and quantity of crossectional data used were adequate and suitable to achieve

the objective of the study. For this study, cross sectional data were collectedllfro
crosssectional survey study participants at a specific point in time, and observations
which come from different groups or individuals at a single point of time a statistical

unit (Quentin, 2019). For this study, some reasonable quantity ofsatigmal data

were sourced from study participants fron
in Kumasi Metropolis, Ghana (Questionnaire Administration).

Crosssectional datavere justified becausthe study involved a larggcale cross

sectional surwe focusing on the current prevalence opinions or perceptions and
feedback of the wuniversal banksdé empl oyee
Furthermoretheyprovide snapshot of study population at a given point than time series

and panel datddngitudinal data) (White, 2020). Besides, cresstional data were the

best choice for practical reasons, for instance, the researcher only has limited time and
money to collect a crossectional data, and the only data that the researcher would need

to answer the research question was to be collected at a single point in time (Thomas,
2020).More sq they arecheaper, less timeonsuming and easy to collect ddtmally,

theythat can be used as a basis for further research than longitudinal date\asespr

useful insights into a populationdés char a
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3.4 Study Area

Figure 3.3 Study Area: Map of Kumasi Metropolitan Area with its-Sw@ropolitan
divisions.
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Source: Adapted from Frimpong & Molkenthin (2021).
The study was conducted in Kumasi Metropolitan Area, Ghana.
3.4.1 GeneralStatistics ofthe Study Area:
¢ METROPOLI TANKAREAI Metropolitan Area i
MetropolitanDi Mumii cti pAad semidl i es ( MMDASs
one of the 43 districts in the Ashant.i
C COMMUNITIES: There are 103 communities.
¢C SUB-METROPOLITAN DISTRICTS : Ten (10)

C MUNICIPAL COUNCILS : Five (5)
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Cl TKumas. (Regi onal Capital)
GEOGRAPHI CAL INOQAaNsGO ti onal Forest Zon
AccAbaut500 mil es north of the Equator.
LATITUDE: 6.35°NT 6.40°S

LONGITUDE: 1.30°W1i 1.35°E
DI STRI BSh$i aeso, Subi n, Ma n IByaingd aSmaut h,

REGI OANshamtisout hern Ghana.

TOTAL POPUL AT |463\D81Reesenting 8.2% of total Ashanti

Region population of 5,440,463 (2021 Population & Housing Census Report)
MALES: 213,662Repr esenting 48. 1% of tot al po
Popul ation & Housing Census Report)
FEMALES: 230, 319 RepBe&soehttogablpopul ati ol
(2021 Population & Housing Census Repo
GROWTH RATE: 3.9%

POPULATION DENSITY (Persons per sg. Km): 6,542.6

AVERAGE HOUSEHOLD SIZE: 3.0

NUMBER OF HOUSEHOLDS: 137,068

HOUSEHOLD POPULATION: 413,561

NON-HOUSEHOLD POPULATION: 30,420

TEMPERATURE: Ranges between 2333.0 Degrees Celsius

RAINFALL: 1484mm Annual Mean (Bimodal Rainfall Distribution, Mid

March July).

TOTAL LAND AREA: 68 sqg./km.

MOUNTAIN/RANGES/ELEVATION: 2507 300 metresbove sea level.

RIVERS: Oda river (Major river)pther rivers (Subin river and Susanso river)
ECONOMIC ACTIVITIES: Service, Industry and Agriculture
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3.4.2 Service Sector in Kumasi Metropolis, Ghana

The service sector is the economic backbone of Kumasi Metropolis, Ghana. Majority
of the economically active labour force (72 percent) are employed in this sector. This
sector has made Kumasi Metropolis a hub for commercial activities in the country. The
activities carried out by players in this sector are wholesale and retail in nature. They
cover all kinds of commodities ranging from food stuffs, clothing, building materials,
office and educational stationeries to herbal and orthodox medicines. Theoneed f
ancillary services to support economic activities in the Metropolis has attracted other
relevant service providers. The banking and insurance sector coupled with other
relevant institutions have contributed immensely in creating a conducive environment
for smooth running of business transactions in Kumasi Metropolis. Another group of
service provider that have contributed tremendously to the creation of productive
employment ventures and revenue generation in the Metropolis are the
Telecommunication Seat, Transport Sector, Hotels, Restaurants and Traditional

caterers (chop bars), hairdressers and dressmakers/tailors.

3.4.3 Industrial Sector in Kumasi Metropolis, Ghana

Kumasi Metropolis is a hub for scattered pockets of industrial activities in thégzoun
Notable among them are the agglomerated sstalle mechanical garages, wood
processing companies and food processing companies as well as construction firms.
This sector has contributed quite significantly to productive employment creation
(23%) andrevenue generation. Suame Magazine (the biggest mechanical garage in
West Africa) and Asafo mechanical garages have impacted positively on productive
employment creation and revenue generation in Kumasi Metropolis. Suame Magazine,

which is located at theorthern section of Kumasi Metropolis, is a hub of agglomerated
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smallscale mechanical garages that both manufacture vehicle parts and provide other
automobile repairs, small scale machine manufacturing and mechanical services not
only to the Metropolis buto the whole West Africa suiegion. Its presence in the
Metropolis has made Kumasi a wkhhown mechanical garage in the gegion of

West Africa. Other industrial centres that have contributed immensely to job creation
and sustainable source of incorfg a section of the active labour force in the
Metropolis are the beverage processing industries. Notable among them are the
Guinness Ghana Brewery Limited (GGBEBNd the Coca Cola Bottling Company. In
addition to these largecale companies are micsmall and mediurscale enterprises

that produce fruit juice and fresh yoghurt among others. Timber processing firms and
plywood manufacturing companies located along the Asokwa; Ahinsan; and Kaase
stretch are other industrial centres that have significargthtributed to sustainable
livelihood in Kumasi Metropolis by providing productive employment and revenue.
The semifinished products of these companies sokel to domestic furniture workers

andexported to generate foreign exchafgethe country.

Figure 3.4 Ahinsan Industrial Area in Kumasi

. e
Source: (Field work, 2022).
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Another area of interest is the handicraft industry which comprises of basket weavers,
potters, wood carvers and cane weavers. Although they are spreadudetrmajority
of them ae concentrated at Ahwiavhich is located at the northern sectmfrKumasi

Metropolis Ahwiaa is extremely famous for its wood crafting and handmade souvenirs.

Figure 3.5 Ahwiaa Wood Crafting, Carvingand Handmade Souvenirsn Kumasi

/ o vy |
Source: (Field work, 2022).
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3.4.4 Agricultural Sector in Kumasi Metropolis, Ghana

Agriculture in Kumasi Metropolis consists of farming, aquaculture, horticulture and
some animal rearing. Farming is limited to small scale staple food crops production
including maize, plantain, cocoyam, cassavawagttablegtomatoes, peppgtarrots,
cabbage etc,)Jn the periurban areas. Most of the foodstuffs are brought in from the
adjoining districts as well as distant areas such as Techiman, Nkoranza and Ejura
(Dapaah, 2015)In terms of cash crops, Cocoa is the main cash crop cultivated
peri-urban areadAt the time ofthefield work, there were lots of &oa fruits rotting

on the ground, but the trees were also full of them as well.

Figure 3.6 Cocoa TreesCocoaFruits and Beans in Kumasi Metropolis, Ghana

'

Source: (Field work, 2022).
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3.45 Justification for Conducting the Study in Kumasi Metropolis

Kumasi Metropolitan Areas justified because of thavailability of useful data to
answer the research questioBssidesthere arehigh concentration of banks. All the

23 Universal banks in Ghana have their regional head offind$ranches spread
across the length and breadth of the MetropBksidesthere areccelerated economic
development; massive infrastructural development, enormous population growth and
economic activities in the Metropolis. More so, its unique central position. It is a trade
hub, manufacturing and a commercial centre (Kumagetia Market regarded as the
biggest market in West AfricaSuame Magazine also regarded as the busiest
automobile repair and assembling in West Africa, and it is the capital city of Ashanti
Region. Furthermordhe researcher ia big proponent of suppiong local tradition,

and Kumasi is a great place to enjoy more unique sights, traditions and culture in Ghana.
Aside from the unique sights, traditions and culture, Kumasi is the most culturally
intriguing city in Ghana. Kumasi is also st popular ¢y in Ghana (Dapaah, 2015).

The city has an enigmatic air to it, and you can feel the pride of its people everywhere
you go. The people, in general, are quite warm and friendlyeed, Kumasi
Metropolitan Area in general, and Kumasi in particular, reaha city made for
travelers, tourists and researcheBesides Kumasi Metropolis is the most populous
district in the Ashanti Regiorkinally, Kumasi is theative city and hometowof the
researcher, and haspecial interest in its sazeconomicdevebpment, economic

growthand policy implications of financial sector reforms
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3.5 Choice of Sample
This subsection discusses the study population (s), sampling frame, sample size

determination and sampling techniques.

3.5.1 Population (s)

For this study, the study population comprise of all the registered universal banks; all
employeesall Chief Financial Officers (CFOs); all Chief Operating Officers (COOs);

all Human Resources Heads; all HR Advisors; all Tellers; all Branch Managers; all
Credit Officers); and all Customers in Kumasi Municipal AMdarified from the list

of registereduniversal banks with the Bank of Ghana and Kumastrbpolis the
Metropolishas 23 registered universal banks. For this study, the targeted population
was 144 employees and customers comprising 3 Chief Financial Officers (CFOs); 3
Chief Operating Officex (COOs); 3 HR Heads; 3 HR Advisors; 33 Tellers; 33 Branch
Managers; 33 Credit Officers, 33 Customers and 3 registered universal banks
representing a subgroup of individuals taken from the whole population who share a
common characteristic or meet conditiof interest defined by the eligibility criteria
(Babbie, 2013). It is out of this targeted population, that the sample was drawn.
Although the entire population did not partake in the study, the results from the

respondents of the study was generalipethh¢ entire population.

This space intentionally left blank
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3.5.2 Sampling Frame

In conducting this study, a sampling frame was used to demonstrate the actual list of
employeescustomers and registered universal banksumasi municipality that the
sample was drawn from. Ideally, it includes the entire 144 tdgetpulation and 23
universal banksn Kumasi Metropolitan Arearom this list, theesearchesampled

some employees, customers and universal banks.

Figure 3.7 Sampling Frame

Sampling Frame

3 Chief Financial Officers (CFOs) from 23 universal banks
3 Chief Operating Officers (COOs) from 23 universal banks
3 HR Heads from 23 universal banks

3 HR Advisors from 23 universal banks

33 Tellers from 23 universal banks

33 Branch Managers from 23 universal banks

33 Credit Officers from 23 universal banks

33 Customers from 23 universal banks

23 Uni 1 Banks in K i M li \ .
(i) Absa Bank Ghana Limited; (ii) Access Bank Ghana Plc;

(iii) Agricultural Development Bank of Ghana; (iv) Bank of Africa Ghana Limited;
(v) Cal Bank Limited; (vi) Consolidated Bank Ghana Limited;

(vii) Ecobank Ghana Limited; (viii) FBIN Bank Ghana Limited;

(ix) Fidelity Bank Ghana Limited; (x) First Atlantic Bank Limited;

(xi) First National Bank Ghana; (xii) GCB Bank Limited;

(xiii) Guaranty Trust Bank Ghana Limited; (xiv) Prudential Bank Limited;
(xv) National Investment Bank Limited; (xvi) OmniBSIC Bank Ghana Limited;
(xvii) Republic Bank Ghana Limited; (xviii) Société Générale Ghana Limited;
(xix) Stanbic Bank Ghana Limited; (xx) Zenith Bank Ghana Limited;

(xxi) Standard Chartered Bank Ghana Limited;

(xxii) United Bank for Africa Ghana Limited;

(xxiii) Universal Merchant Bank Limited.

Source: (Field work, 2022)

88




3.5.3 Sample Size Determination
Except tle 12 key informants selected purposively, sampling is drawn aggreane
(1967)formula to determine the representative sample size. The reason for using this
formula is that it is the most effective, efficient, simplified and widely applied formula
in deermining sample size in research. The sample size was determined using the
formula provided byramane (1967), which is depicted as follows:
n= N 5
1+ N (U)2
Where:
n = the sample
N = the population of the study
U = the Il evel of significance (set at 0.
To arrive at the sample size, the above formula was used by substituting with known
guantities as follows:
For theTellers, there were 33 Tellers targeted, themesfsample size was:
N ,
n = 1+ N(U) 230FelleBs3/ (1+33 x 0.0025)
For theBranch Managers, there were 33 Branch Managers targeted, therefore, sample

size was:

N
n = 1+ N( U) 230Branghdanagers + 33 x 0. 0025)

For theCredit Officers, there were 33 Credit Officers targeted, therefore, sample size

was:

=4

n = 1+ N(U) 230€redaBfficer§ 1 +33 x 0.0025)

For theCustomersthere were 33 Customers targetbeyefore, sample size was:

n o= 1+ N(U) 230€ustBnders (1+33 x 0.0025)
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However, 3 universal banks and 12 study participants (3 Chief Financial Officers
(CFOs); 3 Chief Operating Officers (COOs); 3 Human Resources Haads3 HR
Advisors) were selected purposiveRherefore, the actual sample size was:

3 Chief Financial Officers (CFOs)1 from each of the 3 universal banks

3 Chief Operating Officers (COOs) from each of the 3 universal banks

3 Human Resources Head$ from each of the 3 universal banks

3 HR Advisors- 1 from each of the 3 universal banks

30Tellers- 10 from each of the 3 universal banks

30Branch Managers10 from each of the 3 universal banks

30 Credit Officers- 10 from each of the 3 universalriies

30 Customers 10 from each of the 3 universal banks

SAMPLE SIZE = 132 employees and customeis 3 universal banks(Ecobank
Ghana Limited, GCB Bank Limited, and Absa Bank Ghana Limited)

The sample size of 13nployees and customers from 3 universal banks was adequate
and appropriate for the study because it is large, and the large sample size of 132
permitted the use of large sample statistical procedures and analysis that might not be

possible with smaller saple size.

3.5.4 Sampling Techniques

In conducting this study, it was impractical to reach each member dathpeted
population in Kumasi Metropolitan Areblencethe researcharsed sampling process

to identify a subset of the population that provides an accurate reflection on the whole
(Quentin, 2019). The researcher used both stratified random sampling (probability) and
purposive (nonprobability) sampling techniques to select gaahts. Purposive
sampling technigugvas employed to select 3 universal banks and 12 key informants

for the studybased on their ability to meet the inclusion criteRarposive sampling
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techniquds justified forunique reasons; (for example, meetingitteusion criteria)
Besides, the researcheas interested to include specific universal banks into the study
that meet the inclusion criteria set for the study (their stance in -#tar 3oank
concentration in Ghanaos odressirktechnglogy and ust r
innovations and their uni gu)eMoeavertthe i but i c
researcher planned include participants witexperience ankihnowledgeable expese

within the banking industry that would be appropriate for the sthdiy would best
enable the researcher to answer the research quedMliomnsso,it is not every staff of

the Commercial bank that can provide the kind of data needed fstuiiye Hence a
purposive sampling techniqueas usedo selectparticipants who can provide the
required data needed for the studynally, it avoids irrelevant participants; it prevents
unnecessary and irrelevant participants entering into the sample per chance.

Stratified sampling techniqueas employed to select 120 participaiotsthe studyIn

this study, the application ofratified samplingechnique proceeded this wagthile

using this sampling techniquemployees and customers were selected to retihect
proportion in which they appear in populati®ratified sampling technigus justified
becausé guarantees equal representation of Tellers; Branch Managers; Credit Officers
and Customersn the population at the right proportiorBesides,it reduces bias.
Besidesit ensures that every characteristic is proportionally represented in the sample.
As per Kombo and Tromp (200&tratified random sampling technique enables more
precise estimas for each stratum (group) and gets better estimates of the whole
sample Finally, the risk of bias is low especiallyf the data comes from the

respondents.
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3.6 Instrumentation

As there were a lot of activities or tasks involved in conducting this study, two separate
data collection instruments were crafted. These data collection instruments include:
Observation Checklist and Survey Questionnaire.

#1. Observation Checklist The type of observation checklist used in this study was

an action checklist. The purpose of the observation checklist was to provide a guide to
the researcher about the steps to follow and to make the observation more structured. It
was designed to be mazenvenient for the researcher to follow to conduct a useful and
effective observation#2. Survey Questionnaire The purpose of the survey
guestionnaire was to collect data such as age, sex, opinions or perceptions and feedback
from all survey participastfor dominant variables to answer the research questions. It
intended to obtain the precise expectations that the universal banks which experienced
thethird generatiofinancial sector reforms had in their mind. The survey questionnaire
was structured, tandardized, and closexhded. The survey questionnaire asked
respondents to rate the integrated appraisals of the stdtgdfjeneratiorfinancial

sector reforms and economic growth. The survey questionnaire was designed using an
11-point continuous tting scale ranging from 0 to 10, with 5 being the true-podt
averagelt was designed to be more convenient for the respondents to answer the
guestions. Survey questionnaire is justified because it is the most commonly used
instrument in gathering ancheasuring primary data Besides, it presents the same
guestions to all respondents thereby providing a comparable basis for assessment. The
guestionnaire method is also appropriate because of its convenience in given the

respondents, the independence aegd fill to express their thoughts and opinions.
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3.7 Pilot Study

In conducting this study, a pilot study was conducted prior to the main study.

In this study, pilot study proceeded this waihis study adopted a mulitage testing
process that integrated some procedures and techniques testiimg of the of the
survey guestionnaire with 16 respondents who had the same characteristics of the
respondents in the main studefore the last gestionnaires were distributed, a pilot

test of 16 questionnairesanedistributed amongustomers andmployees at different
levels. The questionnaires were administered twice to different groups of respondents
and the findings confirm similar resulE&hefirst pilot study was conducted @i May

2022 in ten selected areas by distributing the completed survey questionnaire to 16
respondents from the targeted population in Kumasi Metropolitan Area who were part
of the main studybecauseBabbie (2013) recomends that the pilot study should
involve about 10% of the main sample size. The second pilot study was conducted on
7" May 2022in ten selected areas by distributing the completed survey questionnaire
to 16 respondents from the target population in Kurkketropolitan Area who were

part of the main studyModificationsandnecessary adjustments were made to those
portions that were considered unclear, inaccurate, inappropriate and misldéusng.
helped the researcher to refarad rewritehe questions and test the clarity of the survey
guestionnaire. In essence, the -fgst was done to measure the authenticity and
reliability of theinstrumentto ensure that it was appropriate for the stu@ynbach

alpha coefficient was used to test for internal consistency. The alpha reliability was in
the acceptable range, well above the 0.70 threshold esfc¢©ppenheim, 1978
Creswell, 2009). Out othe 16 pilot survey questionnaires sent autio@al of 15
completed survey guestionnairegre receivedrom pilot survey respondents. This

represents a response rate of 93.75 percent, which is considered adequate, as it is higher
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than 80 percent indicated by Babbie (2013) and above 70 percent indig&entin
(2019).The responses enabled the researcher to revise the survey questionnaire for use
in themainsurvey.Experience from the prests was used to improve the final survey
guestionnaire (Foddy, 1993After collating the input from all the spondents, the
survey questionnaire was finalized for data collection

3.8 Data Collection

In this study, data collection proceeded this way: #austry level data araifirm level
datawere collectedrom Bank of Ghana and stakeholders of universal bdhksary

data and secondary data were collected simultanedustyary data for this studyeve
collected from universal banlstakeholdersn Kumasi Metropolis, Ghana. The first
primary data collectin was undertakingn 10" May 2022, exactly5 years after the
financial sector reforms begaHence the study provides a more accurate picture of
reality on the groundaver a period when the financial system of the economy was not
in a state of higlvaguenessThis studyutilized 3 quantitative data collection methed
3.8.1 Data collection Method

3.8.1.1 Data Collection Method # 1: Survey Method
Figure 3.8 Survey Method

Source: (Field work, 2022).

In collecting a first primary data for this study, a survey method was adequate and

suitable to achieve the objective of the studgnce, asurveymethod was employed
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to collect primary datéor the studyThe purpose of the survey was to collect daizh

as age, sex, opinions or perceptions and feedback all survey participantgor
dominant variables to answer the research questions. Begideas intended to
ascertain the actual situation on thewgrd Moreover, it was intendei establish the
authenticity of the secondary data. this study, the application of survey method
proceeded this way: While using this method, the reseaselerted the right survey
participants andhe survey respondesitwere asked to rate the integrated appraisals of
the state of financial sector reforms and economic growth in Kumasi Metropolis
3.8.1.11 Types of Survey Conducted

In this study, two types of survey were conducted. NanzeBelfadministered paper
and hanedelivered surveyand a crosssectional surveyThe above types of survey
were combined and conducted together.

3.8.1.1.2SelfAdministered Paper and HandDelivered Survey

Figure 39 SelfAdministered Paper and Haiitklivered Survey

.

—_—

Source: (Field work, 2022).

In conducting a elf-administeredpaper anchanddeliveredsurvey, the respondents
were given the opportunity to administer the survey questionnaires by themselves
without anyinterference from the research&he researcher was entirely absent when

the respondents were filling out the hard documents paper survey questiorferes.
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time allocated to the survey questionnaire administration was 30 mimdesd, the
survey was successful.

3.8.1.1.3Cross-Sectional Survey

A crosssectionakurveyinvolving study participantrom GCB Bank LTD, Ecobank

Ghana, LTD and Absa Bank Ghana LTG was conduatspecificpoint in time

Figure 310 CrossSectional Survey
CROSSSECTIONAL SURVEY

SURVEY VB T
-7 ouicx
C o, (e
- LSS
Cross-Sectional Survey

Study Population
Sample Size: 132

Specific
point in
Time

ol The Pan African Bank

Source: Field work, 2022). Created by Author basedon materials drawn from White
(2020); https://www.gcbbankam.gh/ https:/ivww.absa.com.gh www.httpPollfish.com
(http:/MAvww.ecobank.com/gh
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3.8.1.14 Survey Response Rate
Figure 311 Survey Response Rate
Survey Response Rate:
Number of Feedback Responses Received
100

Sample Size

= 128

132

Survey Response Rate

Source: (Field worlk, 2021)

Out of the 132 surveguestionnaires sent oat distributedto the respondentd28
feedback responses of completed survey questionwedresreceivedrom theabove
mentionedespondentfor analysisHence Response Rate = 12832 x 100Response

Rate = 97%. This represents a response rate of 97 per cent, which is considered
adequate, as it is higher than 80 per cent indicated by Babbie (2013) and above 70 per
cent indicated by Quentin (2019).

Survey methods justified because is an dficient primary data collection method

the social sciences researdhe response rate is high. More so, it has a wider
geographical reach and high representativeness (Babbie, 2Bé&Sides, it is
convenient for survey participants; the anonymitywey allows respondent to feel
more candid with their responses (Creswell, 2009). Moredvisr costefficient and

more economical: it requires less time and produce quick answers; it is faster and less
expensive, and the results of survey is relialvlé high validity (Babbie, 2013). In

addition, the outcome of survey data allows researchers to formulate hypotheses
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(Quentin, 2019). Finally, it is easy to analyse survey data than qualitative interview data
(de Vaus, 1996).
3.8.12 Data Collection Method # 2: Observation Method

Figure 312 Observation Method

OBSERVING ECOBANK, GCB BANK AND ABSA BANK PARTICIPANTS IN
THEIR NATURAL ENVIRONMENT WITH MY EYE

Source: (Fiela work, 2022).
In collecting a second primary data for this study, an observation metwddequate
and suitable to achieve the objective of the stéditer collecting the survey data, it
became necessary to use another primary data collection method to reinforce the survey
data.Hence an observation methogas employedor the study. Tls method is a
complement to the use of survey questionnaire dataaradternative tdocus group
interview and documentaryhepurposeof the observation was to collect datach as
behaviours; actions; body language; skills; knowledge frowbakrvéion participants
for dominant variables to answer the research questiesdesit wasintended to
ascertairevidence ofin integrated and comprehensive picture of the actual situation on
the ground Moreover,it wasintendedto validate the survey data and the secondary
data.In this study, the application of observation method proceeded thisWiale
using this method,he observed behaviours were ticked off or checked on the

observation checklist and recorded in the obs@ra fieldnotes.The time allocated to
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the observation event was 45 minutdhe observation participants were very
professional, cooperative and friendly, and chatting with them as observed was a
pleasure. The observation was very thrilling and captigatt was weHenjoyed and
honestly, had enough of iDbservation methods justified becausd is useful for
collecting data about people, processes, and cultures. Besides, it allows the researcher
to explore unknown facts more scientifically (Quen2019). Apparently, scientific
observation is the foundation of science and research (Quentin, 2019). Furthermore,
observation provides insightful means to see the pattern of participants interaction and
their behavioural pattern, therefore, it is an drog¢ source of information about what
actually happens in a typical banking setting (Kawulich, 2015). Finally, it enables the
researcher to access sensitive aspects of a social setting that may not be visible to the
general public, those backstage adegtthat the public does not generally see, and it
gives the researcher the opportunity to provide a deeper, richer, and detailed
descriptions and understanding of the banking situations and other social setting than
survey method which tends to producssleletailed information about a large number

of people (Dwivedi, 1997).

3.8.1.2.1Types of Observation Conducted
In this studyfour types of observatiowere conductedNamely; an overt observation;
a structured observation; a direttservatiorand agquastparticipant observatiolhe

abovetypes of observatiowere combine@dnd conducted together

3.8.1.2.2QuastParticipant Observation
A quastparticipant observation was conducted to balance too much involvement and

intervention with the study participants associated with participant observation and too
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much isolation and detachment from the study participants associated wih non
partidpant observation (Goode & Hatt, 2006).

Figure 3.13 QuastParticipant Observation

W A= T 1

OBSERVING ECOBANK, GCB BANK AND ABSA BANK PARTICIPANTS IN
THEIR NATURAL ENVIRONMENT WITH MY EYE

Ay .;V‘ X _ﬁ;

NON-PARTICIPANT OBSERVATION PARTICIPANT OBSERVATION

Balancing Non-Participant Observation with Participant Observation

Source: (Field work, 202).
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3.8.13 Data Collection Method # 3: Documents and Records Review

In collectingsecondary data for this study, documents and records review method was
adequate anguitable to achieve the objective of the studgnce the researcher used
document and records review method to collect secondaryfatatiae study In this

study, the application of document and records review method proceeded this way:
While using thismethod the researchansedthe following: (i) Rnancial statements
(income statement and balance shamtgnnual reportef universal bank0172019

(i) Journals publications; articles; the mediastorical records macroeconomic
indicators andliterature reviewof previous studiedDocuments and records review
methodis justified becausd allows the researcher to collect large amount of data
without asking anyone anythinBesidesit is reliable, valid efficient and inexpensge.
Moreover the data that the researcher needs to answer the research questions is already
existing andit provides little or no burden on others. In addition, it can provide
historical or comparison data. Finally, it introduces little bias.

Figure3.14 Summary Data Collection Method
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Source: (Field work, 2022).
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3.9 Data Processing

In this study, datprocessing proceeded this wa&yhile processing data, the researcher
used electronic data processingtocesslatato produce output.

3.9.1 Electronic Data Processing

In this study, data ere processed withmodern technologies using a sophisticated
electronic data processing statistical softwéleSPSSand (2)Microsoft Excel

Statistical Package for Social Sciences (SP&8) Microsoft Excelare justified
becauseheyhave in-build formulas and can take data from any type of file and use it
to generate tabulated reports, charts, compare means, corretation

In this study, the data processing cycle involgedmain stepgrovided byDuggal,
(2021) which is depicteds follows:Step 1: Data Cleanin&tep 2: Data Editing; Step
3: Data Coding; Step 4: Data Entry; Step 5: Running prograteg; 6: Output.

Figure 3.15 Summary Data Processing Cycl

Source: (Field work, 202). Created by Author based on materials drawn from (Duggal, 2021).
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3.10 Data Analysis
3.10.1 DataAnalysis Matrix

Table 31 Data Analysis Matrix

DATA ANALYSIS MATRIX
SPECIFIC OBJECTIVE FRAMEWORK OF | TECHNIQUE OF ANALYSIS
ANALYSIS

1. To describe the state of third Descriptive Descriptive Statistics
generation financial sector reforms Framework Trend Analysis
and economic growth in Ghana.
2. To analyze the effects of financial Correlation Multiple Regression Analysis
sector reforms on economic growth Framework Techmque;
of Ghana. Pearson Correlation Coefficient.

Source: (Field work, 2022).

In this study, dtaanalysis proceeded this way:

1. To describe the state diiird generatiorfinancial sector reforms and economic
growth in Ghana the researcher hagtilized descriptive framework of analysis;
descriptive statistics technique; and trend analysis technique.

2. To analyze the effects of financial sector reforms on economic grov@haria the
resarcher has applied correlation framework of analysis; multiple regression analysis

technigueandPearson correlation coefficient.
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Figure 3.16 Summary Data AnalysisFrameworks and Techniques of Analysis

Source: (Fieldwork, 202)

3.10.2Control Variables

A control variable is any variable that is held constant in a research because it could
influence the outcome. Aside from the independent and dependent variables, all
variables that can influence the results should be controlled. However, the control
variables used depends on the model being estimated. Control variables are controlled
to make sure that the independent variables are the only factors causing a change in the

dependent variable. In the context of this stuwiyation rate iscontrol variable.
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3.10.3 Model Specification

The researcher performed multiple linear regression analysis to determine the strength
of combined independent variables, in determining the magnitude of movement and
direction of movement in the dependent variable.

The multiple linear regression modeksgiied for this study is presented as follows:

Y = a +b1X1 +b2X2+ b3X3 +baX4+b5X5 +h6X6 +b7X8 +b8X8 +b9 X9 + U
Where, Y = Economic Growth

a = ais the intercept of equation, and is assumed to be constant across all the sample
b = Beta

b1, b2, b3, b4, b5, b6, b7, b8, b9, represent Beta coefficients

X1 =denoteBank Credit to Private Sector

X2 = signify Savings Mobilization

X3 =represent Financial Inclusion

X4 = denoteTechnological Capacity Development

X5 = signify Human Development

X6 =represent Investments

X7 =denoteProductivity Growth

X8 = signify Interest Rat&keduction

X9 = repreent Capital Accumulation

O = is the error term or random di sturban
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3.10.4 A Priori Expectations

The a priori expectation for the above model is summarized as follows:
It is expected thel1>0,b2>0,063>0,b4>0,65>0,66>0,b7>0,68>0,andbh9>0.
Figure 3.17 A Priori Expectations

A Priori Expectations

It is expected that an increase in Bank credit to private sector (X1) will
increase economic growth, and the coefficient sign is expected to be positive

(B1>0).

TXK

It is expected that an increase in Savings mobilization (X2) will increase
economic growth, and the coefficient sign is expected to be positive (f2>0).

It is expected that an increase in Financial inclusion (X3) will increase
economic growth, and the coefficient sign is expected to be positive (B3=0).

X

It is expected that an increase in Technological capacity development (X4) will
increase economic growth, and the coefficient sign is expected to be positive

(B4=0).

>0

It is expected that an increase in Human development (X5) will increase
economic growth, and the coefficient sign is expected to be positive (f5>0).

S <5 <

It is expected that an increase in Investment (X6) will increase economic
growth, and the coefficient sign is expected to be positive (f6>0).

<X

It is expected that an increase in Productivity growth (X7) will increase
economic growth, and the coefficient sign is expected to be positive (B7>0). E¥E|

IXEECL

It is expected that an increase in Interest rate reduction (X8) will increase
economic growth, and the coefficient sign is expected to be positive (B8>0).

p8>0 p8>0

A

It is expected that an increase in Capital accumulation (X9) will increase
economic growth, and the coefficient sign is expected to be positive (}9>0).

«
&<

Source: (Field work, 202).
NOTE: The variabls enterin the regression according to the a priori expectations
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3.10.5 Measurement ofVariables. Measurement ScaleVariable Type

Table 32 Measurement o¥ariablesMeasurement Scagl¥ariable Type

Variable | Variable Used Measurement Level of Variable A Priori
Code in the Model How the Variable is Measured Measurement | Type Expectation
ScaleUsed
Economic Economic growth is measured as Expected to
RGDPG | Growth percentage change in economic Continuous | DependentW§ Increase
output of a country over period of Scale Variable Positive
time, usually 12 monthslt is also (Interval or Coefficient
measured agpercentagechangeof Ratio Scale) Sign+
annual real GDP growth rate.
Bank credit to private sector is| Continuous Positive
BCTPS | Bank Credit measure as percentage of domest Scale Independent Coefficient
to Private credit to the private sector by | (Interval or Variable Sign +
Sector banks, or financial intermediaries. Ratio Scale)
Saving mobilization is measured Continuous Positive
SAVM | Savings as percentage o$avers for Scale Independent] Coefficient
Mobilization investmentper 100, 000 adults (Interval or Variable Sign +
Ratio Scale)
Financial inclusion is measuredas Positive
FINC | Financial number of bank branches per| Continuous | Independent Coefficient
Inclusion 100,000 adults number of ATMs Scale Variable Sign
per 100000 adults, percentage of| (Interval or +
digital payments(online & mobile Ratio Scale)
banking; total value of mobile
money usage
Technologicalcapacity Positive
TECH | Technological | development is measued as Continuous | Independent Coefficient
Capacity number of computer application Scale Variable Sign
Development | software per 100,000 adults; (Interval or
number of internets per 100,000 Ratio Scale)
adults; number of digital financial
services and products.
Human development is measureq Continuous Positive
HUMD | Human as percentage ofinvestment in Scale Independent| Coefficient
Development | human capital, and skills training (Interval or Variable Sign +
per 100 000 adults Ratio Scale)
Investment is measured ag Continuous Positive
INVT | Investment percentage of exchanged income Scale Independent| Coefficient
for asset over 12 months fol (Interval or Variable Sign +
capital gains in future. Ratio Scale)
Productivity growth is measured Positive
PRDG | Productivity as percentage increase of an| Continuous | Independent Coefficient
Growth economy gross domestic product] Scale Variable Sign
(GDP) and overall economic (Interval or +
outputs from the same amount off Ratio Scale)
input for growth.
Interest rate is measured as| Continuous Positive
INTR | Interest Rate | percentage of the principal Scale Independent] Coefficient
Reduction amount borrowed based on Bank| (Interval or Variable Sign +
of Ghanamonetary policy rate. Ratio Scale)
Capital accumulation is measured Postive
CAPAC | Capital as percentage ophysical capital, Continuous | Independent) Coefficient
Accumulation | or capital stock, which is used in Scale Variable Sign +
productive processover period of (Interval or
time, usually 12 morths. Ratio Scale)

Source: (Field work, 202).
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3.10.6 Pearson correlation coefficient.

In analyzing data for this study, a Pearson correlation coefficient analysis technique
was adequate and suitable to achieve the objective obttigy. Therefore, the
researcher has utilized a Pearson correlation coeffiargadi/sis technique to analyze

the effects of financial sector reforms on economic growth.

Figure 318 PearsorCorrelationCoefficientAnalysis Technique

regression
dependent
et

E-g i 5 nalysis varlables
21 om a.._,correl tion
2-3 gm WE";‘EVTW = g vanable

Moment m
=)
&

lmear

[ 5

S inde

Source: Adapted from (bookmyphdeditor.com, 2021)

In this study, the application of this analysis technique proceeded this way: While using
this analysis technique, the researchamvestigatel the correlation between the
independent and dependent variables at 5% level of confidence according to the SPSS
packageThe correlation coefficient is indicated by r. The correlation coefficient values

are always betweerd to 1, i.e-1 <r > +1(Healey 2009)
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A Pearson correlation matrix shows the strength, significance and the direction of the
relationships among all the variables.

A Pearson correlation coefficiemnalysistechniqueis justified because it helps in
measuring the correlation betweelependent variable and independent variables.
Besidesit is an effective technique to accept or reject the hypothesis.

Moreover, correlation does not imply causation (Healey, 2009), however, a strong
correlation between financial sector reformagiables and economgrowthwould be

useful for regression analysis in making predictions about economic growth. Similarly,
correlation is a stepping stone of regression analysis therefore, aisiPgarson
correlationcoefficientanalysis technique tovestigate a relationship between financial
sector reforms variables and economic growth could lead to a better measurement of

the financial sector reforms factors that influence economic growth.

3.11 Data Description
GrossDomesticProduct (GDP) Growth
Gross domestic product (GDRjrowth is the main indicator oBconomic growth

(Ghana Statisticebervice 2020) It is the annual GDP percentage change rate.

Age of Respondents

The percentage of survey respondent s.

relationship between financial sector reforms and economic growth.

Gender of Respondents

Gender is the sex of survey respondent.
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Mobile Money Usage
The ptal valueof mobile money transactions and the extent of maobdeeyusagan

the country.

Mobile Money Interoperability Usage

The ptal value of mobile moneinteroperabilitytransactions and the extent of mobile
money interoperabilityn the country.

ATMs Usage

The ptal value of ATM transactions and the extent of ATM usage in the country.
E-zwich Usage

The ptal value ofE-zwichtransactions and the extentE&wichin the country.

Gh-Link Usage

The ptal value ofGh-link transactions and the extent@lft-link usage in the country
Credit Card and Debit Card Usage

The ptal value of Credit Card and Debit Caransactions and the extent of Credit Card

and Debit Card usage in the country.

GhIPSS Instant Pay (GIP) Usage
The ptal value of GhiIPSSnstantpay (GIP) transactions and the extent of GhIPSS

instantpay (GIP) usage in the country.

ACH Direct Credit and ACH Direct Debit Usage
The ptal value of ACH Direct Credit and ACH Direct Debit transactions and the extent

of ACH Direct Credit and ACH Direct Debit usage in the country.

110



Cheque Codeline Clearing Usage

The ptal value of Chequeodelineclearing transactions and the extent of Cheque
codeline clearing usage in the country

Interbank Payment and Settlement Systems Usage

The ptal value ointerbankpayment andettlementsystemdransactions and the extent

of Interbank payment and settlement systesege in the country.

Digital payments (Onlinebanking and Mobile banking)
The percentage gdeopleusing internet to buy something online, or payity bills
(i.e., making regular payments for water bills, electricity bills in the®gsarghrough

a mobile phoner online banking

3.12 Profile of Sampled Respondents

The first categories of participants survegad observed weghief operatingofficers;
the chief finance officers; head of humanresources and HRdvisors of sampled
universal banksThese participantarejustified because thegrethe highest authosit
andhavethe expertise, experiengeelevant informatiorand knowledge needed to fill
the survey questionnairéhe second categories of participants surveyetlobserved
were branchmanagersgredit officers; andtellersof sampled universal bankBhese
participantsarejustified because they play vital roJeend haveelevant information
and knowledge needed to fill the survey questionnaifée third category of
participants surveyeand observed weiistomer®f sampled universal bankEhese
participantsarejustified because thagpresent the views of the general public which
the universal banks attempt to satisfy their neaddhave the relevant information and

knowledge needed to fill the survey questionnaires.
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Figure 3.19 Profile of GCB Bank Limited

PROFILE OF GCB BANK LIMITED

GCB

GCB Bank Limited

~

M

EC; GcB
To be the leading Bank in To provide first class
all our markets. banking solutions for all

our customers and value
for all our stakeholders.

GCB GCB

Nicbank for life
<

your bank for life

Source: (Field work, 2022). Created by Author based on materials gleaned from GCB
Bank Limited  website(https://www.gcbbank.com.gh

GCB Bank LTD is justifiedbecausé has gone through impressive changes of progress
regardingdigital technology and innovations since implementation of third generation
financial sector reform20172019 GCB Bank LTD formaly known as Ghana
Commercial BankTD, i s Ghanaodés first and | argest
be the leading Bank in afheir markets and the mission to provide fickiss banking
solutions for customers and value for all stakehold&®@B BankLTD was established

in 1953 as the Bank of the Gold Coast to provide banking services to the emerging
nation for socieeconomic development. In 1957, when Ghana attained independence,
the Bank of the Gold Coast was renamed Ghana Commercial Bank to féey80

commercial banking services. In 1996, thank was listed on the Ghana Stock

112



Exchangeln 2014, thébank renarad GCB Bank LTD to refresh its image anutoject

arenewed dynamism.

Figure 3.20 Profile of Ecobank Ghana Limited

PROFILE OF ECOBANK GHANA LIMITED

Ecoban

The Pan African Bank
VISION K j MISSION
b I

Ecobank

Ecobanik The Pan African Bank

Ecoba]

N Ecobarik E

To build a world-class pan-

.-\fric?n bank and .~ Toprovide all of our
con-tnbute to the economic (., 5¢omers with convenient
development and financial o 4o 6o ol

integration of Africa. products and services. 2
The Pan African Bank

Source: (Field work, 2022). Created by Author based on materialdrawn from Ecobank
website fttps://www.ecobank.com.gh

Ecobank Ghana LTDs justified because it has gone through impressive changes of
progress regardindigital technology and innovations since implementation of third
generation financial sector reforms 2€A0719.EcobankGhana OD is a subsidiary of
Ecobank Transnational Incorporated, a bank holding company ékfp@an banking
institution founded in 1985 and headquartered in Lomé, which is currently present in
over 36 countries across Africa. Ecobank GhahB was incorporated on January 9,

1989 as a private limited liability company under the Companies Code to engage in the
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business of banking. Subsequently, the bank was licensed to operate as a merchant
bank, by the Bank of Ghana on November 10, 1989 and emted business on
February 19, 1990 with the vision to build a wecldss pamAfrican bank and
contribute to the economic development and financial integration of Africa and the
mission to provide its customers with convenient and reliable financial gsodnd
services.In 2003, Ecobank GhanalD acquired a universal banking license and in

July 2006 it was listed on the Ghana Stock Exckang

Figure 3.21 Profile of Absa Bank Ghana Limited

PROFILE OF ABSA BANK GHAMNA
LIMITEID
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to imding local solutdons their ambitions in the right

To brimg possibilities to life
and helping people achieve

to uniguely local
challenges and
everything we do is
focused on adding value.

way.

Source: (Field work, 2020). Created by Author based on materials gleaned from Absa
Bank Ghana Limited website fittps://www.absa.com.gh

Absa BankGhana LTD is justified because it has gone through impressive changes of
progress regardindigital technology and innovations since implementation of third

generation financial sector reforms 26A019. Absa Bank Ghana TD formerly
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known as Barclays Bankf Ghana OD, is a subsidiary of Absa GroupTD
headquartered in South Africa, with subsidiaries in 12 African countries and an
international representative office in London and New YAbsa Group's LD shares

trade on the Johannesburg Stock Exchan@oirth Africa. According to the archives

of Barclays Bank Ghana, Colonial Bank was established in 1917 during the Gold Coast
time. It is the first and the oldest bank in Ghana. In 1925, ARglptian Bank,
Colonial Bank and National Bank of South Africaresenerged to form Barclays Bank
(Dominion, Colonial and Oversea#)sa Bank GhanaTD was incorporated 1970. In
1975, the Government of Ghana acquired 40 percent shareholding in Barclays Bank of
Ghana. That stake was returned in 2003. In 2013, the bank became a member of
Barclays Africa Group, with Barclays Plc holding a controlling 628ent majority
ownershipln 2016, Barclays Bank Plc, which owned 62.3 percent of Barclays Africa
Group decided to divest its majority shareholding in Barclays Africa Group, worth £3.5
billion at that time.

In 2017 Barclays reduced its shareholding iarBlays Africa Group to 14.9 percent.
Following that, in 2018 Barclays Africa Groupbeanded to Absa GroupID.

In Ghana, the rbrand concluded on 10 February 2020, when both the bank's legal and
business names became Absa Bank Ghafla The new Absa tand represents a
uniquely diverse African bankingodgrbapkwi
and committed to finding local solutions to uniquely local challenges and everything
we do is focused on adding value and the mission is to bring pagdibilife and

helping people achieve their ambitions in the right way.
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CHAPTER FOUR: STATE OF THE THIRD GENERATION FINANCIAL
SECTOR REFORMS AND ECONOMIC GROWTH IN GHANA.
4.1 Introduction
This chaptehighlights theanalysis and presentation of results ofdta¢e ofthethird
generatiorfinancialsectorreforms andeconomic Growth irGhana

4 2. State of The Third Generation Financial Sector Reforms

State ofthethird generatiorfinancial sector reformgroceeded this way:

It was observed that third generatiorfinancial sector reforms G h a nbarikiag
industry (2017#2019) were policy measuresggregated int®six main components:
digitization of financial servicesecapitalization and restructuring of distressed banks
corporate governance directiveastainablebanking principles; prudential regulation
and supervision; and financial inclusion.

It was observed théihe implemerdtion ofthethird generation financial sector reforms
have brought a significant and impressive changes of prognefigital transformation

in the banking industrin Ghanalt was observed that the financial sector reforms have
entrenched on other domains and unintended consequéne@s. observed that the
third generatioriinancial sector reforms have increased of the minimumyaicapital

for universal banks from GH¢128illion to GH¢400 million.It was observed thalhé
third generationfinancial sector reforms resulted in revocation of licences of 420
dormant and weak financial institutions made up of insolvent banks and specialized
deposittaking institutions (SDIs)t was observed that the end of théhird generation
financial sector reforms, the number of universal banks in Kumasi MetrpBobigsha
had reduced from 34 to 2& was observed thatbaut 20,000 people directly and
indirectly lost their jobsAbout & per cent of depositors affected by the financial sector
reforms have been compensatdt.was observed thaheé total costs of théhird

generatiorfinancial sector reforms the banking sector was GH¢21 bittio
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Figure: 4.1IMajor Componentsf 3R° Gen,Financial Sector Reform@0172019

Major Components of(3f° Gen.) Financial Sector Reforms2017-2019
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