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ABSTRACT

This is a research work that have been conducted to ascertain the relationship between
trade finance and economic growth in Ghana. Data was taken from the worlds bank
world integrated trade solution. The study has an introduction that is made up of the
evolution of money and various trade finance instruments, the geographical
information and economic history of Ghana. The study captures three objectives
which includes ascertaining the value of Ghana’s trade balance and gross domestic
product. Examining the relationship between Ghana’s trade finance and economic
growth. Lastly, exploring the impact of Ghana’s trade finance on its economy.
Theories of trade finance and it’s linkage to economic growth are being reviewed in
the study. A number of empirical studies was also scrutinized to give a clear reason
for this studies, conceptual framework has been organised to give a clear picture of
relationships between variables of study in the work. Quantitative method of study
and correlation study approach has been used in the research. The data collected from
the world banks world integrated trade solution was fed into stata software version 14.
After testing for linearity, autocorrelation, heteroscedasticity, normality, stationarity
and multicollinearity. An ordinary least square regression was run by the software and
it was realized that trade finance has a negative relationship with economic growth
after several theorist and empirical studies proved otherwise in the western world. The
paper concluded that high demand for foreign exchanged was recorded in these
periods causing major foreign exchange rates to rise and fluctuate pushing up prices
of imports and since the country imports more consumables, the general price of
consumables rise to cause inflation. The study recommended that government and
other stakeholders should invest in human capital, research and innovation, provide
subventions and infrastructure to promote exportation and institutional framework to
support high productivity and exportation.Further studies is recommended for
institutional theory of trade finance and growth in Ghana.

xii
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CHAPTER ONE

INTRODUCTION

1.1 Overview

Trade finance as it is called, has to do with how transactions involving the distribution
or the movement of goods and services, are being paid for in the international market
and the sources of finance for such transactions and the various financing instruments
being used. According to global trade review ‘2024’, trade finance is the financing of
international trade flows and it involves two players: the exporter and the importer.
“Wallstreetmojo 20247, also defined trade finance as a process of funding trade
involving the exchange of goods, commodities, and financial instruments between
two parties via financial or banking institutions. How such transactions are being paid
for, has to do with either full payment or part payment before receiving products, or
full payment or part payment after the products have been received. The sources of
finance also deal with the various avenues, both the manufacturer and the buyer can

access finance, for production and also the payments of products.

These sources of finance has to do with both financial and non-financial institutions.
The financial instruments refers to the materials or financial tools which represents
money and are being used to pay for goods and service in the product market.
Financial instruments defined by the corporate financial institute <2023°, are contracts
for monetary assets that can be purchased, traded, created, modified, or settled for.
This financial trade finance instruments includes but not limited to letter of credits,
cheques, documentary collection and many more. The British Business Bank in
2022, listed trade finance instruments to include letter of credit, Export credit

insurance, Bonds and guarantees and others. Before this current rise in trade finance,
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the commencement of trade finance has been long said about in the ancient times

where trade was undertaken in barter system.

This barter system proposed its own challenges to include the problem of
indivisibility, portability, the standard for deferred payment, store of value; as a result
humans tried to find a more suitable medium of exchange that will come in to solve
the challenges created by the barter system which will be used to finance trading, so
they resulted to the use of non-perishable commodities such as cowries, leather, gold
and other metallic materials and this selections of medium of exchange were done
based on the culture or geographical location of the people. In wuraola Abulatan’s
article ‘2023’, the history of money, she identified salt as a medium of payment in
Rome for soldiers and that was where the term salary comes from and also Ethiopia

used salt as currency until the 20" century.

Talia Avakia ‘2016, revealed shell money in the land of Langa Langa Lagoon,
Solomon Islands where one string of shell money is worth 1000 Solomon dollars, Rai
stones were also used in Island of Yap, Micronesia. Later on, the resolution to
metallic substance like gold became rampant and also created inconveniences like
carrying a sack of Gold through distances to pay for items purchases and also
recorded some insecurity associated with the travelling with gold, so they had to keep
such metallic materials with the goldsmith and take a receipt for the weight of
metallic materials as their value which has been kept with the goldsmith so that the
receipt rather can be used for the payment and settlement of debt, out of this, paper
money was born. According to the bank of England 2018, around 1000 years BC,
Chinese people created imitation of cowry shells from bronze and copper. An article

by Wonga ‘2019°, revealed that the first coins were invented in Lydia a kingdom in
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modern-day Turkey around 600 BC. Testbook ‘2023°, indicated that Chinese
developed paper money during the tang Dynasty (17" century CE), one of the earliest

instances of paper currency.

Marco polo introduced European to the concept of paper money during his travels in
the 13" century particular in China. Trade financing can be traced back to the
evolution of money as a more convenient and appropriate way of paying for
Merchandise. Over centuries it has been gradually developed. Today, we can talk
about the letter of credit, documents collection, and open account operations, and
many more as trade finance instruments (British-Business-Bank 2022). Trade finance
discussions has been paramount as it has been able to bring satisfaction to both
producers and buyers and the world at large. Going through the evolution of money
has bring to light how trading activities were financed at the various centuries in the
world and the medium through which trading was financed until recently, we have a
lot of electronic mediums through which trading is being financed to include but not

limited to the bitcoin and crypto- currency.

As the importance of trade finance which includes the provision of working capital
for producers, mitigating risk of non-payment and provision of credit for buyers
cannot be overlooked this study seeks to find the relationship between trade finance

and economic growth in the case of Ghana (Investopedia 2024)

1.2 Background Information

Ghana is a country found in the west of Africa. It shares boundaries with Burkina
Faso in the North, Togo in East, Cote d’iviore in the west and the Atlantic Ocean in
the south. There are sixteen regions in the country, the Greater Accra region where the

capital of Ghana is situated: that is Accra, the Central region, Eastern region, Western
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North region, Western region, Ashanti region, Volta region, Oti region, Savannah
region, Northern region, North East region, upper east, upper west, Bono, Ahafo and
the Bono east region. The country was a British colony until it had independence on
the 6" of March 1957. The current population is 34,713,818 according to
worldometer, ‘2024°. The currency of the country is cedi and the official language is
the British English. There are five major ethnic groups in Ghana, recorded by world
atlas ‘2024’. Ghana is endowed with many tradable major natural resources. Gold,
bauxite, diamond, cocoa, timber,cashew nut, crude oil and manganese. Ghana’s
trading partners includes China, United State, Netherlands, United Kingdom,
Germany, Italy and other European countries. According to the Ghana statistical

service these countries are Ghana’s major export destination and import sources.

1.3 Problem Statement

Trade finance as postulated by a lot of researchers, it turns to lead to economic
growth. Amongst these researchers are (Ross Levine 1997), Financial Development
and Trade Growth Theory; according to Ross Levine a well-structured financial
system provides infrastructure that supports trade and promote economic growth.
Endogenous Growth Theory and Trade Finance by Paul Romer (1986) and Robert
Lucas (1988) postulated that, trade finance triggers economic growth by enabling
firms to invest in innovation and human capital. Hollis B. Chenery (1979) and Bela
Balassa (1980) in their Export-Led growth theory states that economic growth can be
achieved through exportation. Transaction Cost Economics and trade Finance
proponent, Oliver Williamson (1975) explained trade finance cut down transaction
cost in foreign trade by reducing enforcement cost, information asymmetry and
bargaining cost to enable smooth trade thereby enhancing economic growth. The

analyses of these trade theorist who are not based in developing economies like
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Ghana makes it clear, a generalization that trade finance leads to economic growth.
This generalization, | see it not to be fit for developing economies due to differences
in institutional framework, resources, technological advancement, infrastructure and
pricing system as well as market differentials. This has led to the study of trade

financing and economic growth nexus in Ghana, a developing economies.

1.4 Purpose of the Study
This is to look at the relationship between trade finance and economic growth in

Ghana.

1.5 Objectives
1. To ascertain the value of Ghana’s trade balance and gross domestic product.
2. To examine the relationship between Ghana’s trade finance and economic
growth.

3. To explore the impact of Ghana’s trade finance on its economy.

1.6 Research Questions
1. What is the value of Ghana’s export and import and gross domestic product?
2. What is the relationship between Ghana’s trade finance and economic growth?

3. What is the impact of Ghana’s Trade finance on its economy?

1.7 Impact of the Study
This study will help policy makers and government to formulate concrete

programmes to promote trade finance institutions if the relationship proves positive.

This study will make policy makers direct policies towards the financing of import
substitute industries when the relationship proves negative and aware of areas they

can invest in the country.
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The study will inform the tax decisions of government on imports and exports.

1.8 Limitation
1. The study concentrates on only Ghana.
2. The study employs only one independent variable to influence economic
growth whilst other variables that could also influence economic growth are

held constant.

1.9 Organisation of the Study

The research is structured such that, it consist of five chapters. Chapter one is made
up of overview of the study, background information, problem statement, purpose of
the study, objectives, research questions, impact of the study, delimitations and
organisation of the study. Chapter two is made up of the literature review which
consists of the theoretical and empirical review and conceptual framework. Chapter
three is made up of the methodology, research design and approach and model
building. Chapter four is made up of results and discussions and the last chapter, five
consist of introduction to summary, summary of the study, conclusion,

recommendation and suggestions for future research.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

Literature reviews is a survey of scholarly sources on a specific topic according to
(Shona, 2023). This section will review theories and other empirical studies that has
been conducted by other researchers in the financial and economics field, which has a
relationship with the research work being conducted. This section is being grouped

into theoretical review, empirical review and conceptual framework.

2.2 Theoretical Review
Theoretical review is a framework that examines existing theories that serves as a

roadmap for developing the arguments | will use in my work (Sarah Vinz, 2022).

2.3 Trade Finance Theory and its linkage to Economic Growth

Trade finance theory focuses on the financial tools and mechanisms that facilitate
international trade, playing a crucial role in reducing risk, enhancing liquidity, and
ensuring smooth transactions between buyers and sellers across borders. It explores
how various financing solutions, such as letters of credit, trade credit, export
financing, and insurance, mitigate risks in global trade and contribute to economic

growth.

2.3.1 Endogenous Growth Theory

The endogenous growth model was developed by economists such as a (Lucas, 1988)
which is identified in the field of economic theory. According to the theory economic
development is as a result of endogenous factors rather than the neoclassical growth

theory who determined exogenous factors as determinants for economic development.
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The theory stressed on endogenous factors such as human capital, innovation and
knowledge. From the endogenous growth theory. When investment is done in human
capital such as training and education it will lead to skill development and will turn to
increase productivity of workers, innovation and technological advancement.
Knowledge is acquired through research and innovation and from the endogenous
model a spill over of knowledge enables new ventures and solution for economic
growth. The model incorporates increasing returns to scale as factor inputs increases
output increases disproportionately which contradicts with diminishing returns to
scale assumed in neoclassical theory so according to the theory government policies
such as subsidies for research, innovation, education and protection of intellectual
property right can significantly enforce the rate of economic growth. Paul Romer’s
model insights how a change in technological changes is driven by international

actions by firms and individuals investing in research and development.

2.3.2 Export-led Growth Theory

This theory is as a contribution of a number of researchers in the economic field
notably are Hollis B. Chenery, Bela Balassa, Anne O. Krueger. (Michaely, 1977) and
others. This theory posits that economic growth can be achieved through
exportation.it gained prominence in East Asian countries which experienced rapid
growth in the latter half of the twentieth century. According to the theory for a
country to achieve economic growth it has to focus on exportation by so doing the
country produces for the international market this brings about industrialization which
brings about technological advancement, economics of scale, foreign direct
investments, foreign exchange and employment. The export led growth theory can be
facilitated from government support such as subventions, trade liberalization and

infrastructure development. The theory discloses some weakness in the international
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trade to include global market dependence, income inequalities and environmental

challenges.

2.3.3 Institutional Theory

The institutional theory of trade finance and growth was developed by Douglas North
and built upon by Daro Acemoglu (North D. C., 1990), and it has its basis from
institutional economics which helps to understand the role institutions in shaping
economic development, trade finance practices and overall growth prospects in
countries and regions. According to Douglas North institutions formal and informal
rules, norms. And organizations affect economic performance by shaping incentive,
property rights, and transaction costs within societies. Douglas North added that
institutions provide framework for firms and individuals to interact in economic
activities, enforce contracts, protect property rights and resolve conflict. His work also
pointed out that changes in institutions can lead to a change in economic behaviour,

productivity improvements and innovation.

Institutional framework such as regulatory enforcement agencies and laws, financial
infrastructure and mechanisms for contract enforcement greases trade finance and
every country with strong intuitional framework attracts foreign investment, engages
in greater trade volumes and experiences sustained economic growth. Daron
Acemoglu expanded the work of North to explain the work of institutions as
determinates of economic growth and development outcomes. Daron argued that
inclusive institutions encourages broad participation in economic and political process
and are wheels for sustained economic growth by ensuring property right, rule of law
and equal access to economic opportunities, but economies that adhere to extractive

institutions concentrates power and wealth in the hands of few stifling innovation,
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investment and economic dynamism. Daron also asserted that strong institutions

promote trade finance and economic growth.

2.4 Empirical Review
This section under literature review analysis previous empirical studies to find

answers to the studies being conducted.

A study was conducted by cooperate authors: Korham K. Gokmenoglu, Muhammad
Yusuf Amin and Nigar Taspinar 2015, into the study of the relationship among
international trade, financial development and economic growth in Pakistan. The ADF
and PP test were used to check the order of integration of the variable and Johansen
co-integration methodology was employed to investigate the long run relationship
among these variables. The direction of causality between variables is tested by
Granger causality test. It was found that all the variables are non-stationary and the
analysis confirm for a long run relationship among international trade, financial
development and economic growth, the result indicated that international trade and
financial development spur economic growth. Khatun, R. 2016 in global business
review examined the relationship between trade in financial services and economic

growth in BRICs economies.

The period considered was from1990 to 2012,the study used petroni’s panel
cointegration approach to establish a long-run relationship between the trade in
financial services and economic growth of BRICs economies given the variables are
cointegrated , Granger causality analysis was undertaken using vector error correction
mode and vector autoregression procedure and the result was that both short-run and
long-run uni-directional causality running from trade in financial services to real gross

domestic product. Yanuan cui and fangyao shea (2015) also conducted a study into

10
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the relationship between international trade in financial services and economic growth
in china. Multiple regression models were build up based on time-series data of
financial service trade and economic growth in China, then co-integration test and
granger test were used to analyse their relationship. The result showed there is a long-
run equilibrium relationship between the two modes of financial service trade and
both of them improve economic growth. The primary goal of research on trade
finance and economic growth is to measure the extent to which trade finance access
drives growth, especially in developing regions. Amiti M. and Weinstein. D. E.
(2011) aimed to analyse the impact of financial shocks on exporters, while (Beck T.
2003) examined the links between financial dependency and trade among developing
economies. (Chor D., Manova K. 2012) sought to explore how shifts in credit
conditions influence trade volumes, with an emphasis on liquidity constraints during

economic downturns.

These studies share a common focus: assessing how access to trade finance supports
exporting firms and, in turn, strengthens economic growth. Research methods used in
these studies typically involve quantitative approaches, utilizing data from firms or
nation (Ahn J. 2011), databases. (Amiti M. and Weinstein D.E 2011) conducted a
panel data analysis of Japanese manufacturing firms to investigate how access to
finance affects export volume amid financial shocks. (Beck T. 2003) applied
econometric analysis, exploring the link between trade and financial constraints
across various emerging markets. (Chor D., Manova K. 2012) used firm-level data
from multiple countries to assess how limited access to credit during financial crises
impacts trade. Most studies account for factors like firm size, industry, and regional
characteristics to isolate the effects of trade finance on growth outcomes. Empirical

findings overwhelmingly support a positive association between trade finance and

11
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economic growth in emerging economies. (Amiti M. and Weinstein D. E. 2011) found
that firms with access to trade finance maintained higher export volumes, even during
downturns, highlighting how trade finance bolsters resilience in difficult conditions.
Beck (2003) discovered that sectors more reliant on external finance experience
greater export growth when trade finance options are available, which in turn drives
GDP growth. (Chor D., Manova K. 2012) demonstrated that restricted access to credit
during the 2008 financial crisis led to declines in export activity, underlining the role
of trade finance in sustaining economic growth, especially in regions reliant on
exports. Collectively, these studies show that trade finance supports export-driven

economic growth in emerging markets.

Despite their contributions, these studies have certain limitations that may affect the
applicability of their conclusions. One limitation is the focus on specific countries or
time periods. For instance, (Amiti M., Weinstein D. E. 2011) examined only Japanese
firms, which may not fully represent other emerging markets with different financial
infrastructures. (Beck T. 2003) cross-country study provides broad insights but lacks
depth on industry-specific trade finance needs. (Chor D., Manova K. 2012) analysis,
which focuses on the global financial crisis, may not apply to stable economic

periods.

Additionally, econometric methods used in these studies may have omitted variables,
which could impact result accuracy. The primary goal of empirical studies on trade
credit and economic development is to assess how trade credit helps SMEs address
financial limitations, which in turn supports their growth and promotes economic
expansion. For example, (Petersen M. A and Rajan R. G. 1997) explored how trade

credit assists SMEs that have limited access to bank loans in maintaining operations

12
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and achieving growth. Similarly, (Fisman R., Love I. 2003) examined how trade
credit functions as an alternative source of financing in countries with underdeveloped
banking sectors, looking at its role in driving industry growth and improving firm
productivity. These studies share a common goal: to understand how trade credit
reduces financing barriers for smaller businesses and, consequently, fosters economic
growth. The methodologies used in these studies typically involve quantitative
analysis of firm-level data to assess the influence of trade credit on SME growth and
broader economic development. (Petersen M. A and Rajan R. G. 1997) conducted a
cross-sectional analysis of U.S. firms, analysing how access to trade credit relates to
growth metrics such as sales and employment. (Fisman R., Love I. 2003) utilized
panel data from firms across various developing countries to investigate the impact of
trade credit availability on industry-specific growth rates. Both studies employed
econometric models to control for factors like industry type, firm size, and economic
conditions, isolating trade credit’s effect on economic development. These studies
also utilized regression models and panel data techniques to manage variables that

might otherwise obscure the relationship between trade credit and growth.

The results of these studies offer strong evidence that trade credit plays an essential
role in promoting SME growth, which contributes to overall economic development.
(Petersen M. A and Rajan R. G. 1997) found that SMEs using trade credit were able
to sustain operations and expand despite limited access to formal financing,
highlighting trade credit’s role in supporting firms that face challenges in accessing
bank credit. (Fisman R., Love 1. 2003) showed that in countries with weaker banking
sectors, trade credit is an important alternative financing option that enhances firm
productivity, especially in industries that depend heavily on external financing. Their

findings suggest that industries with greater reliance on trade credit demonstrate

13
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higher growth and resilience, underscoring the role of trade credit in supporting
economic stability in regions with less robust financial systems. While these studies
provide valuable insights, they also have limitations that may affect the applicability
of their findings. A primary limitation of (Petersen M. A and Rajan R. G. 1997) is
their focus on U.S. firms, which may limit the generalizability of their findings to
emerging markets, where trade credit availability and structure can differ
significantly. (Fisman R., Love I. 2003) examined multiple developing countries but
may lack detailed insights into industry-specific dynamics, potentially missing

variations in the impact of trade credit across different sectors.

Additionally, these studies rely on econometric methods, which may be subject to
omitted variable bias if relevant variables are not adequately controlled. This potential
bias could influence the accuracy of their conclusions, especially regarding the
relationship between trade credit and economic development. Research on export
financing and GDP growth in developing nations typically aims to examine how
export credit guarantees and similar mechanisms impact export performance and
economic stability. For instance, Felbermayr and Yalcin (2013) studied the effect of
export credit insurance on trade volumes and GDP, focusing on developing nations
facing high export volatility. Egger and Url (2006) explored how government-
provided export credit guarantees support exports and economic growth in high-risk
trade environments. The central objective across these studies is to determine how
export financing can stabilize export income, foster resilience, and promote growth in

developing economies.

The methodologies in these studies primarily involve quantitative analysis of national

and firm-level data to understand the influence of export financing on trade

14
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performance and GDP. Felbermayr and Yalcin (2013) used panel data from multiple
developing countries, applying econometric models to assess the effects of export
credit insurance on export stability and GDP. Egger and Url (2006) followed a similar
approach, analysing firm data from developing countries to understand how
government-backed export credit guarantees sustain exports during economic
instability. Both studies employed regression models to account for factors like
industry type, country-specific risks, and global economic conditions, allowing the
researchers to isolate the role of export financing in economic growth. Findings from
these studies indicate that export financing has a positive impact on GDP growth in
developing countries. Felbermayr and Yalcin (2013) found that nations with access to
export credit insurance experienced lower export earnings volatility, which

contributed to more consistent GDP growth.

Their study emphasized that export credit mechanisms provide a buffer for exporters,
enabling them to maintain trade volumes in uncertain global markets. Egger and Url
(2006) observed that government-backed export credit guarantees helped firms
sustain export levels, which in turn supported economic growth through trade revenue
and job creation. Together, these studies highlight how export financing mechanisms
help reduce trade risks, stabilize export earnings, and facilitate GDP growth in

developing economies.

While these studies offer valuable insights, they also have limitations that may affect
the applicability of their results. For example, (Felber Mayr G. J and Yalcim E. 2013)
used aggregate trade data, which may not fully capture the specific effects of export
credit mechanisms on individual sectors within developing countries. This limitation

could impact the findings, as certain industries may benefit more from export
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correlation between reforms and increased trade finance availability, other factors,
such as global trade shifts or changes in the international financial environment, could
also contribute to these outcomes. The (WorldBank, 2021) observed that most studies,
including their own, tend to focus on larger economies or those with more developed
banking sectors, which may not reflect the experiences of smaller, less developed
countries. The impact of banking reforms in lower-income or less formalized
economies may differ significantly from that in more advanced economies. Both
studies acknowledged that the benefits of banking reforms on trade finance may take
time to fully materialize. Although regulatory reforms can improve financial stability,
the initial effect might be a tightening of lending conditions, which could temporarily

reduce the availability of trade finance, particularly for riskier businesses.

2.5 Conceptual Framework

This section under the literature review turns to represent in a pictorial form, the
expected relationship between variables used in the study. The conceptual framework
brings to picture the relationship between trade finance and economic growth, having
economic growth as the dependant variable, trade finance as the independent variable,
consumption, investment and government expenditure as the control variable, and
institutional framework as the moderating variable and productivity as the mediating

variable.

43
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Figure 2.1

INSTITUTIONAL
FRAMEWORK

ECONOMIC
GROWTH

TRADE
FINANCE

PRODUCTIVITY

CONSUPTION
INVESTMENT

GOVERNMENT EXPENDITURE

(Source: Author)

2.6 Chapter Summary

This chapter focused on the review of literature, where renowned theories where
considered to build the foundation of the research. These theories includes
endogenous growth theory and trade finance, export- led growth theory, institutional
theory of trade finance and growth, Douglas North 1990 and Daro Acemoglu 2001.
Empirical review was conducted, and a number of research works under different
researchers was reviewed to ascertain the relationship between trade finance and
economic growth. The different studies came out with mixed results and it employed
both qualitative and quantitative methods of analysis whilst others adopted the mixed
method. Different limitations where identified to include omitted variable bias, wrong
generalization base on specific country of research amongst others. Conceptual

framework was built to diagrammatically explain the type of relationship expected
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CHAPTER THREE

METHODOLOGY

3.1 Introduction

This chapter is one of the crucial stages or chapters of academic research, it is almost
the engine block of the research: it comprises of research methodology, research
design and approach, data collection dimensions, models used and variables
description, data analysis and estimation models which comprise of the unit root test
(Stationarity), estimation of regression model, research quality assurance, test for

linearity, autocorrelation test, normality test, heteroscedasticity test.

3.2 Methodology

This explains the step to step procedures, techniques or approach used to collect data,
analyse and interpret results or findings and also tells why the procedures used are
reliable and verifiable. According to Creswell, J.W. (2014), methodology in research
refers to the systematic and theoretical analysis of methods applied to a study. It
includes the principles, procedures and techniques used by a researchers to gather,

analyse, and interpret data.

3.3 Research Design and Approach

Research design and approach tells us how and what data is going to be collected for
the research work, how it IS going to be measured, analysed and estimated to bring in
to being a credible result. Research design is the overall strategy or plan that a
researcher employs to integrate the different components of the study in a coherent
and logical way, ensuring that the research problem is effectively addressed. It
outlines the procedures for collecting, measuring, and analysing data. A well-

constructed research design ensures that the data obtained is relevant and valid for
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answering the research questions. (Saunders, M., Lewis, P., & Thornhill, A. (2019).
For the purpose of this studies, the data on the value of export and import of Ghana
from ‘2009 to 2019’ will be collected from the ‘World Banks World International
Trade Solution’ through the internet as a data value representing trade finance in
Ghana as well as data on economic growth for the same period on Ghana, from this
same sources and it will be used for the measuring of the relationship between trade
finance and economic growth and the data will be analysed by the ‘Stata / SE 14’

software for the data analysis and estimated by a multivariate linear regression.

3.3.1 Research Design

This defines the various techniques used to conduct the research. For the purpose of
this research, correlational research is used since it examines the relationship between
two or more variables without manipulating them. Examples: Surveys, statistical

analysis.

3.3.2 Research Approach
Quantitative research approach is used since it emphasizes objective measurements
and the statistical, mathematical, or numerical analysis of data collected through pre-

existing statistical data.

3.4 Source of Data

This research depends on secondary data for its analyses and interpretation. The
source of my secondary data is from the ‘World Banks World International Trade
Solution’. The reason behind the selection of these secondary sources is that is easy to
collect the data and it is opened without an expensive cost, but only the cost of
internet, it is also reliable since the source of the data is a prestigious institution and

are seen not to be politically bias, unlike the local governmental and non-
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governmental institutions which are located in the country that are seen by the people

to be having political influence in line with the performance of their duty.

3.5 Model Building and Specification

To be able ascertain the relationship between trade fine and economic growth,
quantitatively a linear multivariate econometrics model of ‘Y= a + BaX — BsM + &
........... equa (3)’ is built to express this relationship. The process for measuring
gross domestic product, which is the total value of products produce within the
confines of a nation is express a function of consumption, investment, government
expenditure, export and import. This can be express mathematically as Y= f(C, I, G,
E, M) where Y represents Gross Domestic. Consumption(C) represent the expenditure
on consumable goods and services, Investment (I) represent expenditure on capital

goods, (G) which is government expenditure, (E) represents export and (M) — import.

To examine the relationship between trade finance and economic growth, we use
GDP (Y) as a proxy for economic growth and export minus import as a proxy for
trade finance. This can be equated as: Y= C+I+G+(X-M).............. equa (1). This
equation can be dissolved into an econometrics model to represent a linear regression

model for the purpose of our estimation as equation (2)

Y=oa+ f1C + oI+ P3G + PaX - BsM + & ........... equa (2)

From the above equation:

Y = economic growth.

| = investment.

G = government expenditure.

X = export.

48









University of Education,Winneba http://ir.uew.edu.gh

The violation of these assumptions may lead to the problem of multicollinearity,
heteroscedasticity, autocorrelation, specification error, measurement error and non-

normality.

To ensure that the time series data regression is due for running, the following

diagnostics has to be performed for the testing of hypothesis and prediction.

3.6 Test for Linearity
Testing for linearity involves assessing whether the relationship between two

variables can be effectively described by a straight line. Several methods can be used:

Scatter Plot: Construct a scatter plot of the variables. A linear relationship is

suggested if the data points align closely with a straight line (Field, 2018).

Residual Plot: Fit a linear model to the data and examine the residuals, which are the
differences between the observed and predicted values. A random scatter of residuals

around zero supports the linearity assumption (Gujarati, 2021).

Correlation Coefficient: Compute the Pearson correlation coefficient. Values near +1
or -1 indicate a strong linear relationship, though this alone does not confirm linearity

(Montgomery et al., 2012).

Linearity Test: Employ statistical tests such as the Ramsey RESET test to detect

specification errors in a linear regression model (Ramsey, 1969).

Add Polynomial Terms: Fit a polynomial regression model and compare its fit to that

of a linear model. Significant improvements in fit may suggest a non-linear
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relationship (Draper & Smith, 1998). The study employs partial residual plot to

testing linearity.

3.7 Autocorrelation Test

Serial correlation, or autocorrelation, refers to the situation where a variable’s
residuals (errors) are correlated with their own past values. Essentially, it measures
the relationship between a variable and its previous values over time. To test for serial

correlation, the study uses Breusch-Godfrey Test:

Hypothesis for Breusch-Godfrey test is below:

Null hypothesis Ho: No autocorrelation

Alternative hypothesis Hi: Autocorrelation exist

A high p-value (usually > 0.05) we fail to reject the null hypothesis, an indication of
no autocorrelation. A low p-value (usually < 0.05) we reject the null hypothesis and

conclude that there is autocorrelation. (Breusch & Godfrey, 1981).

3.8 Stationarity Test

Testing for residual stationarity involves assessing whether the residuals (errors) from
a model are stationary, meaning their mean, variance, and autocorrelation are
consistent over time. This is crucial because non-stationary residuals can lead to
unreliable model outcomes and diagnostic results (Hamilton, 1994). For the purpose

of this analysis the uses Philip-Perron test.

Hypothesis for Philip-Perron test is below:
Null hypothesis Ho: Presence of unit root (Non-stationary)

Alternative hypothesis Hi: No unit root (Stationary)
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A high p-value (usually > 0.05) we fail to reject the null hypothesis, an indication of
non- stationarity. A low p-value (usually < 0.05) we reject the null hypothesis and

conclude that there is no unit root, that there is stationarity.

3.9 Normality Test

Testing for normality involves determining whether a dataset follows a normal
distribution, which is crucial for ensuring the validity of many statistical analyses.
Shapiro-Wilk Test: Tests whether the data is normally distributed. A low p-value

(typically < 0.05) suggests the data deviates from normality (Shapiro & Wilk, 1965).

Hypothesis for Shipiro-Wilk test is below:

Null hypothesis Ho: The data is normally distributed

Alternative hypothesis Hi: Not normally distributed

A high p-value (usually > 0.05) we fail to reject the null hypothesis, an indication of a
normal distributed data. A low p-value (usually < 0.05) we reject the null hypothesis

and conclude that the residuals are not normally distributed.

3.10 Heteroscedasticity Test

Testing for heteroscedasticity involves determining whether the variance of residuals
(errors) in a regression model remains constant across different levels of the
independent variables. Heteroscedasticity occurs when this variance changes, which
can lead to inefficient estimates and unreliable statistical inferences (Breusch &

Pagan, 1979).

White Test: This general test for heteroscedasticity does not require specifying its

form. In Stata, a low p-value indicates evidence of heteroscedasticity (White, 1980).
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Hypothesis for White general test is below:

Null hypothesis Ho: Homoscedasticity

Alternative hypothesis Hi: Heteroscedasticity

A high p-value (usually > 0.05) we fail to reject the null hypothesis, an indication of
homoscedasticity. A low p-value (usually < 0.05) we reject the null hypothesis and

conclude that there is heteroscedasticity.

3.11 Multicollinearity Test

Multicollinearity is a situation in regression analysis where the independent variables
are highly correlated. This makes it difficult to estimate regression coefficient and it
affect the interpretation of the model. For the purpose of testing for multicollinearity

the studies adopted the variance inflation factor (\VIF). (Wooldridge, 2016).

Interpretation of VIF:
VIF < 10: Generally considered acceptable, meaning multicollinearity is not a

problem

VIF > 10: indicates high multicollinearity

3.12 Chapter Summary

This chapter concentrated on the methodology of the research, research design and
approach to the study. The study adopted the use correlation research approach and
quantitative design. The source of data for the study uses secondary data. Model
building for the regression analysis consisted of multivariate linear regression model.
Various tests were examined to be used in the next chapter on the linear regression

model, to make it fit for analysis and prediction.

54



University of Education,Winneba http://ir.uew.edu.gh

CHAPTER FOUR

RESULTS AND DISCUSSIONS

4.1 Introduction

This section turns to diagnose the linear regression built, to find out whether it can be
used for analysis and prediction of the relationship between trade finance and
economic growth pattern from 2009 to 2019 so that any analysis and prediction

resulting from the model does not become spurious.

4.2 Linearity Test Result

50 60
1 1

Component plus residual
40
|

30
1

20
1

exp

Figure 4.1: An upwards trend of export in relation to the linearity analysis

The figure above depicts an upwards trend of export in relation to the linearity
analysis. This figure was derive from ‘stataSE’ version 14 and it shows that export is

linear.
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Figure 4.2: Movement of import from 2009 to 2019 in relation to the linearity

analysis

This figure above depicts the movement of import from 2009 to 2019 in relation to
the linearity analysis. The figure was derived from ‘stataSE’ version 14 and it shows

that import is linear.

From the above two figures it can be told that the econometric model is linear

4.3 Stationarity Test Result:

T T T
2010 2015 2020
yr

Figure 4.3: an irregular constant movement showing a likely stationary

movement
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The graph above depicts an irregular constant movement showing a likely stationary

movement.

Table: 4.1 Stationarity Test Result

. pperron d gdp

Phillips-Perron test for unit root Number of obs

Newey-West lags

Interpolated Dickey-Fuller

Test 1% Critical 5% Critical 10% Critical

Statistic Value Value Value
%({rho) -10.104 -17.200 -12.500 -10.200
E(t) -2.906 -3.750 -3.000 -2.630

-

MacKinnon approximate p-value for Z(t) = 0.0446

The above table has a result of Philips-Perron test for stationarity. Per it requirement
the p-value which is 0.0446 has to be compared to the critical value at 5% significant
level, by doing this, when the p-value is greater than the 5% critical value we fail to
reject the hypothesis, implying that is non stationarity but when it is less than the
critical value at 5% we reject the null hypothesis and accept the alternative
hypothesis, indicating that is stationary. My p-value is 0.446, which is lower than the
critical value at 5% significance level, so the study rejects the null hypothesis and
accept the alternative hypothesis and conclude that the residuals of the model is

stationary.
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Table 4.2: Heteroscedasticity Test Result

White's test for Ho: homoskedasticity
against Ha: unrestricted heteroskedasticity

chi2 (5)
Prob > chiZ2

8.28
0.1416

Cameron & Trivedi's decomposition of IM—test

Source chi?Z2 adf i=)
Heteroskedasticity 8.28 5 O0.1416
Skewness 2.09 2 0.3512
Kurtosis 0.33 1 O0.5628
Total 10.71 8 0.2190

The above table depicts the results for the test for heteroscedasticity using the white’s
general test for heteroscedasticity. The requirement suggest that when the p-value is
greater than the critical value at 5% significant level, then, we fail to reject the null
hypothesis indicating that homoscedasticity is present but when the p-value is less
than the 5% significant level then, we reject the null hypothesis, an indication of the
presence of heteroscedasticity . In this case the p-value is 0.1416 which is greater than
the 5% significant level, so we fail to reject the null hypothesis and conclude that

homoscedasticity is presence. This makes the model fit for regression.

Table 4.3: Autocorrelation Test Result

Breusch-Godfrey LM test for autocorrelation

lags (p) chi? df Prob > chi2

1 2.394 1 0.1218

HO: no serial correlation
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The table above results from the test of autocorrelation, and by the rules according to
Breusch-Godfrey test, when the p-value is greater than the 5% critical value, we fail
to reject the null hypothesis and conclude that there is no autocorrelation, but when it
lesser than the critical value at 5% we reject the null hypothesis and conclude that
there is autocorrelation. Here the p-value is 0.1218 which is greater than the 5%
critical value, so we fail to reject the null hypothesis and conclude that there is no

autocorrelation.

Table 4.4 Normality Test Result

Shapiro-Wilk W test for normal data

Variable Obs W v Z Prob>z

residuals 11 0.88848 1.800 1.112 0.13310

The above table represents the results for normality test using Shapiro-Wilk test. The
standard is that when the p-value is lesser than the critical value at 5%, then we reject
the null hypothesis and conclude that the residuals are not normally distributed but
when the p-value is greater than the critical value of 5% then we accept the null
hypothesis and conclude that the residuals are normally distributed. From our
observation from the table above the p-value is 0.13310 which is greater than the 5%
critical, so we fail to reject the null hypothesis and conclude value that the residuals

are normally distributed.
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Table 4.5: Multicollinearity Test Result

. wif

Variable VIF 1/ VIF
logexp 2.50 0.1819&5
logimp 5.50 O.1819&5

Mean VIF 5.50

The above table presents the result of multicollinearity testing and by the standard,

when the variance inflation factor is less than the number 10, multicollinearity is not

considered a problem but when the variance inflation factor exceeds the number 10

then multicollinearity is being considered a problem. From the table the variance

inflation factor is 5.50 which is less than the 10, an indication that multicollinearity is

not a problem.

Table 4.6: OLS Regression Results

Source SS df MS Number of obs = 11
F(2, 8) = 97.12

Model 29.3687432 2 14.6843716 Prob > F = 0.0000
Residual 1.20954769 8 .151193462 R-squared = 0.9604
Adj R-squared = 0.9506

Total 30.5782909 10 3.05782909 Root MSE = .38884
gdp Coef. Std. Err. t P>t [95% Conf. Interval]
logexp 12.89509 .9309396 13.85 0.000 10.74834 15.04184
logimp -17.29937 1.457332 -11.87 0.000 -20.65999 -13.93876
_cons 12.02536 2.09711 5.73 0.000 7.18941 16.8613

From the table above the p-value test whether the corresponding coefficient is

significantly different from zero. The requirement is that is that when the p-value is

less than 0.05, the independent variable significantly affects the dependant variable.
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATIONS

5.1 Introduction
This chapter is made up of summary of the study, conclusion, recommendation and

suggestion for future research.

5.2 Summary of the Study

The purpose of this research, was to ascertain relationship between trade finance and
economic growth in Ghana from the year ‘2009 to 2019°. The research considered
what trade finance is, trade financing instruments, the evolution of money,
geographical and economic background of Ghana. Ascertaining the value of Ghana’s
trade balance and gross domestic product, examining the relationship between
Ghana’s trade finance and economic growth and exploring the impact of Ghana’s
trade finance on its economy were objectives marked for the study. Trade finance
theories and its linkage to economic growth were reviewed as well as empirical
studies by other researchers, in view of exploring studies conducted on the topic being
studied by other researchers. A conceptual framework was drawn to establish the
relationship between variables to be used in the study. The work adopted quantitative
method of study and correlational design. Secondary data was use for the topic’s
analysis because it is easier to collect and the cost involved is minimal since it
captures internet cost only, and the source of data is considered authentic from the
‘World Bank’ source. In order to make draw conclusion on the objectives of the
research and also answer the research questions, a multiple linear regression model
was built and data collected from the world bank was inputted to ‘StataSE version

14°. The following tests were run on the model to make it fit for non-spurious result:
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linearity test, autocorrelation test, stationarity test, normality test, heteroscedasticity

test and multicollinearity test.

5.3 Conclusion

The data fetched from the ‘World Bank’s World International Trade Solution’ shows
that, the total value for export from ‘2009’ to ‘2019’ is <138.1” and the total value for
import from <2009’ to ‘2019’ is ‘167.35° making a total value of -29.25" at
difference. An indication that the total value of gross domestic product from ‘2009 to
2019’ is “-29.25’ since by holding all variables constant the difference between the
total value of export and import equals the total value of gross domestic product,
therefore a trade balance deficit has been realized for Ghana under the period under
studied. The multiple regression analysis undertaken showed a negative relationship
between trade finance and economic growth, an indication that trade finance
insignificantly supported economic growth in Ghana from the period 2009 to 2019°.
High demand for foreign exchanged was recorded in these periods causing major
foreign exchange rates to rise and fluctuate pushing up prices of imports and since the
country imports more consumables, the general price of consumables rise to cause

inflation.

5.4 Recommendation
Government and other stakeholders should invest in human capital, research and
innovation to enable labour to acquire skills and knowledge to improve productivity,

thereby reducing import dependant.

Government and other stakeholders should provide subventions and infrastructure to

promote exportation.
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Strong institutional framework should be exercised by government and stakeholders

to support high productivity and exportation.

5.5 Suggestions for Future Research

The study conducted looked into the relationship between trade finance and economic
growth in Ghana which showed a negative relationship, implying that gross domestic
product is low even in terms of international trade financing. Areas that could be
looked at again as far as this research is concern will be institutional theory of trade

finance and growth in Ghana.
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APPENDIX A

Table summarising Ghana’s exports and imports from 2009 to 2019

based on data from the World Bank WITS platform

YEAR | EXPORTS(USD BILLION) | IMPORTS(USD BILLION) | TRADE BALANCE(USD BILLION)
2009 |6.22 10.00 -3.78
2010 | 7.96 11.76 -3.80
2011 | 13.97 15.64 -1.67
2012 | 13.52 17.70 -4.18
2013 | 1347 18.18 -4.71
2014 | 13.30 17.84 -4.54
2015 | 10.46 13.95 -3.49
2016 |11.13 12.91 -1.78
2017 |13.83 14.75 -0.9
2018 | 16.86 16.66 +0.20
2019 |17.38 17.96 -0.58
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