Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) “—.il
Vol.8, No.13, 2017 IIS E

Sub-Saharan Africa’s Financial Market Development Gp: A
Human Capital Deficiency? (Decomposition of BankingFinancial

Sector Intermediation and Stock Market Failures)

K. B. Afful,
Ghana Institute of Management and Public Adminiigtna
Between Achimota and Legon,
Accra, Ghana.

K. F. Asiedu,
GIMPA Consultancy Centre,
Ghana Institute of Management and Public Adminiitna
Between Achimota and Legon,
Accra, Ghana.
Abstract
This study evaluates the influence of human capitadevelopment of three elements of a financiatketa
namely: banks, financial sector intermediationhe private sector and stock markets, in Sub-Sahafiaca.
The developed model is relatively innovative asexplicitly models financial market failures, incksl a
nonlinear variable and is underpinned by adaptikmeetations. Tertiary education was found to b#cali for
banking, financial sector intermediation and stotkrket development. The study finds that, for thaking
industry, past failures narrow current gaps. Howewereased public expenditure on education isoirgmt for
only financial sector intermediation and stock neardkevelopment.
Keywords: Financial markets, Human capital, Sub-Saharan afric
JEL Classification: G10, 016, O55.

1. INTRODUCTION

Financial markets are critical for long-term andtainable development. Yet, Sub-Saharan Africa (SI%%s
one of the least developed financial markets, dtarzed by marginal innovation as well as wealutatipns
and oversight (Allen, Carletti, Cull, Qian & Senb2010). Out of the almost 48 countries on the cufitinent,
only South Africa has functioning bond, derivativasd stock markets. Furthermore, only about 18 SSA
economies have stock markets (World Bank, 201730Athe average ratio of private sector credit nusg
domestic product (GDP) in SSA hovers around 23 ggdrcThe same ratio for United States of America is
approximately 246.2 percent.

Previous research highlights that governance astitutional failures explain SSA’s deficient finaakcmarkets
(Anayiatos & Toroyan, 2009; Mbulawa, 2015). Allet al. (2010) and Andrianaivo & Yartey (2009) also
emphasize inappropriate laws and regulations as gfathe problem. Huang (2010) and Standley (2010)
emphasize the importance of socio-economic detexmtén The latter factors are instructive as, et amany
decades of significant economic liberalization asfrms, SSA financial markets have not witnessedrapid
development envisaged. Although, the sub-contisdmnking sector is expanding, more than 60 perafeits
population are unbanked. On the other hand, fimhrsgctor intermediation to the private sectorhaigh
expanding, still lags behind that of developed afttier emerging economies. Moreover, the sub-comtisme
stock markets are small, illiquid and relativelpétive.

This implies that there are other vital determinfagtors that could significantly enhance the leegn and
sustainable advancement of the sub-continent'saiilsd markets. One of such determinants is humaitata
(Hakeem & Oluitan, 2012). Therefore, this studyraiges the importance of human capital in finanaoiakrket
development in SSA. Additionally, it addresseslitezature gap on such research. Its findings hen@ications
that could deepen and strengthen the sub-cont;éngncial architecture. To meet its objectivédse paper
begins with an introduction. This provides a backmd and overview. The second chapter succinctligwes

pertinent literature, while the third section exptathe underlying analytical framework, data amdpgical
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methodology. The ensuing chapter presents thetseand discusses the findings. The final chaptewelver,
concludes and summarizes the study.

2. LITERATURE REVIEW

This section reviews pertinent theoretical and eicgli research. Theoretically, human capital refeos
competencies, hard or soft skills as well as kndgdethat improves productivity (Becker, 1993). Sue(1973),
on the other hand, argues that human capital Jasabre simply indicators of capability necessamy f
production. Gardner (2013) contributes to this tigday highlighting various dimensions of human talpsuch
as formal schooling. The Bowles-Gintis propositiypothesis intimates that human capital encompdssesn
capability to adjust to alternate conditions ordiion in an appropriately organized society (Bowfe&intis,
1975). This connotes the idea of adaptation. Titel hypothesis is similar to the Schultz/Nelsdwlps human
capital concept. All the afore-mentioned theoriesralatively similar, except the Spence hypothesis

Human capital is essential to appropriate functigrof financial markets (Huang, 2010; Outrevill®99). It has

a long-term sustainable augmenting influence ancb@mages financial market participation. Moreovir,
improves innovation, labor productivity and teclogital advancement (Cavapozzi, Fiume, Garroustedhdy,
2010). Low financial literacy limits activity andviestment in such systems. As well, the higheatieat which
individuals first participate in financial markettie lower the level of financial development in @obnomy
(Almenberg & Save-Soderbergh, 2011, Thomas & Spaf2015). On the other hand, increased human tapita
lowers the initial age at which individuals undé&gdinancial investments as well as deepens firdmarkets
and widens its scope.

One strand of human capital research highlightsatiditions to human capital are an asset invedtsianilar to

research and development expenditure or increaapiak per worker. Mincer (1974) outlines this wiiim

exposition to returns to schooling. This implieattfinancial market development may then be peecks a
return to improved human capital. Alternatively,tf@wille (1999) suggests that human capital israticator of
the level of socio-economic development. This talttgpothesis, has much broader applications. Oasoreis
because it may signify human capital improvemestadvances in cultural and socio-economic framesvork
processes. Such latter dynamic alterations decrigésenation and transaction costs and positivehpriove

financial system processes.

Another school of thought, the resource-based thepostulates that the human capital-financial raark
development relation may be modeled as a produdtination, with the former denoted as an input (@ui
2005). This is key as human resources design fiabnarket laws, institutions and norms that eitsimulate

or dampen financial development. The knowledge-thdsgothesis, a variant of the resource-based yheor
states that the most critical asset is human dggitaok, Todd, Combs, Woehr & Ketchen, 2011). Acting to
these two theories, however, SSA'’s financial madextelopment gap is due to deficiencies in its huaepital.
This study examines whether this is true.

A related but divergent hypothesis postulates thate are positive externalities to individual istreents in
education, skills acquisition or training (AcemodiuAngrist, 2000). By extension, increased persdnahan
capital investments indirectly improve financial nkets. There may be some merit to this, as innegati
financial instruments initially developed by traotiag parties in order to overcome existing linidat are
eventually adopted by other financial market paréints. However, it is the prior knowledge or skilgained
through education by the concerned individuals ¢imatbled them develop such innovative advancements.

An indirect link between human capital and finaheiarket development is implicitly suggested by B®n
(2001). The considered study asserted, generhby,dompetencies, knowledge and skills of employesesbe
internalized by the firm or organization. By exterglthis theory, human capital enhancements areatide of

financial market improvements, as the latter adates the former.

Critical human capital variables examined in assed empirical studies include: duration of tragpititeracy
rate, number of years of formal schooling, mathé&ahtand numeracy skills, quality of schooling, sch
enrolment ratios and student-teacher ratio (A#leal, 2010; Cavapozat al.,2010; Thomas & Spataro, 2015).
Alternatively, Bassi, Harrison, Ludwig & McMurreR@04) and Hansson (2004) use public expenditure or
investment on education as a measure of its qualityroductivity. Larsson & Morling (2015) proxyishby
using wage per employee.
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3. ANALYTICAL FRAMEWORK, METHODOLOGY AND DATA
3.1 Analytical framework:
To undertake its empirical analysis, this studyadeps a variant model developed initially in Aff@keahalam

and Ayogu (2017). Let country be the representative economy or country. Assdmla{tt is the level of

financial sector development at timeThe quality of human capitd¥, , is defined as¥, = )(* - Xi» where

* LP
X andy, are the optimal and current levels of human cagiiatk. Let—— represent a nonlinear interaction
t-1
effect between human capital and financial marlkstetbpment / failure. It may be noted that previtaye!l of
financial market developmenft_l, interacts with current quality of human capifethen, the relation between

¢, and W, may be postulated as:

Wy
&= W, +— 1)

t-1

As in Afful, Okeahalam and Ayogu (2017), assumet tﬁpis generated through an adaptive expectations

process such thaf, = &_,+0, (& -&,_,). Note thaté  is the optimal financial development level, whife
is the percentage enhancement to financial devedapat timet. Then equation (1) becomes:

x Y W &
(§-&) =+ -2 @
d G4. 9
W W £
Suppose thad, L In < . For ease of tractability;— , *—t Q and —* are denoted aéIJm ,
i g 9%6. 9 o
Et—ﬁt , §-15@nd &, 5 respectively.
t-1
* Lpty(ft
(E 'Ctt—l) = th,J‘ + 5— - Ctt_lyd + gi@ (3)
t-1

(f* —ft_l) may be interpreted as quality of financial marklelvelopment in country. Alternatively, it

. W
represents the degree of system failure. EquaBpstéates thatf -ft_l) is determined b)}-Pt’(jt , BN

t-1

and
&1, 5 respectively.

Similar to Afful, Okeahalam and Ayogu (2017), thtsdy disaggregates financial market developmeatthree
components, namely: banking industry, financiat@emtermediation to the private sector and stowrkets
enhancements. The underlying regression modekttanhines the influence of human capital on bankigor
development is represented as:

0]

expenditure d,

b
S

b* b _ b
(5 - 5t—1) - LIJexpenditured’t + LIJscholling,b't + l'IJtertiary,d'-'- - g(t—l,dt + gi,dt 4)
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Every variable with a superscript &f denotes the level of banking sector developmentngrovement.
Similarly, the regression model for financial sedtdermediation and stock market development apeasented
below as equations (5) and (6) respectively:

W .
expenditure d f
f “Stag g ®)

$ia

f* f _
(éT - Et—l) - l'IJexpenditureb} + l'IJscholling,d} + Lptertiary,5+

W

< s _ expenditure d;
(éT - gt—l) - LIJexpenditured’t + LIJscholling,b't + l'IJtertiary,d'-'-

g vt ©)
o
3.2 Empirical methodology

Related empirical studies are mostly parametrinature. These past studies may be categorizedviltoThe
first set considers static analytical techniquasghsas generalized linear regressions computingdfiand
random effects (Mbulawa, 2015; Yoong, 2011). Theeogroup focus on dynamic methodologies. A nunaber
these use dynamic panel approach, such as geeeératiethod of moments (GMM), including Huang (2010),
Mbulawa (2015) and Palacois-Huerta (2003). Thighstalso uses GMM methodology because equations (3)
(5) model a dynamic relation between human capitdl development in the three considered financakats.
Similar to the afore-mentioned studies, this studgs the one-step GMM estimation method becausewtie
step process has critical limitations (Greene, 20A4ulawa, 2015, Wooldridge, 2010).

However, as a matter of interest, the Breusch-Paggrangian test is used to ascertain whether & f&iman
capital-financial market development relation isardcterized by a predominant fixed or random effect
influence. This is because the sample is comprifeabout 14 SSA countries, spanning 15 years (@tijar
2005; Huang, 2010; Mbulawa, 2015; Wooldridge, 2010)

3.3 Data

The SSA region comprises of 48 countries with higliverse cultures, economies, ethnicity, land siaed
population. Data for the study covers 14 select€& Sountries: Botswana, Cote d’' Ivoire, Ghana, kKgny
Malawi, Mauritius, Morocco, Namibia, Nigeria, Soultirica, Swaziland, Tanzania, Uganda and Zambias€h
are selected because they have all three examinadcfal market types: banking industry, financalctor
intermediation to the private sector and a stockketa Zimbabwe is excluded because of lack of date
dataset is a balanced panel. The study is limibethé years 2010-2016 because of prior changesiimah
capital variables in previous years. Also, undedyivariable definitions were altered in precedirepng.
Therefore, for empirical accuracy, consistency ealdlity, only data within the considered years ased in the
empirical analysis. Data was sourced from Unitedid¥a Development Programme (2017) and World Bank
(2017).

The three dependent variables are banking sectmneement, financial sector intermediation to theape
sector improvements and stock market developmemt. ratio of bank deposits to Gross Domestic Product
(GDP) is the proxy for the level of advancementha banking industry. On the other hand, the pridgoof
total private sector credit by deposit banks ardted financial institutions to GDP signifies theadjty of
financial sector intermediation. Added to this,cétanarket capitalization to GDP ratio denotes stotkrket
development (Cavapozet al, 2010; Huang, 2010).

The relevant independent human capital variablesreamely: mean years of schooling, public expengion
education as a percentage of GDP, pupil-teaché& eatd tertiary schooling gross enrolment ratio ieth
Nations Development Programme, 2017). These af@mtioned variables are used by Broemal. (2008),
Cavapozziet al. (2010) and Cole & Shastry (2008). A lag of eaclpetelent indicator is included as an
additional independent variable in respective regjom models.

The optimal financial market and human capital datlirs are proxied by data for very highly devetbpe
economies. The latter are already defined and oetgl in United Nations Development Programme {201
and World Bank (2017). They represent the critmahchmarks used to develop the independent vasiase

illustrated in the functional form of the analytié@mework and model depicted in equations (1§)- (

4. EMPIRICAL ANALYSIS, RESULTS AND FINDINGS
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4.1 Pre-regression diagnostic tests
i. Multi-collinearity:

The pertinent multi-collinearity test indicatordadated are: condition index, eigenvalue, r-sqdatelerance
factor, variance inflation factor (VIF) and VIF sare root. Three sets of these are computed fofollmving
regressions: banking industry, financial sectorermediation and stock market development. The multi
collinearity test statistics are presented in il respectively.

Table 1. Banking industry development regressiaiabées - multi-collinearity test

Variable VIF VIF square | Tolerance R-squared Eigen- | Condition
root factor value index
Banking sector development 1.24 1.11 0.81 0.19 4.17 1.00
Banking sector development (LAG) 1.14 1.07 0.88 0.12 0.16 5.08
Mean years of schooling 1.51 1.23 0.66 0.34
Tertiary education (gross enrolment) 1.82 1.35 0.55 0.45 1.67 1.58
Pupil-teacher ratio 1.88 1.37 0.56 0.44 0.96 2.09
Interaction effect (banking industry1.81 1.34 0.55 0.45 0.28 3.84

and public education expenditure-
GDP ratio

Table 1 presents the multi-collinearity test resdtir the following variables: banking sector deyshent,
banking sector development lag, interaction effeean years of schooling, tertiary education gesgslment
and pupil-teacher ratio. Computed VIFs for all exsad variables are between 0.10 and 10. This mtsis
there is no multi-collinearity. The other multi-Gnkarity test statistics also confirm this conabus

Table 2. Financial sector intermediation regressimmbles - multi-collinearity test

Variable VIF VIF  square | Tolerance | R-squared | Eigen- | Condition
root factor value | index
Financial sector development 1.19 1.09 0.84 0.16 214. 1.00
Financial sector (LAG) 1.20 1.10 0.83 0.17 1.55 51.6
Mean years of schooling 1.45 1.21 0.69 0.31 1.11 951.
Tertiary education (gross1.81 1.35 0.55 0.45 0.63 2.58
Pupilteacher rati 188  1.3¢ 0.5¢ 0.4¢ 0.2¢ 3.84
Public expenditur-GDP ratic 1.7¢ 1.3¢ 0.5¢ 0.4¢ 0.17 5.C2
Interaction effect (Financial sectorl.76 1.33 0.57 0.43 0.05 9.41

intermediation and public
education expenditu-GDP ratio

Tables 2 and 3 report similar multi-collinearitgtetatistics for financial sector intermediatiodatock market
development regressions respectively. They alscabel that the examined variables are not multiivoedr.

Table 3. Stock market development regression vimsabmulti-collinearity test

Variable VIF JVIF square | Tolerance | R-squared | Eigen- | Condition
root factor value [ index
Stock market development 1.10 1.05 0.91 0.09 416 .00 1
Stock market LAG 1.14 1.07 0.88 0.12 1.40 1.72
Mean years of schooling 1.43 1.20 0.70 0.30 1.20 861.
Tertiary education (gross1.80 1.34 0.55 0.45 0.74 2.39
Pupil-teacher ratio 1.89 1.38 0.53 0.47 0.27 3.89
Public expenditur-GDP ratic 1.77 1.3 0.5¢ 0.44 0.17 4.91
Interaction effect (Stock marketl.75 1.32 0.57 0.43 0.05 9.07

development and public education
expenditur-GDP ratio
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ii. Stationarity:

The panel stationarity tests compute augmentedeYi€luller and Philps-Perron stationarity indicatdthile
the null hypothesis posits that the analyzed végidlas a unit root, the alternative premise avked the
indicator is stationary. The test results are preskin table 4.

Table 4. Panel stationarity tests

Variable ADF P- Philip-Perron P-
statistic [ value | Statistic value
Banking sector development 47.59 0.00 47.09 0.01
Banking sector development (LAG) 63.81 0.00 99.11 .000
Financial sector development 43.04 0.03 15.40 0.00
Financial sector development (LAG) 64.67 0.00 102.7 0.00
Stock market development 44.23 0.01 14.21 0.00
Stock market development (LAG) 61.65 0.00 109.91 000.
Mean years of schooling 41.68 0.03 62.58 0.00
Tertiary education (gross enrolment) 49.69 0.01 445. 0.00
Pupil-teacher ratio 69.79 0.00 17.43 0.00
Public expenditure-GDP ratio 42.59 0.03 24.85 0.00
Interaction effect (Banking sector development gouablic 1.45 0.21 47.39 0.00
education expenditure-GDP ratio)
Interaction effect (Financial sector intermediaténd public 1.67 0.11 49.92 0.01
education expenditure-GDP ratio)
Interaction effect (Stock market development andblipu 1.64 0.40 49.73 0.00
education expenditure-GDP ratio)
Interaction effect Il (Banking sector developmemidapublic 79.18 0.00 95.95 0.00
education expenditure-GDP ratio)
Interaction effect Il (Financial sector intermedatand public  43.21 0.03 42.31 0.00
education expenditure-GDP ratio)
Interaction effect 1l (Stock market development apdblic 95.95 0.00 78.19 0.00

education expenditure-GDP ratio)

Table 4 illustrates that all examined variablescemt the ADF results for all three interaction efée are
stationary. However, in order to overcome this tation, a multiplicative form of the interactionrtie was

constructed. Therefore, Iad,ftb_l*LlJ be the alternate interaction effect between banksegtor

expenditurd
enhancement and public education expenditure-GE®. va similar interaction term is computed for tbther
considered financial markets. These are interaaftect |l (banking sector development and pubticaation
expenditure-GDP ratio), interaction effect Il (fim@al sector intermediation and public educatiopesxiture-
GDP ratio) and interaction effect Il (stock markigtvelopment and public education expenditure-GO@)ra
respectively. The results in table 5 indicate #ibthe substitute interaction effects are statigna

4.2 Empirical results

The empirical analysis presents begins with thekipanindustry, followed by financial sector interdiation
and stock market development.

i. Banking industry development

Table 5 presents the Arellano-Bover/Blundell-BontI@ dynamic panel regression results for the banking
industry. It was found that, in SSA, previous baugksector failures somehow narrow current qualigsy This
may result from stakeholder correction of previaldiciencies in current time periods. However, speh
period banking industry enhancements are minim@hg.0rhis accords with the underlying adaptive exgtons
premise as well as the Bowles-Gintis human capitpbthesis.
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Table 5. Banking sector dynamic panel (GMM) regmess

Variables Coefficient Standard | Z-statistic P-
error value
Banking sector failure (LAG) -0.05 0.02 -2.30 0.02
Mean years of schooling -3.73 2.19 -1.70 0.09
Tertiary education (gross enrolment) -0.31 0.11 269 0.00
Pupil-teacher ratio 0.31 0.03 0.94 0.35
Public expenditure-GDP ratio 0.04 0.13 0.30 0.76
Interaction effect (Banking sector failure and paibl 0.04 0.05 0.89 0.37

education expenditure-GDP ratio)

The empirical analysis further finds that increasexdiary enrolment decreases banking deficiencieSSA, -
0.31. This possibly means that there are parti@datytical, cognitive or instructive skills thatt@nce banking
sector development which are more easily acquitgihd tertiary studies. This accords with Hakeen®iitan
(2012), Hansson (2004) and Larsson & Morling (2015)

Also, this result illustrates that increasing yeafrschooling does not ensure that the sought hfteran capital
competencies are gained. This is especially ravgali SSA where pupils and students spend longarsya

school because of long periods of absenteeism glatinacademic year. In some circumstances, thelskzerh
are forced to engage in child labor to supplemestamty household income (Aryeetey & Uldry, 1995)rther,

the lack of appropriate learning and teaching resesiadds little to the quality of existing humaapital.

Consequently, extending average formal schoolingtlemay not be the answer.

Table 6. Banking sector regression diagnostics

REGRESSION DIAGNOSTIC INDICATOR | VALUES
Wald-statistic 20.05
P-value 0.0C
Sargan testkl ;: over-identifying restrictions are valid) 204
P-value 0.2:
Arellano-Bond test H ,: no autocorrelation) — first order -1.35
P-value 0.18
Arellano-Bond test H ,: no autocorrelation) — second order -1.32
P-value 0.19
Breusch-Pagan lagrangian multiplier test statiskit;, : random effect is dominant) 0.27
P-value 0.30

The regression diagnostics in table 6 illustrabes odel is appropriately specified, based orpthalue of the
Wald statistic. Also, the Sargan test indicate$ tha regression is not over-identified. Furthereydhere is no
autocorrelation between the considered variablesn éhough the two-step GMM technique was not used.
Finally, from the Breusch-Pagan lagrangian mukiptest it may be inferred that the random effexst kexplains
the static relation between human capital and firdmarket development.

ii. Financial sector intermediation:

Table 7 below presents the GMM dynamic panel repesresults for financial sector intermediatiorheT
analysis reveals that tertiary gross enrolmentiligelevant in enhancing financial sector intediaion. This is
in consonance with the human capital theories esggbpreviously. Crookt al. (2011) and Larsson & Morling
(2015), similarly, emphasize tertiary educationcatical element in human capital accumulation imahcial

markets.
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Table 7. Financial sector intermediation - dynapaoel (GMM) regression

Variables Coefficient | Standard | Z-statistic P-
error value

Financial sector (LAG) -0.03 0.03 -0.92 0.36
Mean years of schooling -0.26 0.87 -0.30 0.76
Tertiary education (gross enrolment) -0.41 0.07 561 0.00
Pupil-teacher ratio 0.06 0.04 1.53 0.13
Public expenditure-GDP ratio -0.39 0.17 293 0.03
Interaction effect (Financial sector intermediatiand public 0.06 0.05 1.24 0.26

education expenditure-GDP ratio)

The results above, additionally indicate that iased public educational expenditure improves firsrsector
intermediation. It enhances human capital so thafinancial sector can better pool and allocadeurces to the
private sector (Hakeem & Oluitan, 2012).

Table 8. Financial sector intermediation - dynapdael (GMM) regression diagnostics

REGRESSION DIAGNOSTIC INDICATOR | VALUES
Wald-statistic 135.46
P-value 0.0c
Sargan testkd ;: over-identifying restrictions are valid) 5.08
P-value 0.0¢
Arellano-Bond test H ,: no autocorrelation) — first order 071
P-value 0.4¢
Arellano-Bond test H ,: no autocorrelation) — second order -1.37
P-value 0.17
Breusch-Pagan lagrangian multiplier test statiskit;, : random effect is dominant) 0.22
P-value 0.32

The regression diagnostics for financial sectagrimediation are presented in table 8. They alsicanel there is
no autocorrelation and over-identification in tlegnession model. Akin to the banking industry, mndeffects
describe the human capital-financial market retalioSSA.

iii. Stock market development / failure:

Table 9 reports the dynamic panel regression e$mitstock market development / failure. Unlike thanking
industry, prior stock market failure worsen sucfialencies. This possibly describes momentum effé@TtSSA
stock exchanges. An additional reason may becawdersarkets are more susceptible expectations i(Baas,
2004; Hansson, B. 2004; Thomas & Spataro, 2015).

Table 9. Stock market development dynamic panel N3 kegression

Variables Coefficient Standard Z-statistic P-
error value
Stock market (LAG) 1.19 0.41 2.87 0.00
Mean years of schooling -0.18 -0.27 -0.66 0.51
Tertiary education (gross enrolment) -0.05 0.03 221 0.03
Pupil-teacher ratio 0.002 0.003 0.72 0.47
Public expenditure-GDP ratio -0.03 0.01 2138 0.02
Interaction effect (Stock market development andblipu 0.00001 0.00008 0.14 0.89

education expenditure-GDP ratio)

Comparable to financial sector intermediation, ktatarket development is enhanced with increasedhtgr
school enrolment and public expenditure on edunafidese results in tables 7 and 9 may also irelitizt
developments in the stock market as well as fir@rsgctor intermediation are more advanced finhsgstems,
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requiring added human capital in the form of pulgipenditure to significantly improve (Basi al., 2004;
Hansson, 2004).

Table 10. Stock market development / failure (GM®gression diagnostics

REGRESSION DIAGNOSTIC INDICATOR | VALUES
Wald-statistic 89.91
P-value 0.0C
Sargan testK ,: over-identifying restrictions are valid) 1.81
P-value 0.41
Arellano-Bond test H ,: no autocorrelation) — first order 157
P-value 0.12
Arellano-Bond test H ,: no autocorrelation) — second order -1.58
P-value 0.11
Breusch-Pagan lagrangian multiplier test statiskit;, : random effect is dominant) 0.00
P-value 1.00

An alternate explanation of the significance ofiéey enrolment in all three considered financiarkets may
be that the returns to secondary level educatidin sgigards to its contribution to financial markievelopment
in SSA is zero or negative. This could be becadsexocess supply of secondary school graduates ®sub-
continent. On the other hand, with very few textiathool graduates in SSA, there may be signifigareasing
returns to its contribution in the region’s finaalcsystem.

Another dimension of these findings is highlightgdBehrman, Mitchell, Soo & Bravo (2012), Cavapoztzal.
(2020), Hakeem & Oluitan (2012) and Palacois-Hu¢2@03). They indicate that additional human capita
accumulation decreases risk aversion to financeket participation. Increased education altergqmion of
risks inherent in financial markets possibly expilag why it encourages participation in financigétems at an
earlier age. Perhaps, greater understanding aridhingito the operations and workings of markets ar
engendered with more human capital. Further, isg@duman capital may improve appreciation, devedop
and implementation of risk management strategiegrtow individual and household wealth as well as
organizational earnings. However, understanding theman capital-financial market development-risk
management triangle could be better explained bg¥ieral finance.

Another potential reason for the importance of harapital in financial market development may halatted

to the linkage between additional educational edjgare and increased income. Higher incomes reguftom
better schooling stimulate demand for more findnpi@mducts and services. Financial markets respond
creating instruments and services that result inaroed system development. As well, increased iecom
increases savings and resources flowing through fitencial system. All of these, including positive
externalities of individual human capital accumigdlat may create a positive cycle that explains hbbenan
capital-financial market development relation.

The findings of this study raise a few questionswéver. Firstly, what specific needs of financiahrkets
require tertiary schooling? What particular skidlsquired in tertiary education are so relevantfioancial
systems? Why does quality of human capital, asesgmted by public expenditure on education, matter
significantly for financial sector intermediatiomdastock markets? To what extent does SSA’s hurapitat
deficit explain its stunted stock markets? Theskather related stakeholder concerns, althoughvaate cannot

be addressed in this study as they are beyonddtses

5. CONCLUSION AND SUMMARY

This study examines the relevance of human caipitekplaining SSA'’s financial market failure. Tohéeve its
objectives, it commences with an introduction tbatlines the contextual background. This is followey a
literature review that discusses previous saliesearch. The study builds on past studies and ajgvedn
analytical framework that explicitly models finaatimarket failures, includes a nonlinear variabte as
underpinned by adaptive expectations. The studgrettfter, separates a financial market into thiahg
categories: banking industry, financial sectorrimediation to the private sector and a stock market

The study finds that, for the banking industry,tgdadures narrow current gaps. This may be exgdias an
adjustment response by economic agents and maakigtipants as they enhance the sector. Tertiangattn
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was found to minimize failures in SSA’s banking ustty. Both tertiary education and public expenditan
education were found to be critical to developiegidr financial system intermediation to the prvsg¢ctor. The
same variables were also found to be vital in egking stock market failure.

These results emphasize the central importanceuaiah capital in addressing SSA’s financial market
deficiencies in the long-term. One implication bfstis the need to provide appropriate incentivesecruit
some of the best, talented and skilled human resotr form part of the financial system. This ipexsally
critical as employees in financial market instibuis. This applies chiefly to agencies that mon#apervise and
regulate private financial institutions.

Additionally, obsolete traditional forms of leargiand teaching may be insufficient to appropriatidyeloping
the needed human capital essential for rapid fiahmoarket development in SSA. This requires inseeia
expenditure on education. However, current heali@mee on state funding to meet this need in SSgeiserely
insufficient. Additional financing and resourcesrfr the private sector and other organizations ¢essary.

Considering the current state of SSA’s learning athing facilities as well as the finding thagrth is little
interaction between human capital and financial ke on the sub-continent, there is a need for such
institutions to work together with the educatiosaktor. These may include organizing learning asdted
activities that stimulate development of requirenpetencies and skills. In Ghana, for instanceaamnual
banking and financial quiz is held for tertiarydtats (Ghana News Agency, 2012). It is hoped tiafihdings

of this study will stimulate further research.
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