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The service sector in Ghana over the years has seementious growth, displacin
both the agricultural and industrial sectors. Thusfitting to examine what drives thit
growth in the service sector of Ghana and also determitich of the sulsectors is
more potent. To achieve this, two models were specified.method of Ordinary Leas
Squares estimation technique was employed to determingotBacy of the service
sub-sectors (transport and communication, tourism, finhmestitutions, health anc
education) and also to determine the contributiomsiapact of some macroeconom
variables (labour force, capital, real gross domestidymt, service export and servic
import) on service output in Ghana. The study findigs financial institutions are th:
sub-sector that drives service output in Ghana. Alsoulaforce and real gross dose
tic product per capita were determined as the key reaocrmmic variables that driv:
the service sector growth in Ghana. Based on this, tidg secommends that mone-i
vestment be made in such areas.
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Introduction

Production is the process and method used to transform tangible inputadterials, semi-finished goods ,sub-assemblies)
and intangible inputs (ideas, information, knowledge) into goods and se(adhanty and Lakhe, 2001). Resources are
used in this process to create an output that is suitable for uses exchange value. It is however, the act of creating use
(value) or utility that can satisfy a want or need. The act mayay not include factors of production other than labour
(Kaboski, 2000). Production process can be categorized int thein sectors, viz: the primary sector, secondary sector,
and the tertiary sector. The primary sector involves the extraction ofrcesalirectly from the earth, this includes agricu
tural and resource extraction industries. In these industries, the produds,(foaus of production) is a natural resource.
The various industries found in this sector include mining, agricultorestfy, and fishing. The secondary sector involves
the processing of raw materials from primary industries and includesdthgtiiies that produce a finished, tangible product
(construction, manufacturing).The tertiary sector is the group that is invalvdte provision of services, they include
teachers, managers, research and development and other servicap(Mathanty and Lakhe, 2001).

The service sector of the Ghanaian economy currently has bewnvery wél by overtaking the backbone of the Ghanaian
economy- the agricultural sector. In recent times, the service sector seemghe key driver of several economies, even
more so with technological growth and globalization. In Europe, Adiica and the other continents, the service sector has
proven to be a key contributor to GDP (Angus, 2008India for instance, the service sector has appeared as fastest gro
ing sector. 1is noted that within the space of fifteen years, after the sectadezta low growth, it grew at an unusually
remarkable rate (Einchengreen and Poonam, )200% Chinese economy is no exception. The economy is alséngrow
steadily with the service sector playing an important role with substartiahse in its contribution to GDP. The nomen-
ufacturing activities now cover a large percentage of the ecomdifgs the manufacturing sector covers about 45 percent
and the remaining percentage going to agticel Consequently, Ching diversifying its economy from the heavy dem
nance of the industry, manufacturing and investment in infrastruethieh for decades were the driving forces of China’s
economic growth, to a more productive growth by raising the shaaetiofty generated by the service sector especially in
areas of logistics, tourism, engineerihgalthcare and information technology (SENER, 20A8ain, Britain and the U.S



The Driving Forces of the Service Sector of the Ghanaian

Global Journal of Management Studies and Researcheg(2) 2015

have a vast array of services which makes up about 80 pefdbeir economy and thus can explain the muclematten-

tion the service sector has been enjoying (IFPRI, 20E®)ally, in Africa, countries such as South-Afriddigeria, Egypt,
Seychelles and many more, including Ghana, have experiesiedkable growtin their services sector.

In the past years (in the 199))the service sector of Ghana contributed little to GDP at a steadytrdbeat time, the gri-
cultural sector was known for its dominance followed by theieersector and the industry. With titbe service sector

has seen incredible performance, notably the remarkable growth in ZPRI,(R012).

The performance of the service sector sip@&0,has almost doubled the contribution of the much cherished segor (A
cultural Sector) in two consecutive years (2010 and 2011).Thiesesector is now the largest contributor to GDP in Ghana.
As at 2012it contributed about 50.0 percent to GDP, with the industrial andgheultural sectors contributing 27.3 and
22.7 percent respectively to GDP (IFPRI, 2012)

The main sub-sectors of the service sector in Givaalade; Trade and Repair of vehicles, Households and Goods, Hotels
and Restaurants, Transport and Storage, Information and Commumiddtiancial Intermediation, Business, Real estate
and Public Administration and Defense; Social Security, Education, HaeadtiSocial Work, Community, Social andrPe
sonal. The contributions of most of these sub-sectors in recent tamesben most impressive and have aroused interests
of experts to examine the service sector more critically; to see hot comtributions these sub-sectors have made to the
Ghanaian economy, which macroeconomic factors influence thedsiypeegerformance of the services sector, whether their
performances have been consisirer the years; and to find out which of the sub-sectors areolbg impressive perfo
mance of the service sector; hence the topic "the driving for¢bs skrvice sector in the Ghanaian ecorlfomy

The objectives of the study are:

» to determine the contributions of transport and communication, tourisamcfal institutions, health
and education and their impacts on service output in Ghana 886:2009.

» to determine the contributions and impact of labour force, capitdlgress domestic product, service
export and service import on service output in
Ghana from 1981-2013.

THEORITICAL LITERATURE REVIEW

The Three Sector Hypothesis

The three sector hypothesis which was divides the economies into thi@s séactivity, that isextraction of raw mater

als (primary), manufacturing (secondary), and services (tertiary). Accordthg tiypothesis, the main focus of an econo

ic activity shifts from the primary, through the secondary, and fitlaéhtertiary sector. Clark et al (2000) saw the process as
essentially positive. In the ‘Great Hope of the Twentieth Century’, he wrote that, the increase in the quality of life, social
security, blossoming of education and culture, higher levels dffigations, humanisation of work, and avoidance of u
employment countries with a low per capita income are in an st of development. This theory litathat the main
part of their national income is achieved through production irptimeary sector. Countries in a more advanced state of
development, with a medium national income generate their inooosdly in the secondary sector whereas in highly ldeve
oped countries, with a high income, the tertiary sector dominatest@heutput of the economy.

In addition, the sector theory argues that over time the relatare sifi production in each major sector will change in the
region. Due to the income elasticity of demand for primamgoséary, and tertiary products, the region becomes specialized
in primary, secondary, and tertiary products. The income elastfaityroand for the products of different sectors drives the
sectoral shifts in production. Increases in labour productivity sufiporthanging sectoral allocation of the labour force. In
addition, the theory has it that as per capita income increthgedemand for manufactured goods will exceed the demand
for primary products. Consequently, the demand for services preatesiand the service sector becomes the largest r
gional sector.

Sector theory focuses on the internal structure of the econoragndhtievelopment through specialization and division of
labour paves the way for favourable external trading relationships. Thus, irdeugddpment leads to external deyelo
ment. Unfortunately, the sector theory is too primitive to be used as agtfateencouraging economic growth. Sectors
must be examined at a finer level. To use sector theory more \edfgcthe service sector might be divided into five (5)
categories: distribution, trade, business services, education and healthssand other public non-profit and consumer
services and also, knowing how and to what extent macroeconomi@pafifluence services production is very necessary
and sufficient for sustainable services sectoral growth and economic growth.

The Theory of Progression

The theory of progression states thapeople’s income increases, they begin to move away from the consumption of agri-
cultural produce and industrial produce to service produce. This means that as people’s income increases in an economy,

their demand for service product increases. In several economies, thetp tiatidw a developmental progression that
moves them away from a heavy reliance on agriculture and mitirtge development of manufacturing for exampie te
tiles, shipbuilding, and steel and so on to a more service basedneic structure (Mohanty and Lakhe, 2001). Enu et al
(2013), shares the same thought as the theory of progressi@x@aded that the movement of countries from a heavy
reliance on agriculture to a more service-based structure mightrhbppause as per capita income increases, agriculture
loses its primacy, giving way first to a rise in the industrial sector andttharrise in the service sector. This explains
(SENER, 2013), which has it that, in reference to past eventspdahafacturing seemed to be more open to international
trade and competition than services; however in recent times, dugntatic reduction of cost and speed; and reliability and
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improvement in the transportation of people and communication ahiafn, the services sector now includes some of
the most intense international competition.

Rostow's Stages of Growth

Rostow (1960), in his booKThe Stages of Economic Growth", identified five stages every economytpasgh when it is
growing. This include the traditional stage dominated by subsistent agriulthe transitional and take-off stages which
are both associated to industrialization; Drive to maturity when technalqgogresss key; and then finally, the age of
high mass consumption, dominated by the service sector. AcgdaliRostow, this last stage is where all transitions stops
and service provision and consumption becomes the drivers of groatheéoonomy. Although it is quite difficult to relate
to all five stages of growth of Rostow's in the real world, it is notobytlace to mention that most countries have gone
through some of these stages; and more importantly most developeties of the world are at this stage where service
sector is the main driver of growtlxactly what Rostow predicted during the age of mass consumption.

The Structural Change Model

One of the notable theories here is that propounded by Chenéi{1879). According to them, in a study of the developing
countries during the post war periods, different countries experiemesen development patterns; these include the shift
from agricultural to industrial production, the steady accumulation ysigdl and human capital, changes in consureer d
mands from emphasis on food and basic necessities to desires foe divanufactured goods and services. In addition,
families replace child quantity with child quality (education)

Chenery et al (1979) as quoted by Todaro and Smith (2009).

EMPIRICAL REVIEW

A lot has been said in literature regarding service sector growth and its eftbet economy as a whole. However conside
ing the empirical studies done by other researchers using differemé fufr analytical tools, the effects of service sector
growth on economic development differ, based on the kinéapblp, area of study, countries and even continent.

Beginning from the pioneering work of Clark (1940), Kuznets (195%),Gmenery (1960), evolution of sectoral shares in
output, consumption and employment as economies growlemre studied for a long period. These studies attribute ec
nomic development as a three-stage process, wherein primarydagcand services sector dominate the economic activity
in that sequence. Analysis in terms of such stages of development, hdvesvbeen challenged in the recent literature, with
the benefit of a richer a data than was available to Kuznets andrhene

For instance, Kongsamut et al. (2001) have analysed a sam#8 gbdntries for 1970-89 and found that rising per eapit
GDP in these economies is associated with an increase in servicestbacesnomy matures, the sectoral share given up
by the agricultural sector shifts more to the services sector and less stryinttuthe context of economic development of
nations, the structural change suggested by the development tHeasistsen movement from primary to secondaryrto te
tiary sector activities. As the economy develops the share of priseatgr contracts and the share of manufacturiag e
pands, and only at a later stage, the share of services or tertiary sectigsaetipand.

Matsuyama (2000point out that the growth of the ICT sector has led to the emergence of a “New Economy” in India, which

has been a generator of new jobs for technical persons, and haselgeg to earn foreign exchange through exports and
attracting foreign investment. Though it is predominantly an ugetimity in rural areas, the telecommunication segment of
ICT does provide employment, and further, the wage level of the @Kens is found to be higher than non-ICT workers.
Bhattacharya and Mitra (1989) stated that higher is the discrepancyehetveeindustry and agriculture growth, the higher
is the growth of services across Indian states, implying that higher leysds cipita income originating from industrializ
tion led to higher demand for services.

Bhattacharya and Mitra (1997) based on their cross country anabysis that trade openness did not have any significant
effect on the relative size of the service sector in total employmenthtaiupe disaggregate level of this sector showed
some positive effect. Presumably increasing international trade shiftéera from activities with a high incidence of low
productivity component to more specialized commercial activities. gingugeneral, it is easy to analyse the shift in favour
of the tertiary sector in the context of the developed countriestndard transition of development theory (becauke fo
lowing the rapid progress in industrialization the demand for several segrioes faster, which in turn reduces the share of
the secondary sector in the total product of the economy).In thettse developing countries the dominance of thre se
vice sector before the secondary sector’s relative size could outweigh that of other sectors did give rise to several concerns
regarding this phenomena. Eichengreen and Gupta (08} out that the service sector’s contribution to GDP has in-
creased steadily over time and it has established itself as the lardesto$ebe Indian economy. While he notes the i
portance of some of the sub- sectors like transport in the contesdwthgand thus includes it in the secondary sector, he
also shares the view that the growth of other subsectors like publicisitiation and defence is neither necessarily related
to the demand of the development process, nor is it related nedldefor improvement in overall efficiency in a developing
economy. However, after making price adjustments, his recalculations eéttlee did not really show that it expanded
much faster than the GDP growth at constant prices. The rise in the ltsiresub-sector in GDP reflected a rise in the
cost of the services. Sub-sectors like transport, communication and baitkiogntribute significantly to the overall@c
nomic growth, and so also the IT enabled services (ITES), and businessgoutsourcing services (BPOS). Bhattacharya
and Mitra (1997) found that the impact of per capita incomthemercentage share of tertiary sector in total work force was
positive, though it tended to stabilize at higher stages of developrBamiga and Goldarxiii (2004) in the Indian context
noted that the importance of services as an input to productioe imdnufacturing sector increased considerably in the
nineties compared to the eighties. Economic policy changes in the nipatiijlarly the trade reforms, created a conoditi
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favourable for increased use of services in manufacturing. GordbGuapta (2004) attempts to find out whether India is
an outlier in this case by using cross-country data on sectoral sh&@&Pimnd fitting a trend line. It was found that the
share of service sector in GDP is associated positively with per camt@en that is, the countries with higher per capita
income also have a larger share of services in GDP. Kuznets (1958)damhthat the share of services in national product
did not vary significantly with per capita income. Chenery (}98®en regressing the share of services on per capita i
come, found an insignificant coefficient on the latter, concluding thatelagonship between services and per capita i
come is not uniform across countries. Chenery and Syrquin (19fBssed the service-sector share of output on per capita
income and per capita income squared, concluding that the reldpomas concave to the origirthat it rose with per cap

ta incomes but at a decelerating rate. Kongsamut, Rebelo and Xiad {4998, in contrast, the share of services in output
to be linear in per capita income. Evidently, the conventi@wili$ not very clear. Jensen and Kletzer (2005), calculate the
Gini Coefficient for the geographical dispersion of each activity andt tsédentify tradable and non-tradable services. The
underlying idea is that the services which are tradable can be geograptooaintrated in order to reap the economies of
scale. They also found wholesale trade to be having an almost eopgafactradability and non- tradability. Indicators for
information and communication technology (ICT) industries were construcied the data in van Ark, Inklaar and
McGucken (2005). Lee and Kenneth (2006) regressed the gratettof GDP on share of services in employment. They
found negative and significant coefficient suggestirag relative increase of the services’ share in employment is associated

with a decline in the output growth rate. Shiabét al.(2005) investigated on the topic ‘Will Service be the new engine of
Economic Growth in India?” Six different kinds of simple linear growth equations were estimated by them. They fowatd th
all the equations indicated high correlation between sectorial and overathgUnfortunately, only four of those equatson
relating to manufacturing and services respectively satisfactorily passeatithes diagnostic tests.

Mikael and Mahmoo@2007) studied the long run relationship between sectors’ share and economic growth using panel data

of Schengen region from the period 1970 to 2004. Their wijactive was to analyse how sestathares are related to
economic growth. They employed the product function, did miyma@conometric modelling, and used co-integration and
error correction model and also conducted Granger causality temtéh getting. Their dependent variable was GDP capita
growth rate and the independent variables were agriculture shapessatage of GDP; industry share as a percentage of
GDP and service share as a percentage of GDP. After their analysispaingledata, they found out that the relationship
between services share growth and growth rate of GDP per capitai-d&sctional.

Einchengreen and Gupta (2009) did a study on: The positiveigssobetween the service sector share of output and per
capita income in the U.S.A; which is one of the best-knownla€ges in all of growth and development economics. Yet
there is less than complete agreement on the nature of that aseocidtey identify two waves of service sector growth, a
first wave in countries with relatively low levels of per capita GDB arsecond wave in countries with higher per capita
incomes. According to Sullivan (2002) the United States has unue@adransformation from an industrial society to the
first post-industrial society. Consequently, the service sector has surpasagfdcturing in its contribution to the GNP and
in employment. Sandhu and Mehta (2007) this study is examineddhattedly, in the happening world of today; the
woman has become concertedly visible. She is treading every dofrativities with self- belief and proven competence.
Her forays into the male monopoly of executive role in managenflansahave registered a significant success in spite of
S0 many constraints in her march to hierarchical positions.

Ramakrishna (2010) investigates the impact the service sector, indgsicyltare and the open policies had India's
economic growth. The study found that service sector appears tobatatnore. According to the study, the sources of
service sector growth in India appear to be income elasticity of deroped policies and the growth in the service sectors
like communications, business, banking and insurance and tradeeserv

Enu and Attah-Obeng013) looked at the effect of macroeconomic policies on services outgittana from the period
1980 to 2012. The method of the ordinary least squares estima®used. GDP per capita was found to affect services
output positively and was statistically significant. Government spgratid inflation were found to negatively affect-se
vices production in Ghana. They were each statistically signifitahe&%. In view of these, they concluded that nmacro
conomic policies that enhance favourable economic expansion, effeative and efficient government spending aed r
duce the rate of inflation should be formulated and implement cgrtecéinsure the continual growth and development of
the services sector and Ghana as a whole.

In conclusion, it can be seen from the empirical studies that,ohtis¢ research was based on tbetributions of service
sector output to GDP and its impact on the economy as a whole. Blow®ase researchers have so far, not identified which
of the subsectors is potent or key and also which other macroeconotuois fgrart from GDP contribute to this impressive
performance of the service sector. Thus there is a need foraactesé this nature, to look into the performance of the key
subsectors such as transport and communication, financial institutions, tduesith and education, in addition to, some
other macroeconomic determinants such as capital, labour forcerassldpmestic product per capita, service export and
service import contributing to the impressive performance of thé&cssrsector and its effect on the economy.

METHODOLOGY
Models Specification

The study is based on two separate regression models which qoséoc 1981-2013 and 1990-2009 respectively. These
models employ an empirical analysis of data, that is, regression ameysisrefer to a statistical technique that describe
the relationship among dependent and independent variables.epkeadeént variable of the models is Service Output
(SQ).The explanatory variables for the first model are labor force, capial domestic product per capita, service irhpor
ard service export whereas the explanatory variables for the second mettahaport and communication, tourism, fina
cial institutions, health and education. The models are stated as follows;
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MODEL1

This model aims at establishing which sub-sector of the service se@wotent. In other words what sub-sector drives the
service sector growth.
The model include:

SQ = f(L,K,GDPPC,X,M)....1

SQ = cKP1LP2GDPPCPsXPaMPs . ... 2

Taking the natural log of both sides of the equation (2) we obtain:
InSQ =InC+byInL + by InK+b3InGDPPC + byInX + bsInM +p....3
Where,

SQService Sector Output

L- Labor Force

K- Gross Fixed Capital Formation

GDPPC- Real Gross Domestic Product Per Capita

X- Service Export

M- Service Import.

p- Error Term

MODEL2

This model is based on the premise that other macroeconomic varagtesndirectly influence the growth in the service
sector; other than just the sub-sectors of the service sector.
The model includes:

SQ = f(TC,TRM,FIN,HE)....1

SQ = cTCP1TRMP2FINPsHED ... 2

Taking the natural log of both sides of the equation (2) we obtain:
InSQ = InC + by InTC + b, InTRM+b3 In FIN + by In HE + ....3
Where,

TC- Transport and Communication

TRM- Tourism

FIN- Financial Institutions

HE- Health and Education

- error term

Justification of the Variables

Services Output

Service output (SQ) is the productive outputs of the marketing eh#imat end-users have demand and preference for. The
SQs represent all of the aspects of an economy involved in negderivices. It is important to note that SQs do not irevolv
the product itself. Service output is being used in this study as greimtient variable.

Labor Force

According to ILO(2005), the total labor force comprises of people a§eshd older who meet the International Labor O
ganization’s definition of the economically active population, that is all people who supply labor for the production of goods

and services. This means that the greater the number of labor supplghirepnoduction of goods and services. The-<cla
sical economists such as David Ricardo and Thomas Malthus, the mostaimiactor of production other than land are
labor (Weil, 2005). Moreover they defined productivity as atfoncof labor, land and capita. Thus, it is expected that the
explanatory variable, labor, would have a positive sign.

Capital

According to Weil (2005) physical capital is the object that extendsllity or do work for us. Capital includes not only
the machines that sit but also the buildings in which we work infrastruatuterehicles. The Solow model, based around
capital accumulation, explains some of the difference in per workemie across countries and also throws light on the
difference in growth rates among countries. Between 1909 and tt@48nnual growth of total GDP was 2.9 percent per
year. Of that, Solow concluded that 0.32 percent was attributablgpital accumulation. From the above, we can deduces
and conclude that physical capital is expected to have a positivargigmpact on service output.

Real Gross Domestic Product per capita

Real GDP per capita is a measurement indicator of the standard ofdivangountry. Moreover, according to the law of
progression, as people’s income increases they begin to move away from the consumption of agriculture, and industry to a
more service based structure (Mohanty and Lakhe, 2001) It measateGDP to the population of a country. However,
for this study, real GDP per capita is used since the explanatory varisbleeasured as a percent of GDP. Its impeaet d
pends on the magnitudes of household’s consumption, planned investment spending by business firms, government spending

and net export. The higher the magnitude of these variabldsigtier output will be and thus an increase in service output.
Service Export

Service exports refer to the economic output of intangible commoditiemélyabe produced, transferred outside a country
and consumed at the same time. (ILO, 2005).Thus if a countrytexpore services outside the country than it imports; it is
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likely to have a positive impact on service output and growthreftie, if a country exports more services, the output
comes back into the economy and thus has a positive impaeraine output and therefore, the coefficient is expected to
have a positive sign.

Service | mport

Service exports refer to the economic output of intangible commoditiestly be produced, transferred into a country and
consumed at the same time. (ILO, 2005).Thus if a country exponts services into the country than it exports, its impact
on service output depends on how the services imported are usedcivutiigy. It can either have a positive or negativ
impact on service output.

Transport and Communication

Transport according to is the movement of people, animals, goodseande from one place to the other. Some modes of
transportation include rail, road, water bodies, cables and whatybav Communication on the other hand is the transfer of
information through verbal messages, the written words or more sudlejerbal words. These two variables put together
play a big role in affecting service output. It is expected that transpért@mmunication affect service output positively.
They are being used as explanatory variables because they are subséutosemwice sector of the Ghanaian economy.
Tourism

According to Theobald (1994), tourism is the travel for recreation, leifamgly or business purposes usually of a limited
duration. It is expected to have a positive impact on service outpuidh is offered from the country rendering the se
vices. It is used as an explanatory variable because it is regarded as a sabdee@hanaian economy.

Financial Institutions

The financial institutions include finance, insurance, real estatelsuesimess services which are all subsectors of the service
sector and is being used an explanatory variable to determine its impseEvice output in Ghana. It is expected thatrfina
cial institutions should have a positive impact on service output.

Health and Education

Health in this context is represented as health care, which is the diagnosis,nieatrdepresentation of diseases illness
injury and other physical and mental impairments in human beingsatfmuon the other hand is the imparting and aequi
ing of knowledge through teaching and learning, especially at alsohotstitution. They are both forms of rendering-se
vices. These are also key subsectors that are likely to impact serfpoéiowa positive way.

Method of Analysis

Ordinary least squares method, was be used to analyze this dataim&tseries shawd the performance of the services
sector of Ghana over the period of years. Therefore, oneomzgast the performance of the services sector and determine
the contributions to the economy. Here, there would be thetoeest for the stationary of the variables, establish the long-
run and the short-run relationship among the variables in order igh garious results. But in this study, these tests will
not be established. It would be left for higher studies.

The method of Regression analysis can show the relation (signs) pact i(size) of the subsectors and macroeconomic
variables on service output. For the purpose of this study, thedhetfOrdinary Least Squares (OLS) was adoptedeto d
termine the relationship and the impact of the macro-determinants lasetgurs on service output.

Robustness Tests

The Coefficient of Determination (R?)

This is aimed at the evaluation of the statistical reliability of the etgvaf the parameter of the model, which we abtai
from the sample of the variables. The square of correlation coefficiewsghe percentage of the total variation of tiee d
pendent variable, that is, SQ or the extent to which the explanatory vaaadlessponsible for changes in the dependent
variable of the relationship which ranges from 0 to 1.However, if theaditained is closer to zero, it means that the model
does not fit the data very well (Johnston, 1972).

The P- Value for Each Explanatory Variable

The p-value for each explanatory variable was used to check wiegitte coefficient is significantly different from zero or
not. Its value should be lower than 0.05. If each explanatmghle of the models has a p-value inferior to the 0.05 critical
values, then it confirms that all the explanatory variables have ais@gmifmpact upon the dependent variable. To quickly
judge whether the models exhibited the problem of multicollinearigy,Pttvalues were used. If the parameter estimates
prove to be statistically significant, then it will mean that the proldemulticollinearity does not exist. (Enu, 2014).

The Global Significance Test

The global significance test was used to test if all the model deetficvere significantly different from zero. If the p-value
for the global significance test is lower than the 0.05 critical value,itheeans that all the explanatory variables included
in the model have a statistically significant impact on the dependeiable or otherwise. That is, the overall multipée r
gression equation and the parameters estimates are statistically sigrifidatite regression line performs well (Ewusi
2013)

Multi collinearity

Muti collinearity was used to denote the presence of linear redaifmmor nonlinear relationships among explanatoryavari
bles. If the explanatory variables are perfectly linearly correlatedisthiétthe correlation coefficient for these variables is
equal to unity, the parameters become indeterminate. It is impossibl&aito mmerical values for each parameter separat
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ly and the method of least squares breaks down. On the otheifithedexplanatory variables is equal to zero, the variables
are termed orthogonal and therefore, there is no need to perfinessi®n analysis (Cohen, 1971).

Multi collinearity and Variance Inflation Factor (VIF)

To further test for presence of collinearity, the VIF was also ua@tl. the benchmark of 10, the rule of thumb is to reject
the hypothesis of no multicollinearity if the VIF of the each indejeat variable is greater than 10 (Damodar and Porter,
2008).

Autocorrelation Test

Durbin Watson Statistic (DW)

The DW test was used to test for the presence of autocorrelation. Tikiertewdbenchmark is 2.0. If DW value lies between
1.5 - 2.5 it means the assumption of non-autocorrelation is olatedl.

Durbin Watson (DW) and R-Squared (R?)

According to Granger and Newbold, as quoted by Enu (2014 i¥alue of the R-squared is greater than the value of the
DW (R%> DW), then there is a good rule of thumb to suspect thagstimated regression is spurious. Ttfeand the t-
statistic from such a spurious regression are misleading, and the t-statistios distributed as t distribution and, therefore,
cannot be used for testing hypotheses about the parameters.

Heteroscadascity

When the assumption of homoscedasticity is violated it shows the prefdreteroscedasticity. The assumption of bem
scedasticity means a constant variance of p’s. If not satisfied in any case, then there exist heteroscedasticity. Heteresceda
ticity can be solved by the deflation of the variables and transfortinérg into logs (Goldfield and Quandt, 1965). Thus the
use of log model takes care of problem of heteroscadasticity in this study.

Table 5: Variables and Souraaf Data

VARIABLE

SOURCE OF DATA

Service Output

World Development Indicators

Labour Force

World Development Indicators

Gross Fixed Capital Formation

World Development Indicators

Real Gross Domestic Product Per Capita

World Development Indicators

Service Export

World Development Indicators

Service Import

World Development Indicators

Transport And Communication

State Of The Ghanaian Economy

Tourism State Of The Ghanaian Economy
Financial Institutions State Of The Ghanaian Economy
Education State Of The Ghanaian Economy

DISCUSSION OF RESULTS

Model 1
Which sub-sector is more potent?
Dependent Variable: Services Output

Variable Coefficient Std. Error t-statistic p-value VIF
Constant 0.0329681 0.410158 0.0804 0.93700

I_TC 0.254183 0.252468 1.0068 0.33000 2.056
|_TRM -0.141707 0.108376 -1.3075 0.21071 2.056
I_FIN 0.423493 0.124473 3.4023 0.00394 1.993
I_HE 0.415911 0.106681 3.8987 0.00143 2.713

Standard error of residuals = 0.1625PBadjusted R= 0.76018 Adjusted R = 0.69623 F-statistic (4, 15) = 11.8866 (p-value = 0.00015)
Durbin-Watson statistic = 2.52751

From the output, about 76% of the variation in the dependgiable was accounted for by the independent variables. This
is supported by the F statistic. It shows the overall regression model is signifitaan F value of 11.8866 and a p- value
of 0.00015 which can be read from the regression output.dverethere was no problem of autocorrelation given & Du
bin-Watson value of 2.52751>*RAgain, the problem of heteroscadascity is not an issue sinceaitie s in log form.
Finally, the variance inflation factor of the variables shows tha¢ thvas no presence of multi collinearity.

On the explanatory variables, transport and communication, financialfiosts#; and Health  and education all have a
positive sign as expected. However, Tourism has a negative sign contrapgttaéion.

The above estimation shows that as expected, transport and comroartigatia positive impact on service output. Specif

cally, ceteris paribus, a 1% increase in transport and communication Wiltdesbout a 25% increase in services output.
However, this impact is not statistically significant at 5% level; thus tranapd communication did not play a significant
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role in the service sector growth within the considgreriod. However, given that the expected sign was achievedsmea
that if more attention is given to transport and communicatiomutdvboost the performance of services in Ghana.

In addition, as expected, the results show clearly that service ountpfihancial institutions are positively related. Spiecif
cally, a 1% increase in financial institutions would cause service dotflutrease by about 42%. And this impact is signif
cant at 5% level. It can therefore be said comfortably that therpenfice of financial institutions in Ghana has a greait pos
tive impact on services output.

Moreover, the results show that health and education, indaed positive impact on service output in the Ghanaiam eco
omy. The coefficient of health and education shows that ant#dse in health and education will lead to about 41:% i
crease in service output; and this is significant at 5% level. This impaehéalth and education is one the main sub-
sectors that drives the service sector growth

Finally, Tourism had a negative sign which implies that tourismahasgative impact on service output in Ghana. In other
words, an increase in tourism will cause service output to decreas#icapg, a 1% increase in tourism will lead to about
14% decrease in service output. However, this impact is not significa® kevel. This result tells that, although tourism is
a subsector of the service sector, its impact on service output is veryainamichcannot be said to be a potent subsector to
service sector.

In the light of the above discussion, although transport and coioatiom had a positive impact on service output it was not
significant. This means that transport and communication does not lserem@ positive impact on service output and thus
cannot be said to be a major contributor to service output. Tourighrearther hand, was found to have a negative rakatio
ship with service output in Ghana and can also not be said teniagoa contributor to service output and for that matter a
key driving force of the service sector of Ghana. However, ¢iahinstitutions, health and education were found to have a
positive impact on service output and also significant. Thus wearafotably conclude that although the chosen variables
are subsectors of the service sector of the Ghanaian economyjdiniastitutions, health and education have proved to be
the key drivers of the service sector growth in Ghana.

Model 2
Which Macroeconomic Variables Influence the Services sector of the Gh&taiaomy?
Dependent Variable: Services Output

Variable Coefficient Std. Error t-statistic p-value

Constant -10.4388 2.13367 -4.8924 0.00014
L 0.734812 0.209292 3.5109 0.00268
|_GFCF -0.241273 0.0669768 -3.6023 0.00220
|_GDPPC 0.759817 0.169142 4.4922 0.00032
I M -0.207532 0.118826 -1.7465 0.09876
X -0.238909 0.0680546 -3.5106 0.00268

Standard error of residuals = 1.15Tfadjusted R= 0.98976 Adjusted R = 0.98674 F-statistic (5, 17) = 328.507 (p-value < 0.00001)
Durbin-Watson statistic = 2.05354

From the output, about 98% of the variation in the dependgiatble was accounted for by the independent variables. This
is supported by the F statistic. It shows the overall regression model is signifitean F value of 328.507 and a p-value
of 0.00001. Moreover, the problem of autocorrelation given diDtwWatson value of 2.05354. Moreover heteroscadascity
washot present in the regression model since the log values of the variablessedre

On the explanatory variables, GDP per capita, labour force andesanport all have the expected signs. However, iphys
cal capital and service export have negativessigontrary to expectation.

The above estimation shows that as expected, labour force hsisigegmpact on service output. Specifically, ceterid-par
bus, a 1% labour force will lead to a 73% increase in services oUitpstimpact is also statistically significant at 5% level;
this implies that the labour force of the Ghanaian economy hasagigfluence on the provision of services in the economy
and therefore, a key macroeconomic determinant of servicatant@hana.

In addition, as expected, from the results, real gross domestic ppattugapita has a positive impact on service output. In
other words, an increase in real gross domestic output will cause arsénerezrvice output. Specifically, a 1% increase in
real gross domestic product will lead to about 75% increase in serviag.ofutyg this impact was also significant at 5%
level. This means that the standard of living of Ghanaians is keywingithe growth in the service sector; clearly prayin
the law of progression; which states thapasple’s income increases, they gradually move away from agriculture to more
service based economy.

Moreover, the result above shows that on the contrary, capital megative relationship with service output; indicating that
an increase in capital will cause service output to amerSpecifically, a 1% increase in capital will lead to 24% fall
in service output. This impact is also significant at 5% level. Thus physipaihtwas definitely not a macroeconomicveri

er of the service sector. This could well be because of the udd nfachinery as a means of production in Ghana, leading
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to capital inefficiency. This result is consistent with a study by Brasavet al. (2008) on Correlations between capital
market development and economic growth - a case study of Romania.

Again from the result, contrary to expectation, service exports havgasiveeimpact on service output in Ghana. In other
words, an increase in tourism will cause service output to decreasdicahgca 1% increase in tourism will lead to more
than 20% decrease in service output. And this impact is significaft &\el. This shows that service export is currently
not a significant macro-determinant to service output in Ghana. Tlisstieat when Ghana exports its services outside the
country, benefits stay in the foreign country rather than comink inéx the country; this is especially associated with the
brain drain phenomenon.

Finally, service import is also another macroeconomic determina®reite output. The impact of service import depends
on how imported services are utilised in the country. From the estmesults, service import has a negative impact on
service output in Ghana, as expected. Specifically, a 1% indreasevice import will lead to more 20% decrease in service
output. This impact is also significant at 5% level. This result mean# thare foreign services are imported into thercou
try, service output is likely to be low.

The study has successfully identified financial institutions and; heatiheducation as the potent subsectors of the service
sector. It also identified key macroeconomic determinants of servitgstdon Ghana as the labour force and real gross d
mestic product per capita. Therefore, they can be said to bentbyrtiee driving forces of services sector of th&hanaian
economy.

Summary

This research paper was designed to investigate the contributions audl @hfhe subsectors of the service sector; and also
to identify the macroeconomic determinants of service output aidithpacts. Secondary data and information wds co
lected from various institutions associated with the services sector andeshbly the use of the Ordinary Least Squares
method. It was found that financial institutions; and health andatidn are the key subsectors that drive the service sector
to its impressive performance in Ghana currently. In other wdras)dial institutions; and health and education impact the
services output of the Ghanaian economy greatly. Transport andwgcation on the other hand has a positive relationship
with services output but the impact it has on services output is noticagnifit was also found out that tourism has aaneg
tive impact on services output in the Ghanaian economy. In terme afébroeconomic determinants, the labour force and
real gross domestic product were established as the main macro-dorgrilouservice output in Ghana, whereas capital,
service export and service import have a negative impact on seryjce.ou

Based on these findings the following policies are recommended:

1. Given the role played by the financial institutions, health andagiduncto service output and the economy as a
whole, there is the need for an expansion and improvement insihigsectors to help keep up the impressive pe
formance of services in recent times. The Ministry Of Educationldhmprove the education system by tha-re
ovation of old school buildings, provision of educationalssdies and all other policies that can improve and
maintain education in Ghana. The Ministry of Health should alssidenthe establishment of new hospitals and
offer more education on the health of the citizens.

2. Transport and Communications has a positive impact on service outpitg bnpact was not significant torse
vices output in Ghana. The researcher strongly believes that anvenmnt in transportation especially, our
roads; and a decrease of importation of network providers fromatbatries can help improve the transport and
communication subsector. The government can do this by trainingp@opée to provide communication services
rather than importing such services.

3. Government should focus on improving real gross domestic producajpiést end labour since these factors are
major determinants of service output in Ghana. Thus an impraseémthe living standards of the citizens should
be the main focus of the government in its attempt to increasenaimfain the performance of services output
The government should also ensure quality training of labourraatirg more jobs in order to expand the labour
force

4. Capital proved to contribute insignificantly to service output aredehaegative impact on service output. This
means that the kinds of machinery available in the country, infrasteuand other forms of capital that enhance
the ability to work is not in good shape and as a result is causiigicto impact services output negatively. The
government and other stakeholders should therefore improve ondtity qf captal.

5. The number of service import should be decreased; this wase #ervices would stay in the country and the
economy would benefit. Also, service exports should be reducétke provision of more lucrative jobs to encou
age citizens to stay rather leaves Ghana to work. This can help ghstaimpressive performance of the service
sector of Ghana.

6. From the analysis of this research, it came out that the tourism sub-g@esonot have a positive impact om-se
vice and is insignificant to the growth of the service sector; nonethelessséagcher believes that tourism is key
to growth in service output, if properly managed. Thus there i®@ foe the Ghanaian government and all stak
holders to build up the tourism sub-sector which is likely to attrace mearrists and investors into the country.

Conclusion

In conclusion, the study reviewed the performance of transport@mednunication, tourism, financial institutions, health
and education and their contributions and impacts on service autphtina from 1990-2009 using regression analysis.

The research also determined the performance of labour force, cagatajross domestic product, service export and se
vice import and their contributions and impact on service output am&from 1981-2013 using the Ordinary Least Squares
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Method. Further tests carried out revealed that there was no esitopnoblem of multi collinearity, autocorrelation and
heteroscedasticity on the explanatory variables. It was found that financialtimssifinealth and education, labour force
and real gross domestic product were established as the main thizieg of the service sector in Ghana currently.
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