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ABSTRACT
Using quarterly data from 1990 to 2015, this research explores the association
between Financial Development (FD) and exports in Ghana using the
Autoregressive Distributed Lag (ARDL) technique and the Granger causality

test. The causal research design is employed in studying the variables. The study

export and FD.
estment (FDI),
ally significant
the regression
ad a negative
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CHAPTER ONE
INTRODUCTION
Ghana’s export value decreased from 15.67 billion dollars in 2019 to
14.47 billion dollars in 2020, (Statista, 2021). There are few studies have been

directly concerned about the role of financial development on export

ship between
he researcher

port in Ghana.

onsensuy 029 e rise of globalization,
observes that seve HQ Bl$ re ecoming increasingly reliant on
local funds to achieve their development needs. Local financial institutions in
these particular countries are expected to play an essential function in the
process development, as financial institutions are widely acknowledged to

support economic growth by mobilizing deposits, allocating these assets to the
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most productive investments, and allowing the smooth flow of commerce
essential in an economy which is largely market-driven. Many economists have
developed theoretical models to support this viewpoint. This considerable body
of theoretical literature presents persuasive arguments for a well-functioning

financial sector's ability to boost export development and, as a result, economic

>d financial and

d sufficient for
ors will have a
J

s, the economic

of them work

and the private sector is able to pick a range of acceptable solutions to your
demands for savings in low-risk conditions. It can also boost economic growth
by mobilizing resources from members' savings funds and directing them

toward profitable economic activities with high value added. It is critical to note
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that, owing to national variances in financial institutions, a single interpretation
of the association between economic growth and FD cannot be provided.
Finally, through lowering transaction costs in the economy, the financial sector
promotes saving, capital accumulation, technical advancement, and economic

expansion. Financial development happens when the financial market's capacity

and investing,
r, 2012).
demonstrating
nique literature
This research
‘ted that exports
support growth.
exports confirm
pansion, stimulates
ine, 2005).

e among

and that of Baldwin (1989). The works show that nations with a reasonably
properly-developed finance sector have merits, comparatively, in businesses
and other sectors that rely more on foreign financing. Consequently, nations

with increased levels of economic growth should enjoy higher levels of
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international commerce. Beck (2002, 2003), Svaleryd and Vlachos (2005), Hur,
Raj, and Riyanto (2006), and Manova (2007) investigated this empirically
(2008).

Financial growth has a substantial influence on export quantity and

patterns of specialization. Stronger financial institutions enable countries to

5. According to
nsidered to be
) to the World
ese enterprises
d to fewer than
:

s might lead to a

constraints that

level then engage in exportation.

As a result, theoretical studies have shown that financial growth should
encourage commerce and output. Higher levels of FD put the organization

nearer to the cut-off point, thus making entry more possible, more so if there are
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relevant favorable conditions on the community financial market (Berthou,
2007). According to Beck (2002), economies of scale may also be a factor in
financial development and exporting links.

In comparison to a sector that does not benefit from scale economies, a

sector that benefits from scale economies benefits from a higher level of FD.

, as they have a
that the exports
e pre-existing

, geographic or

ite intervention
l developed and
Jed by the ruling

subject to ceilings,

a lot of fixed expenses. Identifying viable markets, manufacturing products to
meet foreign regulations and tastes, and building marketing and distribution
networks are all fixed expenditures for exporters. Such fixed costs are intangible

and difficult to measure, have extended gestation periods, and are most likely
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firm- or even person-specific. As a result, these fixed expenses are an obvious
choice for initiatives which are not easy to externally fund, particularly when
finances are undeveloped.

This implies that export performance may be affected by financial

development. Aside from the usual trade variables such as size, geography, and

ntries perform
enezuela, while
] Malaysia. The
ement when it

dinab7% rise

dard international
markets are not

ions may have an

demonstrates the influence of domestic financial growth on the export’s sectoral

composition.
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Again, Kletzer and Bardhan (1987) and Beck (2002) argue that when it
comesto the context of financial frictions, financial growth is a source of
competitive edge over other firms. According to Hur et al. (2006), nations that
have properly developed their financial sectors tend to possess larger shares of

export and trade balances in industries with a higher proportion of assets which

t liberalization,
businesses that
al development
e not ordinarily

absence of a n

transformation in compliance with the World Bank and International Monetary

Fund's compressive macroeconomic adjustment program (IMF).
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Furthermore, the financial sector of Ghana reform commenced in the
latter parts of the 1980s with the Financial Sector Adjustment Programme
(FINSAP), which included reorganization of the financially troubled banking
firms and the clean-up of non-functioning assets in order to reinstate institutions

to viability and profitability. This program stabilized prices, began systemic

A\ct (2000) was

2015 an even more difficult task.

Exporters have blamed the fall on a variety of factors, including a
shortage of capital. Globalization has increased competition for export markets,

and exporters are searching for any competitive edge that would help them boost
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their earnings. As a result, export finance has become a critical component of
their operations. The vast majority of small non-traditional export enterprises
that were set up in Ghana failed due to a lack of funding as alluded to by the
Ghana Export Promotion Council (GEPC).

It has also become vital for the government and other development

ial policies to
erall economic
n financial and
he relationship
this research is
een financial

how influential

financial development is a conduit for export growth and long run economic

growth, why are so many developing countries still financially under-

developed?
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Thus, exports contribute tremendously to the growth of most economies
of which Ghana is no exception through foreign exchange earnings (He, Q,
2012; Hur et al., 2006). Despite the enormous performance of the export sectors
of some Africa countries, others still experience low export growth due credit

constraints fueled by the under-development of their financial sectors. Another

ence low export

few empirical

African to widen the extent of financial access. The study further indicated that
government should ensure macroeconomic stability to support financial sector

development in the various Sub-Saharan African countries.

10
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Research that highlights the place of financial development in export
growth will have policy consequences and will impact future policy-oriented
research. The importance that policymakers and advisers have on modifying
financial sector rules will heavily be dependent on information concerning the

impact of FD on exports. Furthermore, compelling proof that the financial sector

eed for greater

ry, and policy

industry, the
2 xpanded, most

ce, and micro

putting ¢ he e increased from 10.3%
of GDP in 2003 %€ N Q Bl- 5 redicted to be 20.6 percent in 2005.
Total imports increased by 32.9 percent in 2004 and another 31.9 percent in

2005, owing primarily to higher crude oil costs. Export profits (also in dollar

terms) climbed at a slower rate of 8.7% in 2004 and were expected to rise by

11
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4% in 2005, owing mostly to growth in the main conventional exports (cocoa,
gold and timber products).

As previously stated, there has been minimal progress in export
diversification. As a result, exports were expected to stall, contributing to the

trade imbalance worsening in 2006 and 2007. (African Economic Outlook,

exist between

H,: There is a sI® N Q F-t- '- 5 ship between financial development

and exports.

2.H,: There is no significant short run relationship between financial

development and exports.

12
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H;: There is a significant short run relationship between financial development
and exports.

3.H,: There is no direction of causality between financial development and
exports.

H;: There is direction causality between financial development and exports.

2xternal finance

ieve long run

on of financial

are crucial. There have been interventions in the export sector of the country to

develop and promote our exports such as the EDIF and GEPC. However, there
is more to be done promote and develop sectors of the country. This is by way

of efficiently and effectively developing our financial system to be able to pool

13
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together savings for investment and consequently growth of our exports. Thus,
the current study will add to the existing knowledge by way of empirically
examining the response of the country’s exports to the financial sector

development. This will to a larger extent allow for policy recommendations for

the better development of the sector of finance.

policies of the
his will allow
red for national

s to streamline

petween FD and

a set for the 1990

to an absence of data points for all variables included in the analysis.
Furthermore, a sectoral and regional analysis was required to effectively analyze
the impact of FD on exports, taking into account the distribution and, as a result,

the contribution of financial development to specific sectors and components of

14

Digitized by Sam Jonah Library



© University of Cape Coast https://ir.ucc.edu.gh/xmlui

the exports sector, as well as the Ghanaian economy’s regions. This, in turn had
the tendency of permitting the development of particular initiatives to solve
defects in the sectors. Although, due to a lack of such data, as well as data on

other aspects, this sort of research was ruled out.

Organization of the Study

fers the study's
e research, the
portance, the
apter examines

eviews, and the

15
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CHAPTER TWO
LITERATURE REVIEW
Introduction
This section examines theoretical and empirical research on financial

development and exports. It is separated into 2 sections with the first section

esents a review

een financial

eories 0

sidered by many

export and economic growth.

Going by the hypotheses of McKinnon and Shaw (1973), financial
development would result in higher levels of investment and export growth

because resources would be channeled towards funding more productive

16
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ventures. McKinnon (1973) and Shaw (1973) coincidentally raised arguments
against policies of financial repression. They emphasized the role of the
financial sector in increasing the volume of savings by creating appropriate
incentives. In order to reach higher savings and investment rates, they

recommended governments to abolish interest rate ceilings and advised them to

es. As a result,
ising increased
|s is that they
s in developing
accelerations in

al interest rates.

which enterprises in the manufacturing (especially export) sector operate.

Consequently, efficient financial markets are critical components when it comes
to the development of industry and this makes a favorable impact on a country's

export growth. The hypothesis asserts that an increase in real interest rates

17
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during the financial liberalization process should promote saving while also
increasing the amount of credit available to companies. As a result, a greater
volume of investment may be financed; moreover, through easy access to credit,
previously rationed high-return initiatives can compete for funding, adding to

economic productivity and growth thereby increasing the financial base of firms

an expand their
products. The

extent to which

N item or service

any other. As a

Autarky under the Ricardian theory assumes homogenous (homothetic)
preferences. Homogenous preferences according Ricardo means that,
everybody in a given society has similar preferences. Thus, homogeneous

preferences explain why, for a given relative price, the proportion of items

18
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consumed is regardless of income level. Furthermore, the pricing of the
commaodities produced are determined by labor expenses. This illustrates how,
if any price was strictly above its labor costs, we might have limitless profits by
extending production of that commaodity to an infinite level, assuming a certain

pay and fixed input coefficients (Golub & Chang-Tei, 2000). As a result of the

vels, the price

avily criticized.
was too basic
icardian model

1 .
overambitious

ial factors

forecast trade flows between nations. International trade covers up for the
uneven spatial dispersion of productive resources according to the H-O factor-

proportion theory of comparative advantage.

19
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Going further, the classical model's emphasis misses other important
comparative advantage considerations, such as capital costs and other
intermediate inputs (Golub & Chang-Tei, 2000). The Ricardian model of
comparative advantage has been adequately succeeded by the neo - classical

Heckscher-Ohlin (HO) theory of trade, which forecasts trade flows between

al, etc.)

levels of trade
share of global
79) and Ethier
of commerce
e much modern
ith econemies of scale to
991). In addition

e theory relies on,

relating trade and new growth theory highly skews towards trade liberalization,
primarily on the basis of knowledge spillovers, the potential of free trade is
capability of being damaging to economic development is permitted in this

study as well. Overall, even those in the vanguard of these theories oppose

20
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interventionist trade policy, citing political economics considerations such like
rent seeking (Amiti, 1998).
Export-led growth hypothesis (ELGH)

One key factor of growth, according to the export-led growth theory, is

export expansion. As a result of this phenomenon, countries' overall growth

e link between
nomic benefits
omies of scale,

allocation, ang ina-Smith, 2001,

financial markets provide competitive advantage, which increases exports.

Kletzer and Bardhan (1987) and Beck (2002), on the theoretical side, argue that

when faced with financial frictions, financial progress is a source of competitive

21
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advantage. According to Beck (2003), economies that have greater margins of
financial development often specialize in foreign funded industries.

Hur et al. (2006) suggests that nations that have their financial markets
to be adequately developed have greater trade balances and export shares in

industries with a higher proportion of intangible assets. Manova (2008) arriving

tionate manner
hat rely largely
al flows cannot
oning financial
dividual credit
j ross Domestic

nothesis will be

of good financial

system: Ste anks, some with domestic
and others with e N ﬂ El$ aybe those with both orientations; a
central bank to handle international financial ties and stabilize domestic
finances; as well as financial markets which are performing well. The depth,

access, scale, soundness, effectiveness, and strength of the financial structure,

which comprises its market, intermediaries, and variety of assets, institutions,

22
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and laws, might be used to quantify FD. As a result, FD entails the construction
and extension of institutions, tools, and markets which support the investment
and growth process.

The performance and operations of financial markets, banks, bond

markets, and financial institutions can also be used to assess financial

ation as well as
an articulated
ng a country's
ch have more

commerce and

s, legislation, and

onment that protects

indicators of fing H Q B ! 5 €s are a critical component in this

respect (Cihak, 2007).

Policy- The policy perspective emphasizes the relevance of certain
macroeconomic policies, market openness, and financial liberalization in

encouraging financial growth. Policy may have a considerable impact on

23
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financial development by acting either on the supply or demand aspect of the
equation (Huang, 2010). Some significant national macroeconomic strategies,
such as keeping inflation low and increasing investment, have been shown to be
beneficial to financial development.

Geography- Countries closer to the equator in Africa often have a more tropical

1 characteristic
pands, the costs
, resulting in a
buodha, 2009).

income level,

market flaws such as the cost of gathering information and ensuring contracts

are enforced. A financial system responds to market frictions by (i) appraising
investment opportunities and providing corporate governance, and (ii) credit

risk analyses and lowering transaction costs (Levine, 1996).

24
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A financial system which is well developed is capable of effectively supplying
these financial services to the real economy.

Financial Development is, according to Ali and Hassan (2008), "a
measure of the expansion of an economy's financial sector or a measure of the

degree of financial intermediation by financial intermediaries in an economy."

umber, quality,
action costs, a

ates, low risk,

inflation control were two of the most significant macroeconomic
developments. Both policies have improved Ghana's export pricing

competitiveness, as assessed by the real effective exchange rate.

25

Digitized by Sam Jonah Library



© University of Cape Coast https://ir.ucc.edu.gh/xmlui

Ghana's risk exposure may have increased as the country shifted to a
more export-oriented, specialized and liberalized economy. Indeed, despite
efforts to diversify its export base and improve other sectors of the economy,
Ghana continues to be heavily reliant on export profits by way of a small

quantity of countries and goods. The key factors of a country's export

ding to export
npredictability
rtainty.

are unlikely to
rations in order

ement tools are

favorable benefits of different financial development strategies on exports. It
should be noted that financial progress is usually accompanied by an increase

in several metrics of financial depth.

26
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Fernando Leibovici (2013) studied the aggregate impacts of financial
development on international commerce. To that end, he developed a general
equilibrium model of numerous industrial sectors of international commerce in
homogeneous companies based on frictions and financial costs of exports.

According to the results of this research, financial development has had a

industries with

2, that financial
h fixed costs.
country with a
J

) Cross-country

ial development

'FD and industrial

Rounsi (2011) evaluated the influence of restricted financial resources

to international trade on ten nations' businesses using combined data indicating
they had major financial crises and balance of payments trade through time, and

financing of their business sector decreased drastically. The findings revealed

27
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that trade finance had a short-term favorable influence on exports and imports.
According to the analysis, the decrease in external financial resources explains
just a minor portion of the trade downturn. Furthermore, the findings imply that

the reduction in funding for domestic banking crises has had a significant impact

on overseas commerce.

28 developing
ntial impact on
. However, no
fied, indicating
authors, reveal erable positive
onal tradefstructure for 10
2 high degree of

ndustries that are

proposition that FD has an impact on patterns of export and that countries with

greater financial development levels should have a greater competitive edge.

28
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Monova (2008) created a model that included credit-constrained
heterogeneous enterprises, nations at various stages of financial development,
and sectors with differing financial risk. She demonstrates that as nations
become exporters, they are more inclined to export bilaterally and ship larger

amounts. She discovered consistent, systematic disparities in export

d trade partners

ong industries

loped financial

constrained enterprises in a range of financially fragile industries at varying
stages of financial growth. She says that the higher the financial development
of an exporter, the lower its trading partners’ minimum GDP and the more

countries it sells to. The resulting ramifications are particularly severe in

29
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financially distressed sectors. Many of the author's points are similar to those
made by Rajan and Zingales (1998), as they emphasize the need of financial
sector expansion for the success of export. Financially adept nations export
substantially more in businesses that rely on external financing and in sectors

with fewer collateralizable (physical) assets as they export a wider range of

lachos (2005),
concentrate on
. They contend
" specialization
' Jthis theory, the

ancial intensity

level of

exports, @

Sackey
demand of Ghana. They made use of the cointegration techniques to show that
a long-run equilibrium exists between exports and their determinants. In another
perspective, Sackey (2001) observed a positive correlation between export

performance and foreign income. Bhattarai & Armah (2005), however, reported

30
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a negative correlation (however insignificant). According to both evaluations,
Ghana's currency depreciation improved the country's export performance.
Industry-level study

A modest but expanding literature on finance and commerce has also
discovered intriguing evidence of an extra comparative advantage channel
s, in particular,

ped do export

hey take a look

es in Asia after

of various sectors. They discovered that economies that have larger trade

balances and export shares in industries with higher intangible assets are the
ones with greater levels of financial development and this conclusion was

reached using data from 27 industries in 42 nations.

31
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Beck (2003), for example, shows that across 56 nations and 36
industries, the average 1980-1990 export share of industries that employ more
outside money is greater in financially developed countries. Similarly, Hur et
al. (2004) demonstrate that a better financial climate is related with a higher

1980-1990 average proportion of exports in industries with less money and

e sophisticated
elated to recent

-level data.

a from Jordan,

:
ollowing accounitalil ion, the typical

5 include Berman

oices and firm export

volume.
Chapter Summary

Several publications, including those here in Ghana, have explored the
origins of exports in both developed and developing nations, according to the

above review. The vast majority of these works focused on the determinants and

32
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interdependence of export growth without paying much attention to particular
areas like financial development and export linkages although that should be the
focus of most policies and strategies should be aimed in order to achieve the
expected export growth. As a result, there are considerable gaps in the literature

on export-determinants. In light of these and other factors, this study seeks to

1990 to 2015.
dge by mostly

concerns in the

33
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CHAPTER THREE
RESEARCH METHODS
This section presents the procedures employed in data collection and
processing in the current study. Research Approach, Research Design,

Theoretical framework, Empirical Model Specification, Definition and

this research.

specificp oW g appenings, and links between

distinct elemen al“research methodology was used
because it allowed the study to ascertain the impact of financial growth on

exports.

34
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Data Sources and Description
The theoretical model the study employs is the one by Beck (2003) and
Kletzer and Bardhan (1987), whilst an empirical model to be employed in the

current study is an imperfect substitute model. This model assumes that in any

given country, exports are not necessarily the perfect substitutes for domestic

en applied in its
S undertaken at

e in time series.
J

ariables over a

structure of inte
theoretical model based on finance and commerce established by Kletzer and
Bardhan (1987) and Beck (2003). The concept emphasizes finance's role in
aggregating savings and aiding large-scale, high-return businesses. This model

is based on two industries (manufacturing and agriculture) and two production

35
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methodologies (food and growing returns to scale) (manufacturing). Larger
levels of FD aid manufacturers of things more than producers of other
commodities in raising returns to scale, because higher amounts of external
financing allow them to capitalize on scale efficiencies which in turn, leads to

trade balance of this good and an overall increase in production and in total

exists for just
of each other's
| to manage a
oducts. Young

and the ensuing

36
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Whereas k stands for the equity of the entrepreneur, the I’s are loans that are

provided by financial mediators. Finally, z also stands for a firm-specific shock

with a uniform distribution function F(z) :é , support between 0 and b and an

b b
expected value ¢ = IO zdF(2) = >

ereaso>11sa

cient than food

ns to scale, the
0 the fact that
nique without
a symmetrical
to manufacturing,

engage in debt

tual I eements. 0 acture, each

ducer | a'with the contract.

N between FD and exports pertaining
to international trade structure in Ghana, the study builds on an empirical model
for exports combining both the agricultural, services, and manufacturing goods
based on imperfect substitute’s model under the premise that, exports cannot

perfect substitute for domestic products in the importing countries. The rationale

37
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for this combination is because the study is simply time series, and we want to
see the whole influence of financial growth on Ghana's overall exports.
Following that, the export function will be approximated using the

Autoregressive Distributive Lag (ARDL) technique to ascertain co-integration,

bounds testing and an error correction model.

12), the export

.(3)
)ment, FINCIis

REER , GDPIs

DI ,and INF

| logaci ce the empirical

The following coefficients: B, 5,, b, f., Bs,and B, found in equation (4)

represents the respective variables’ different elasticities. The drift component,

time, and error term are represented by f,,tand ¢. The apriori expected signs
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for the coefficients in equation (4) are as follows: 8, >0,4,>0,5,>0,4,>0
,B;>0,and S <0.

The Autoregressive Distributive Lag bounds testing approach in dealing with
co-integration worked on by Peseran & Peseran (1997), Peseran & Shin (1991),

eps; the first step

When a long run relationship among the variables exists, the unrestricted ARDL

error correction representation (short run) is approximated as:
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P G4 % O L} % L3
ALX, =@y + Y mALX + Y 7y ALFD  + Yy ALFING, + D 1, ALREER | + > 13, ALGDR_ + 1, ALFDI,_; + 3 17, AINF + $ECT, , + ff v
i=1 i=0 i=0 i=0 i=0 i=0 i=0

From equation (5), the coefficients pertaining to the short run dynamics of the
convergence to equilibrium are represented by #7's, the error correction term
resulting from the estimated long run equilibrium relationship is represented by

the coefficient

e basis of the

portance to the

DP ratio as a metric

3a favorable

Bardhan, 1987; Manova, 2005). According to the study, this variable has a
deterministic impact on exports in emerging economies. The research foretells

a positive relationship between FD and exports.
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Foreign Income (FINC)

Revenue earned by the other trade partners is referred to as this. The
revenue of other trading partners has a considerable influence on the exports of
the local country. Foreign income will be proxied by US real GDP as a gauge

of trading partner income (Maxwell & Moore, 2002; Agyapong, 2012). Exports

g to the study.

pared to those
ations have an
of the effective
ines the actual
Afari (2004) and

gs, the effective

omy, which encourages
exports.
Foreign Direct Investment (FDI)

FDI is a long-term investment in companies that operate outside the
investor's economy. As a result, FDI denotes the movement of capital into a

country. It comprises of a bundle of capital, knowledge, and talents, among
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other things. According to Asiedu (2006) and Agyapong (2012), Foreign Direct
Investment will be calculated as a ratio of FDI to GDP, and the study anticipates
a positive association between foreign direct investment and exports.

Inflation (INF)

Inflation is described as a gradual upsurge of price of goods and services

annual change

is research. The

he ADF and PP

Because macroeconomic time series data is frequently nonstationary
(Nelson & Plosser, 1982), the Phillip Perron (PP) and Augmented Dickey-
Fuller (ADF) tests will be used to look at the data's time series qualities first.

The null hypothesis of a unit root in a series is compared against the alternative
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hypothesis of no unit root in a series in these tests. The Akaike Information
Criterion (AIC) and Schwartz Bayesian Criterion (SBC) will be employed to
determine the optimal lag period for the unit root testing.

Cointegration test

The Johanson (1998) and Johnson and Juselius (1990) approaches were

)genous vectors

on vectors.

, the Granger

The chow test

rejected ¢ ) 3 itations of a 5% level of

significance (PeSe MQ Blﬁ
Chapter Summary

The methodological basis for carrying out the investigation was
examined in this chapter. To capture the link between financial growth and

exports, the study used finance and trade theory developed by Kletzer and
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Bardhan (1987) and Beck (2003). To specify the econometric model for exports,
the study follows the mainstream literature of Kletzer and Bardhan (1987) and
Beck (2003). The study will employ quarterly time series data on exports,
financial development, consumer price index, real GDP, FDI, foreign income,
and real effective exchange rate from 1990 to 2015. The ADF and PP tests were
variables were

ic technique.
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CHAPTER FOUR
RESULTS AND DISCUSSION
Introduction
The outcomes and findings of the research are provided and discussed
in this chapter. This is to shed more light on the relationship between Ghana's
ination of the
s, the ADF and

RDL) was used

anger causality
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Table 1: Summary Statistics of the Variables

LX LFD LFDI LFINC INF LREER LGPD

Mean 7.5563 1.7871 5.8406 3.5799 59666 3.0349 2.6722
Median 7.3676 1.7639 5.2677 3.5976 5.3261 29523 2.6732
Max 8.9707 1.0021 3.6881 3.2319 15.384 23756  2.7083
3.7754  2.6446

0.0163

0.7488  -0.0398

1.8753

).4906  5.2971

20061 0.2905 0.0708

96.68 1303.49  267.216

9.7866  0.0262

series are“draw A ormally distributed is not

capable of being NQ qu ) ,financial development (LFD),

foreign income (LFINC), foreign direct investment (FDI), real effective

exchange rate (REER), gross domestic product (LGDP), and inflation (INF).
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Unit Root Tests Results

The variables used in the inquiry needed to be tested at the unit root
level. This is because, while the limit testing approach does not necessarily need
checking variables for the presence of unit roots, it does require integrating no

series of order greater than one. The issue of false regression, which results in

s is done. The
warz-Bayesian
were used to
. The results of
). The intercept

els and starting

foreign income (LFINC), output level (LGDP), and inflation (INF) are

integrated of order one [ (1)] whereas the real effective exchange rate (LREER)

is integrated of order zero [1(0)].
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Cointegration Analysis

The presence of a long run connection among the variables was
established utilizing the limits testing approach under cointegration since the
major aim of this research is to examine the link between FD and exports. The

boundary test is performed with a maximum lag length of 4 when data obtained

Pesaran (1997).
that, the F-test
esaran’s crucial
s the limits test

he number of

F(INFILX, LFD, LFDI, LFING, LREER, LGDP) =  4.443

Critical values were obtained from Pesaran and Pesaran (1997)

Source: Field data (2021)
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The calculated F-statistic for LX as the dependent variable in equation
(5) is LX (.) = 5.800, as shown in Table 2. Because the F-statistic (5.800) is
greater than the upper critical bound value (4.329) at the 5% significance level,
it indicates that there is a long-run relationship between exports, financial

development, foreign direct investment, foreign income, real effective exchange

pothesis of no
overed that the
e the variables
paradigm were

s. The Schwarz

e, foreign income and
production level's N Q B ‘ 5 S IIy significant impact on export,
according to long-run data from Table 3. Exports, on the other hand, were

negatively impacted by inflation, which was statistically significant.
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Furthermore, Foreign Direct Investment (LFDI) has a good and considerable
impact on export. The coefficient of LFDI is 0.0993 and is extremely significant
at the 1% level. Assuming all other conditions remain unchanged, a 1 percent
rise in foreign direct investment will result in a 0.1 percent rise in exports (LX).
This study's findings are consistent with those of earlier research (Sun 2001;

hble association

(2,2,0,0,0,0,0)

[Prob.]

[0.000]
[0.000]

[0.034]

~ [0.000]

.001€
8 4660
: '! ostic

© [0.000]

F Version

F(4,66) = 0.4747[0.754]
Functional Form  CHSQ (1) = 0.6736[0.412] F(1, 69) = 0.4927[0.485]
Normality CHSQ (2) =1.4647 [0.481] N/A

Heteroscedasticity CHSQ (1) = 0.0748 [0.785] F(1,93) = 0.0733[0.787]

Source: Field data (2021)
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In his research on the impact of Foreign Direct Investment inflows on
exports in Cameroon, Njong (2008) stated that FDI inflows had a positive and
considerable influence on export growth in Cameroon due to competition and
spill-over effects of new technology and production techniques to local

enterprises. Multinational companies have access to new advanced technology

effects benefit
pting this new

It of access to

\kes local firms

income

as income

with that'eFMe 2 120 and Somrawu (2008) and
Prasad (2000) ' - ¢ ading partner income on exports.
Growth in trading partner income is the main cause of increase in demand for
Ghana exports as this allows them to demand more exports. As destination

countries grow in income, the more they demand exports from Ghana.
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Furthermore, the findings prove that (LREER) influences exports in a
favourable and statistically significant way (LX). With a positive coefficient of
0.5468, a 1% rise in LREER is predicted to lead to a 0.5 percent gain in exports

(LX). The coefficient of LREER is statistically significant at a 1% significance

level.

rs the cost of

, 2006; Majeed

> movement of

enable them the luxury of exporting. Because developing countries (such as
Ghana) have relative advantages in primary products, they may profit from

lower production costs by executing export growth strategies (Majeed &
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Ahmad, 2007). Thus, output increases give the possibility to export leading to
rise in exporting activities in the long run.

Ultimately, the findings prove that the inflation coefficient (INF) is
statistically significant and negative, implying that exports are negatively

affected (LX). A 0.005-pecentage-point drop in export (LX) is caused by a one-

tion. The INF

etween exports
supports this
lead to a real-
es the exchange

financial capital

ECM = LX -0.4 HO B'!s .27*LFINC -0.5468*LREER -

0.4151*LGDP +0.0052*INF + 22.9175*C -0.0391*T

The diagnostic test for the estimated ARDL paradigm was conducted
and Table 3 shows the outcomes. As shown in the table, the calculated model

passes the Legrangean multiplier test of residual serial correlation between the
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variables. Furthermore, the model passes the Functional Forms Misspecification

test based on the square of the fitted values. The model also passes the

Normality test when it comes to the skewness and Kurtosis of the residuals,
This discovery backs with the theory that residuals are distributed

consistently across observations. To conclude, the heteroscedasticity test under

Dy the model.
ariable)

in this section,
The researcher
sence of a long
JThe long-term
0 estimates using

he SBC was also

income and production level are all positively statistically significant at the 1%,

5%, 1%, and 1% significance levels, respectively. As a result, they will have a
positive and significant influence on exports in the near future. Furthermore,

financial development (dLFD) continues to possess a positively significant
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influence on export, as demonstrated in Table 3. As a result, the coefficient of
financial development (LFD) is 0.3453. This has been established as statistically
significant at the 1% level. Assuming all other conditions stay constant, a 1%
increase in FD will result in a 0.3 percent increase in export. Berthou (2010),

Chaney (2005), Beck (2002), Hur et al. (2006), AbuAl-Foul and Soliman

ova (2013) all

0) (Dependent

[Prob.]

[0.001]
[0.001]
[0.000]
[0.012]
[0.000]

0.74105
17.8301

Akaike Info. Critert 503%™ Schwarz Bayesian Criterion 148.4571
DW:-statistic 2.0019
Source: Field data (2021)

(dLFDI) has a positive influence on exports, according to the Table
(dLX). With a coefficient of 0.0739, a 1% rise in FDI leads in a 0.075 % rise in

dLX at a 1% level of significance when all other variables remain constant. This
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conclusion is consistent with Ahmed, Cheng, and Messinis (2008), who
discovered that FDI had a short-term beneficial influence on exports in Sub-
Saharan African (SSA) countries.

Exports are influenced by FDI since it serves as a significant source of

capital that supplements local private investment in expanding productive

increase factor

productivity by

remains

lusion is

9es demand for Ghana's

The (dLREER) has a positively statistically significant influence on
exports, just as projected (dLX). A 1% rise in the coefficient of dLREER is
expected to result in a 0.2 % gain in exports, according to a positive coefficient

of 0.1660. The coefficient on the current variable remains statistically
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significant at the 1% level of significance. This result is in line with Prasad's
(2000) and Yishak's (2009) findings that short-run adjustments in the dLREER
caused a rise in exports in Fiji and Ethiopia, respectively. Consequently, in the

short run, depreciation of the local currency increases Ghana’s exports, whilst

appreciation of the home currency decreases Ghana’s exports.

).

ponds to a 0.1

Its positive

is statistically

m variations in

jative effect on

ant of -0.0016 is

on, this represents a little

The negatively significant coefficient of the error term suggests a
cointegration connection between the variables in the ARDL model. Thus,
exports, foreign income, FDI inflows, production, the real effective exchange

rate and inflation have a long-run relationship.
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Diagnostic Tests

The ARDL model that was generated was subjected to diagnostic
testing. As indicated in Table 4, the resultant model passes the Lagrangean
multiplier test of residual serial correlation between the variables. When using

the square of the fitted values, the generated model also passes the Functional

the residuals as
xhibit a normal
derived model
dual regression

5ion on squared

drtant limits at the 5%
significance leve at'the coefficients are not unstable.
As a consequence, throughout the investigation, all of the projected model's

coefficients remain constant.
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of Recursive Residuals plotted.

Figure 2: Cumulative Sum
Source: Field data (2021)
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The CUSUMSQ map for the predicted ARDL model is shown in Figure
2. Because all coefficient plots lie inside the important limits at the 5%
significance level, the plot demonstrates that the coefficients are not unstable.

As a consequence, throughout the investigation, all of the projected model's

coefficients remain constant.

export, which
are summarized
sality between
The following
087)’s Pairwise
, the following
ients for the two

e variable Granger
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Table 5: Pairwise granger causality tests

Null Hypothesis: F-Statistics Prob. Remarks:

LX does not Granger Cause LFD 3.5541  0.020** Null is rejected
LFD does not Granger Cause LX 5.3634  0.004***  Null is rejected

LX does not Granger Cause LFDI 47891  0.010** Null is rejected

Null is rejected
)t reject the null
II'is rejected
ull is rejected
ull is rejected
ull is rejected
Null is rejected

Null is rejected

é ariable to
Q@@ of ‘statistiCa”y

sranger cause the other. As

Granger causality tests reveal that X and Y have bidirectional causation if X
Granger causes Y and Y Granger causes X. The alternative hypothesis that X

causes Y is contrasted with the null hypothesis that X does not cause Y.
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The test results from the Granger causality for the variables of interest
in the study are shown in Table 5. According to Table 5, the null hypotheses
that LX does not cause LFD and LFD does not cause LX are rejected at 5% and
1%, respectively. As a consequence, the study discovers that LFD and LX have

a bidirectional causal relationship. The findings of this study agree with those

Temple, 2005;
sal relationship
S,

uce LFDI and
5% and 10%,
:

ional causation

with those of

respectively statistically significant at 1% and 10%. Causation moves from LX
to LREER and from LREER to LX as a result. As a consequence, the null
hypotheses of LX not causing LREER and LREER not causing LX are both

rejected.
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As demonstrated in the table, the null hypotheses that LX does not
granger cause LGDP whereas LGDP does not in turn, granger cause LX are
both rejected. Because the set of coefficients generated by the test is

statistically significant at 1%, this is the case. As a result, LX and LGDP, as

well as LGDP and LX, have a bidirectional causal relationship.

INF had a one-
significance of
t LX does not
null hypothesis

€ case.

results thereafter.

as the presentati@ pfts results, was the major focus of
this chapter.

The chapter began by applying the ADF and PP tests for unit roots to
the tests for unit roots in the series. The tests were conducted in levels, with the

first difference based only on intercepts, as well as intercept with trend. The
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short-term estimates also show that LFD has a statistically significant and
beneficial influence on exports. As a result, short-run fluctuations in LFD led to
a rise in exports.

Furthermore, FDI has a positively significant impact on exports in the

short run. Foreign income, REER and output all followed the expected patterns

Ultimately, the
ty tests, as well
eroscedasticity,

s discovered a
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CHAPTER FIVE
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
Introduction
This chapter’s main aim is to explain the findings of the research, come

up with conclusions from them, and spell out some policy recommendations.

dings under the
of the research
s can include

es. The chapter

ection between

ata from 1990 to

doked at . ; Il as the

‘?}} v's directiO a i presented the

"?_.‘ I eV model's long and short

This was done to see if the series utilized in the study had any stationarity
properties. The Phillips-Perron (PP) and Augmented Dickey-Fuller (ADF) tests
were used in assessing unit roots inside this research. The existence of unit roots

was investigated in three layers, with the first tier comparing consistent alone,
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constant, and trend. First, the unit root tests; ADF and PP, revealed that after the
first difference, exports, financial development, foreign direct investment,
foreign income, output level, and inflation were steady, indicating that they
were integrated of order one I (1). On the other hand, the REER was level-

consistent and was therefore integrated of order zero | (0) thus enabling the

ies stationarity

be integrated o no greater than

potential long-

he long-term

by _expanding “capacity of local firms

ﬁ Hi '. 5 : ledge and also access to foreign

ds,

through availabi
markets for local firms.

Third, long-run dynamic analysis revealed that FDI and foreign income
had a long-run positive and statistically significant influence on exports.

Countries with higher incomes import more from Ghana, increasing both the
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value and quantity of the country's exports. Long-term analyses also
demonstrated that the REER had a favorable and significant influence on export
over time. As the currency rate rises, Ghanaian exports become more affordable,
increasing demand for exports. A decline, on the other hand, makes exports
more expensive and hence reduces export demand. As a result, Ghana is likely

un than from a

demonstrated a
ports. Increased
e by boosting

eign reserves to

preceding quarter had a favorable impact on the value of exports in the
particular year. In furtherance of the above, the study revealed that foreign
money had a statistically significant and favourable short run impact on exports.

Furthermore, the REER had a statistically significant and favourable short run
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influence on exports. The amount of output had a positive statistically
significant influence on exports in the near run. Inflation, on the other hand, had
a negative statistically significant short-term influence on exports.

This means that financial development, foreign income and foreign direct

investment promotes exports of host country by augmenting domestic capital

ets, providing
agement skills.
the long-run
ally significant
n exports, FDI
oduction level,
ghly 30% of the

e previous year

Grangereatsa nas, as well, eaple ae If there was any causation
between FD ane Nﬁﬂls which direction. The experiments
demonstrated a bidirectional causal association between exports and Foreign

Direct Investment (FDI).
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Conclusions

The study's empirical findings showed that FDI, foreign income, the
REER, and the level of production all had a positively significant long- and
short-run impact on exports. This shows that financial development and foreign

investment are critical for boosting export growth rate in both the long and short

d output levels

h the short and
rates aid export
short and long
nd investment.
ectional causal
xplain exports is

also indicates that

In addition, the government must give incentives to encourage FDI. To
continue to attract increasing FDI, government policy should be focused on

sustaining an export-oriented and open policy.
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Finally, a stable macroeconomic environment encourages robust
economic activity and, as a result, increased exports. Any distortions in the
production process must be removed to maintain a stable macroeconomic
environment and enhance the rate of return on investment, the Ghanaian

government should aim for lower inflation rates. Price stability may help to

h. In order to

depreciation; inflation | be kept below

putions to the
) and exports is

ribution of FD to

Ivity are
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TEST FOR ORDER O ) _ L D FIRST DIFFERENCE
Levels |
Variables Lag 1(0)
LX 3 1(1)
LFD . e | 125155/7[0.0000]*** 0 I(1)
LFDI ; 0787[0.0000]*** 0 1(1)
LFINC 2 1(1)
LREER 3% 1(0)
LGDP 0 1(1)
INF 2 1(1)
Note: The P-values are those values in p der of integration. *** represents the rejection

of the null hypothesis of non-stationary at 1% sie |
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TEST FOR ORDER C D FIRST DIFFERENCE

Levels

Variables PP-Statis Bwd 1(O)
LX 5 1(1)
LFD 2 1(1)
LFDI 3 1(1)
LFINC 2 1(1)
LREER -3.3396[0.01 | , .- 1(0)
LGDP 0 1(1)
INF 0 1(1)

Note: The P-values are those values in pare , and 1(O) is the order of integration. *** also
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RCEPT AND TREND INCLUSIVE

Levels
Variables ADF-S -Statistic Lag 1(O)
LX w D[0.000]*** 3 I(1)
LFD / =g 2/ [0.000]*** 0 1(1)
LFDI 376 [0.000]*** 0 1(1)
LFINC [15408[0.000]*** 2 I(1)
LREER -4.0569] 0.00 1(0)
LGDP 0 1(1)
INF -3.0896[0 2 1(1)
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TEST FOR ORDER OF INTEG \CEPT AND TREND INCLUSIVE

Levels

Variables Bwd 1(0)
LX -2.4733]( = 5 (1)
LFD -1.4201[ , G 3 1)
LFDI -2.3012[ 0.4290 . . , T . 3 (1)
LFINC -1.0760[0.92 ; 2 1(1)
LREER -3.7017[ 0. | | | 1(0)
LGDP -1.1 | 1 1(1)
INF -3. 0 1(1)

Note: The P-values are those values n id 1(O) is the order of integration. *** also
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