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Abstract: The overall objective of the study is to investigate the impact of governance on 
financial development in Sub-Saharan African countries. To achieve the stated objective, the 
study employed balanced data of 43 Sub-Saharan African countries during the year 2002 to 
2018. To analyze the data, the study used both the fixed and random effect estimation 
approaches and explored the relationship between the three dimensions of governance and 
three pillars of financial development in Sub-Saharan African countries. The study also 
applied the Principal Component Analysis (PCA) to create indexes for the political, 
economic, and institutional dimensions of governance taking the six world governance 
indicators. The overall findings of the study indicate that the political, economic, and overall 
governance composite index has a positive and significant impact on the overall financial 
developments of sub-Saharan African countries. The development of financial institutions in 
the region is influenced significantly and positively by political, institutional, and overall 
governance. In addition, the economic dimension of governance has had a significant and 
positive impact on the development of the financial markets in sub-Saharan Africa. 
Furthermore, trade openness, real interest rate, inflation, real GDP, and access to electricity 
are all major macroeconomic predictors of financial development, according to the study. As 
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a result, all aspects of governance quality in the Sub-Saharan African countries must be 
improved. This can be achieved by policies aimed at strengthening voice and accountability, 
political stability, government effectiveness, regulatory quality, rule of law, corruption 
control, and overall macroeconomic reform.  
Keywords: Governance, Financial Development, Financial institution, financial market, and 
Emerging Markets.  
JEL code: N20; G18; G28 
 
1. Introduction  
Financial development enhances the efficiency of financial markets and the 
effectiveness of financial intermediation to improve the financial stability, access to 
capital, and financial services for a country (Sayılır, 2018). Financial sector 
development is required for the sustainable economic growth of a country (Asratie, 
2021). Financial sector development is about overcoming the costs incurred in the 
financial system (World Bank, 2016). A developed financial system will mobilize 
productive savings, allocate resources efficiently, improve risk management, and 
reduce information asymmetry, all of which facilitate innovation and 
entrepreneurship (Joseph Schumpter, 1911). It also promotes financial deepening 
and enhances access to capital and other financial services by ensuring the efficiency 
and effectiveness of the financial sector and financial intermediation (Abubakar, Y. 
I.etal, 2020). As a result, the relationship between financial sector development and 
economic growth has been a topical issue (Omodero, 2021). 
The relation between financial development and economic growth has been one of 
the most investigated topics in economics (Junior Abeka, et al., 2021; Mlachila, et 
al., 2016; Levine, R, 1997; Asghar & Hussain, 2014; Davis, 2004 and Hassan, et al., 
2011). The finding of previous research indicates the positive and significant impact 
of the financial sector development in facilitating and sustaining growth (Beck et al., 
2000; King and Levine, 1993; Asghar and Hussain 2014) lowering poverty and 
reducing income inequality (Kappel, 2010 and Jeanneney & Kpodar 2011).  
The channels through which the financial sector development catalyze economic 
growth includes, mobilizing and pooling savings, producing information ex-ante 
about possible investments, supporting the efficient allocation of capital and 
enhancement of total factor productivity, monitoring investments and exerting 
corporate governance, diversification, and management of risks, reduces information 
asymmetries, reducing transaction and monitoring costs, reducing the volatility of 
the economy by providing a variety of instruments and information to cope with 
adverse shocks through consumption and investment smoothing (Levine, 1997, 
Levine, 2004 and Mlachila, 2016). The financial sector development promotes 
economic growth not just by encouraging private sector development, but also by 
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enabling the public sector in investing in infrastructure and encouraging households 
to invest in human capital (Zhuang et al., 2009).  
Sub-Saharan African countries have made substantial progress in financial 
development over the past decade, but there is still considerable scope for further 
development (Mlachila, 2016) and the existing financial development is not 
efficiently converted into desirable levels of economic growth (Junior Abeka, et al., 
2021). Besides, the positive effects of financial development on economic growth 
have encouraged researchers to study the determinants of financial development. 
(Voghouei et al., 2021).  According to those researches, financial development is 
significantly influenced by a variety of factors ranging from economic to cultural 
(Omar & Inaba, 2020) including; inflation, trade openness, market capitalization, 
investment rate, and interest rate (Shabbir et al., 2018); institutions, the openness of 
trade and financial markets, legal tradition, and political economy  (Voghouei et al., 
2021), human capital and trade openness ( Ibrahim & Sare 2018); external debt, 
reserve requirement, real exchange rate, lending interest rate, inflation, political 
freedom index, trade openness and economic growth (Asratie, 2021), the six world 
governance indicators (Abubakar et al., 2020) are identified as factors promoting the 
financial system. 
However, a good measurement of financial development is essential for analyzing 
the financial sector's development and understanding the impact of financial 
development on economic growth and poverty reduction (World Bank, 2016). The 
ratio of domestic loans to the private sector as a percentage of GDP (Junior Abeka, 
et al., 2021; Asratie, 2021; Khalfaoui, H, 2015; and Allen & Ndikumana, 2000), the 
ratio of financial institutions' assets to GDP, the ratio of liquid liabilities to GDP, and 
the ratio of deposits to GDP (World Bank, 2016) are the major traditional empirical 
proxies for financial development. These measurements, on the other hand, do not 
take into consideration the complexities of financial development (IMF, 2020). To 
put it another way, because a country's financial sector is made up of a diverse set of 
financial institutions, markets, and products, these estimates are merely a rough 
guide and do not take into account all aspects of financial development (World Bank, 
2016). 
Thus, this study employed the financial development index of IMF which 
summarizes the depth (size and liquidity) of financial institutions and financial 
markets, access (the ability of individuals and businesses to obtain financial 
services), and efficiency (the ability of institutions to deliver financial services at 
low cost and with sustainable revenues, as well as capital market activity) (IMF, 
2020). 
As a result, the overarching goal of this research is to look into the relationship 
between governance and financial development in Sub-Saharan Africa. With this 
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general objective in mind, the study also explores the impact of the political, 
economic, and institutional governance components on the development of financial 
institutions and financial markets in Sub-Saharan African countries. Different 
scholars in the field conducted on the determinants of financial development, but this 
study is unique in that, it tried to see the relationship between various dimensions of 
governance (political, economic, and institutional) and different pillars of financial 
development (financial sector development, financial institution development, and 
financial market development) in sub-Saharan African countries.  
 
2. Review of literature 
2.1. Financial development and economic growth  
Financial markets and institutions are critical in the process of economic 
development (Sanni et al., 2020), particularly when it comes to distributing funds to 
productive activities. Well-functioning financial institutions and markets boost 
economic growth (Beck et al., 2000; Asghar and Hussain, 2014; and King and 
Levine, 1993).  
Financial development is not only important for economic growth, but also it helps 
to reduce poverty and income disparities in the process of economic development. 
The benefits of financial development outweigh the costs, that is why most countries 
that begin their economic growth process employ financial procedures and tools to 
increase their chances of success (Khalfaoui, 2015). So, why have so many countries 
remained economically underdeveloped even though financial development is so 
beneficial to growth? Why are certain economies blessed with well-functioning 
financial markets and institutions while others do not? Given the importance of the 
financial-economic relationship, it's critical to understand the elements that 
contribute to financial inequities (Takyi & Obeng, 2013).  
 
2.2. Determinants of financial development  
Since financial development is useful in reducing poverty and income inequality and 
showed a positive relationship with economic growth, different studies in developing 
and emerging economies were conducted on the determinants of financial 
development (Ezeibekwe, 2020). Financial development is determined by economic 
growth, which leads to increased demand for a financial instrument that expands the 
financial sector (Calderón & Liu, 2002; Robinson, 1952; cited by Nageri, 2020). 
Besides, initial capital, trade openness, initial population, institutional quality, 
government policies, geographic variables, and cultural qualities all influence a 
country's level of financial development (Huang, 2005). Institutions, commerce, and 
culture all play a role in explaining the disparities in financial development among 
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countries (Herger et al., 2008). Institutions that uphold the rule of law and trade 
openness, have a positive and immediate impact on financial development.  
Baltagi et al. (2009) and Law (2007) investigate the factors that influence financial 
development heterogeneity both within and across countries. The main point is that 
a strong economic institutional framework and trade openness are critical 
components of financial development. 
 
2.3. Governance quality and financial development  
In an era of rapid change, globalization, and increasing uncertainty, all developed 
and developing countries are looking for a new form of governance that is better 
suited to the times to gain an advantage in economic competitiveness and generate 
substantial and sustainable social growth (Keping, 2018). However, because it is 
interpreted differently by different people and institutions, we must restrict our 
emphasis. The idea's definition changes depending on the level of governance in 
question, the goals to be achieved, and the methods used (Bevir, 2012 and Hufty, 
2011). The new UNDP definition of economic policy, on the other hand, is one of 
the best broad definitions of governance that may be used.  
“Governance is the system of values, policies, and institutions by which a society 
manages its economic, political, and social affairs through interactions within and 
among the state, civil society, and private sector. It is the way a society organizes 
itself to make and implement decisions—achieving mutual understanding, 
agreement, and action.”   — UNDP Strategy Note on Governance for Human 
Development, 2004. 
Governance has been thoroughly analyzed and explained by several professionals 
with a broad range of definitions. Using panel data of 101 countries from 1984 to 
2013, Khalid, U., and Shafiullah, M. (2021) explore bidirectional causality between 
governance and financial development. The findings revealed that strengthening 
governance quality has a beneficial impact on financial development, and Granger 
causality tests show that financial development and governance metrics are 
bidirectionally causal. Similarly, Karikari (2010) examines the factors that influence 
the financial development of 37 countries in Sub-Saharan Africa, with a focus on the 
roles of governance and financial liberalization, and finds that the importance of 
institutions to financial development reflects the widespread belief that good 
governance is a prerequisite for long-term economic growth.  
Samadipour, et al. (2017) also looked into the impact of good governance and 
financial liberalization on financial development from 1996 to 2013 and found that 
in all estimated models, components of governance index and financial liberalization 
in low-income developing countries have a positive and significant impact on 
financial development, which is consistent with experimental evidence. Cooray, A. 
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V. (2010), on the other hand, looks at the impact of two government dimensions, 
namely size and quality, on two financial sector dimensions, size, and efficiency, in 
a cross-section of 71 economies. According to the findings, higher government 
quality, as evaluated by governance and legal origin, has a positive impact on both 
the growth and efficiency of the financial sector. The impact of governance on 
financial development in West African countries is also investigated by Abubakar et 
al. (2020) and the result revealed that political stability, the absence of violence, and 
regulatory quality all have a significant impact on financial development proxies. 
Furthermore, voice and accountability, trade openness, and interest rate have an 
impact on the bank deposit-to-GDP ratio, whereas government effectiveness, rule of 
law, and control of corruption have an impact on domestic credit to the private sector. 
Having the findings of previous literature in mind, this study develops the following 
theoretical framework (See figure 1).  
 

 
Figure 1 Theoretical framework 
Source: Own computation; 2021. 
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3. Materials and method  
3.1. Data type and source 
The study analyzed the impact of governance and other macroeconomic control 
variables on the development of financial institutions and financial markets in 43 
Sub-Saharan African countries during the period from 2002 to 2018. The study 
utilized data from World Governance Indicator (WGI), World Development 
Indicator (WDI), and International Monetary Fund (IMF) for modeling the 
relationship between different governance parameters with various pillars of 
financial development in sub-Saharan African countries.  
 
3.2. Model specification 
The functional relationship of the empirical model is described in three sub-groups 
mainly based on economic reasoning, data availability, and the aforementioned 
theoretical framework. The first four model specifications look at the three-
dimensional and overall effects of governance and other macroeconomic variables 
on the overall financial development of Sub-Saharan African countries. The study 
has four model specifications in the second sub-group that are used to investigate the 
three-dimensional and overall impact of governance on financial institution 
development, and it has four model specifications in the last sub-group used to 
investigate the three-dimensional and overall impact of governance on the financial 
market development in sub-Saharan African countries. 
 

i. Governance quality indicators and financial development 
𝐹𝐷!" = 𝛼 + 𝛽#𝐺𝐼!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"  (1) 
𝐹𝐷!" = 𝛼 + 𝛽#𝑃𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (2) 
𝐹𝐷!" = 𝛼 + 𝛽#𝐸𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"… (3) 
𝐹𝐷!" = 𝛼 + 𝛽#𝐼𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (4) 

ii. Governance quality indicators and financial institution development 
𝐹𝐼!" = 𝛼 + 𝛽#𝐺𝐼!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"  (5) 
𝐹𝐼!" = 𝛼 + 𝛽#𝑃𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (6) 
𝐹𝐼!" = 𝛼 + 𝛽#𝐸𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (7) 
𝐹𝐼!" = 𝛼 + 𝛽#𝐼𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (8) 

iii. Governance quality indicators and financial market development 
𝐹𝑀!" = 𝛼 + 𝛽#𝐺𝐼!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!" (9) 
𝐹𝑀!" = 𝛼 + 𝛽#𝑃𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"        (10) 
𝐹𝑀!" = 𝛼 + 𝛽#𝐸𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"								 (11) 
𝐹𝑀!" = 𝛼 + 𝛽#𝐼𝐷𝐺!" + 𝛽$𝑇𝑂!" + 𝛽%𝑅𝐼𝑅!" + 𝛽&𝐼𝑁𝐹!" + 𝛽'𝑅𝐺𝐷𝑃!" + 𝛽(𝐴𝐸!" + 𝜀!"											(12) 
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Table 1 Description of variables and sources of data 
Variables  Measurement  Source   
Governance quality 
indicators  
(Independent variables)  

Overall Governance index (GI) World Governance 
Indicators (WGI) and 
PCA computation   

Political Dimension of Governance (PDG) 
Economic Dimension of Governance (EDG)  
Institutional Dimension of Governance (IDG) 

Control Variables  Trade Openness (TO) World Development 
Indicators (WGI) Real Interest Rate (RIR) 

Inflation (INF) 
Real GDP (RGDP) 
Access to Electricity (AE) 

Financial development 
indicators  
(Dependent variable) 

Overall Financial Development (FD) International 
Monetary Fund (IMF) Financial Institutions Development (FI) 

Financial Markets Development (FM) 
Source: Own computation, 2021. 

 
3.3. Estimation method 
In this study, the study adopted a fixed and random effects model with the help of 
balanced panel data during the year 2002 to 2018. Using the Haussmann test, the 
fixed-effects model is compared against a random-effects model. Before being 
employed in the interpretation, all models were tested for heteroskedasticity, 
multicollinearity, and serial autocorrelation. Applying the Principal Components 
Analysis (PCA) tool, the study created four composite governance indexes: the 
political dimension of governance index, the economic dimension of governance 
index, the institutional dimension of governance index, and the overall governance 
index, comprising all the six governance indicators of WGI. Large datasets are 
becoming more common, yet they can be challenging to comprehend. PCA is a 
technique for reducing the size of large datasets while retaining as much information 
as possible. It achieves this by gradually introducing new uncorrelated variables that 
reduce variance (Jolliffe, I. T., & Cadima, J., 2016). 
 
4. Empirical results and analysis 
4.1. Descriptive statistics  
Table 2 presents the summary statistics of explanatory and explained variables. The 
overall governance index (GI), the political dimension of governance (PDG), the 
economic dimension of governance (EDG), institutional dimension of governance 
are considered as independent variables and trade openness, real interest rate, 
inflation, real GDP, and access to electricity (as a proxy for infrastructural 
development) were considered as control macro variables. On the other hand, overall 
financial development (FD), financial institution development (FI), and financial 
market developments are considered as explained variables.  
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Table 2 Summary statistics 

Variable Mean Std. Dev. Min Max 
GI .0500652 .9366428 -2.561793 2.729874  
PDG .0994164 .9326763 2.115273 2.019942 
EDG .0585143 .8568432 2.280701 2.659893 
IDG .0357547 .9527405 -1.82559 2.798253 
FD .1393898 .1018082 0 .6484371 
FI .2346289 .136957 0 .7356487 
FM .0388635 .0848109 0 .5413688  
TO 73.2042 38.00106 20.72252 311.3541 
RIR 8.1818 10.57782 34.46203 61.8826 
INF 8.120115 18.31782 -8.97474 379.848 
RGDP 30,500,000,000 77,300,000,000 125,000,000 467,000,000,000  
AE 38.17548 26.50218 1.243382 100 
obs 696    

Source: Own computation, 2021. 
 
4.2. Econometric regression results and discussion 
4.2.1 The impact of governance on financial development in SSA 
Table 3 presented the results for the dimensional effects of governance and other 
macroeconomics variables on financial development. Columns (M1) – (M4) are 
estimated with overall financial development as a dependent variable and overall 
governance index, political dimension of governance, economic dimension of 
governance, and institutional dimensions of governance were used as a proxy for 
governance quality indicators respectively. 
The overall governance index encompasses all the six governance parameters of 
WGI and is used in the study to examine their impact on the financial development 
of sub-Saharan African countries. The results reported in column (M1) of Table 2 
indicated that the overall governance composite indexes are statistically significant 
and positively affect the financial development of sub-Saharan African countries. 
This finding is in line with the findings of Khalid & Shafiullah (2021) and Ellahi et 
al. (2021), Ellahi et al. (2021), and Abubakar et al. (2020) who indicated the positive 
and significant impact of governance on financial development in different regions. 
Therefore, it can be concluded that the increase in the overall governance composite 
index leads to financial development in sub-Saharan African countries. 
The impact of the political dimension of governance was employed in the study to 
see its impact on the financial development of sub-Saharan African countries. The 
result indicated on Column (M2) that there is a positive and significant impact 
between the political dimension of governance and the financial development of sub-
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Saharan African countries which was consistent with the findings of Abubaka et al. 
(2020) who found the significant and positive impact of the two components of the 
political dimension of governance which are voice and accountability and political 
stability on financial development. Therefore, it can be concluded that the increase 
in the political dimension of governance leads to an increase the financial 
development in sub-Saharan African countries. 
 

Table 3 Governance quality and overall financial development 
Dependent variable: Overall financial development 

Model  M (1) M (2) M (3) M (4) 
Hausman test fe re re re 
GI  0.009796** 

(0.004142) 
   

PDG  0.007266** 
(0.042604) 

  

EDG    0.010357** 
(0.0041318) 

 

IDG    0.0056545 
(0.0034758) 

TO  0.0001478** 
(0.00006) 

0.0001923*** 
(0.0000674) 

 0.0002251*** 
(0.0000684) 

0.0001889*** 
(0.0000674) 

RIR -0.0002549** 
(0.000122) 

-0.0003109** 
(0.0001247) 

-0.0003199** 
(0.0001263) 

-0.0003186** 
(0.0001242) 

INF -0.0001867 
(0.000137) 

-0.0002212 
(0.001403) 

-0.0001543 
(0.000146) 

-0.0002138 
(0.0001406) 

RGDP 3.46e-13*** 
(4.78e-14) 

3.57e-13*** 
(4.64e-14) 

3.74e-13*** 
(4.58e-14) 

3.70e-13*** 
(4.62e-14)  

AE  0.0009059*** 
(0.000143) 

0.0010413*** 
(0.0001412) 

0.0010937*** 
(0.000141) 

. 0.0010488*** 
(0.0001409) 

Cons  0.107641*** 
(0.00758) 

0.0935002*** 
(0.0127353) 

0.0881441*** 
(0.0113851) 

0.0943671*** 
(0.126626) 

R2 within 0.2523 0.2399 0.2358 0.2392 
R2 between 0.7398 0.7036 0.7366 0.7007 
R2 overall 0.7230 0.6918 0.7190 0.6883 
The standard errors are presented in the parentheses and fe denotes fixed effect while re 

denotes random effect.  
*, ** and *** represents the level of significance at 10%, 5% and 1% 

Source: Own computation, 2021. 
 
In the third column (M3), the quality of governance is proxied by the economic 
dimension of governance and the regression result indicated the positive and 
significant impact of the economic dimension of governance on financial 
development. In the last column (M4), the study employed the institutional 
dimension of governance as a proxy of governance indicators and the regression 
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result depicts the positive but insignificant impact of the institutional dimension of 
governance on financial development.  
With regards to the control variables, in all of the above four regressions, trade 
openness, real GDP and access to electricity are statistically significant and 
positively affect the financial development of SSA countries. While the real interest 
rate is statistically significant and negatively affects the financial development of 
sub-Saharan African countries.  
 
4.2.2 The impact of governance on financial institution development in SSA 
Table 4 presents results for the dimensional effects of governance and other 
macroeconomic variables on financial institution development.  

 
Table 4: Governance quality and financial institution development 

Dependent variable: Financial Institution Development 
Model  M (5) M (6) M (7) M (8) 
Hausman test fe fe fe re 
GI 0.0193894*** 

(0.0054875) 
   

PDG  0.0127633** 
(0.0057826) 

  

EDG   0.0004273 
(0.0056033) 

 

IDG    0.0142348*** 
(0.0046427) 

TO 0.0001798** 
(0.0000885) 

0.0001766** 
(0.0000893) 

0.0001684* 
(0.0000903) 

0.0002486*** 
(0.00009) 

RIR -0.0004833*** 
(0.0001628) 

-0.0005585*** 
(0.000162) 

-0.0006192*** 
(0.0001617) 

-
0.0005778*** 
(0.0001659) 

INF -0.0006389*** 
(0.0001825) 

-0.000722*** 
(0.0001824) 

-0.0007249*** 
(0.0001873) 

-0.0007202 
(0.0001877) 

RGDP 5.17e-13*** 
(6.34e-14) 

4.81e-13*** 
(6.43e-14) 

5.00e-13*** 
(6.42e-14) 

4.85e-13*** 
(6.17e-14) 

AE 0.0016004*** 
(0.001899) 

0.0015835*** 
(0.0001919) 

0.0016086*** 
(0.0001929) 

0.00176 *** 
(0.0001883) 

Cons 0.179154*** 
(0.0100422) 

0.1833311*** 
(0.0100273) 

0.1873145*** 
(0.0102437) 

0.1660419*** 
(0.0169521) 

R2 within  0.3589 0.3474 0.3398 0.3382 
R2 between  0.5901 0.5340 0.4596 0.5903 
R2 overall 0.5792 0.5312 0.4614 0.5859 
The standard errors are presented in the parentheses and fe denotes fixed effect while re 
denotes random effect.  The level of significance:  *, ** and *** represents the level of 

significance at 10% 5%, and 1% 
Source: Own computation, 2021. 
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Column (M5) – (M8) are estimated with overall financial institution development as 
a dependent variable and overall governance index, political dimension of 
governance, economic dimension of governance, and institutional dimensions of 
governance were used as a proxy for governance quality indicators respectively. 
The results reported in column one (M5), column two (M6), and column four (M8) 
of Table 3 indicate the positive and significant impact of overall governance, the 
political dimension of governance, and institutional dimension of governance on the 
financial institution development of SSA countries, respectively. While column 
three (M7) presents the positive but statistically insignificant impact of the economic 
dimension of governance on financial institution development.  
Trade openness, real GDP, and access to electricity have statistically significant and 
have a positive impact on the financial institution development of SSA countries. On 
the other hand, real interest rates and inflation have a significant negative impact on 
the financial institution development of the region.  
 
4.2.3 The impact of governance on financial market development in SSA 
Table 5 presents results for the dimensional effects of governance and other 
macroeconomic variables on financial market development. Columns (M9) – (M12) 
are estimated with overall financial institution development as a dependent variable 
and overall governance index, political dimension of governance, economic 
dimension of governance, and institutional dimensions of governance were used as 
a proxy for governance quality indicators respectively. 
The result reported in column three (M11) of table 5 indicates the positive and 
significant effect of the economic dimension of governance and trade openness on 
the financial market development of SSA countries. However, the overall 
governance index, the political dimension of governance, and the institutional 
dimension of governance are not statistically significant to affect the financial market 
development of SSA countries. With regards to control variables, all columns of 
table 4 indicate the significant and positive impact of real GDP on financial market 
development. Besides, column two (M10), column three (M11), and column (M12) 
indicate the positive and statistically significant impact of inflation and access to 
electricity on the financial market development of -sub-Saharan African countries.  
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Table 5: Governance quality and financial market development 
Dependent variable: Financial Market Development 

Model  M (9) M (10) M (11) M (12) 
Hausman test fe re re re 
GI -0.0001677 

(0.0051056) 
   

PDG  -0.0045562 
(0.0050951) 

  

EDG   0.0090264* 
(0.004906) 

 

IDG    -0.0021144 
(0.0041623) 

TO 0.0001102 
(0.000824) 

0.0001262 
(0.0000817) 

0.0001403* 
(0.000082) 

0.0001271 
(0.0000817) 

RIR -0.0000168 
(0.0001515) 

-0.0000631 
(0.000153) 

-9.21e-06 
(0.0001527) 

-0.0000496 
(0.0001521)  

INF 0.0002725 
(0.0001698) 

0.0003217* 
(0.0001722) 

0.0003953** 
(0.0001764) 

0.0003191* 
(0.0001721) 

RGDP 1.62e-13*** 
(5.90e-14) 

2.91e-13*** 
(5.47e-14) 

3.01e-13*** 
(5.39e-14) 

2.80e-13*** 
(5.46e-14) 

AE 0.0001773 
(0.0001767) 

0.0003664** 
(0.0001686) 

0.0003322** 
(0.0001671) 

0.0003492** 
(0.0001684) 

Cons 0.320449*** 
(0.0093404) 

0.0154822 
(0.0130532) 

0.0107796 
(0.0124902) 

0.0152416 
(0.132018) 

R2 within 0.0324 0.0345 0.0305 0.0325 
R2 between  0.6806 0.6655 0.7574 0.6895 
R2 overall 0.6247 0.6165 0.7054 0.6371 
The standard errors are presented in the parentheses and fe denotes fixed effect while re 
denotes random effect.  The level of significance:  *, ** and *** represents the level of 

significance at 10%, 5% and 1% 
Source: Own computation, 2021. 

 
5. Conclusion and Policy Recommendation  
This study investigates the three-dimensional impacts of governance on the three 
dimensions of financial development over the period 2002 to 2018. We used the 
fixed effects and random effect estimation techniques to examine the impact 
governance quality indicators composite index including the political dimension of 
governance, the economic dimension of governance, institutional dimension of 
governance, and overall governance composite index on the three dimensions of 
financial development including financial institution development, financial market 
development, and overall financial development.  
Using Principal Component Analysis (PCA), we created the three dimensions of 
governance by using the six governance indicators. The general findings of the study 
indicate that the political, economic, and overall governance composite index has a 
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positive and significant impact on SSA countries' overall financial developments. 
The political, institutional, and overall governance composite index has had a 
considerable and positive impact on the development of financial institutions in SSA 
countries. Furthermore, the economic dimension of governance has had a major and 
positive impact on the development of financial markets in SSA countries. 
In addition to this, it has been suggested in the study that trade openness, real interest 
rate, inflation, real GDP, and access to electricity are key determinants of the 
financial institution, financial market, and overall financial development in SSA 
countries.  
The policy recommendations include a need to improve all dimensions of 
governance quality. This can be achieved by policies designed towards improving 
voice and accountability, political stability, government effectiveness, regulatory 
quality, rule of law, and control of corruption.  
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