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Abstract 

This qualitative study explored the relationship between financial development and public debt within the context of Ghana. It 

sought to comprehend the impact of rising public debt on financial development and the broader implications for economic 

growth and stability in Ghana, a lower middle-income country grappling with high debt levels and fiscal challenges. The study 

thus employed a qualitative research paradigm, gathering data through face-to-face interviews with sixteen (16) economic and 

financial experts from five (5) prominent banks in Ghana. This method allowed for an in-depth appreciation of the subjective 

perceptions and insights of stakeholders directly involved in or affected by Ghana‟s financial and public debt management 

sectors. Ethical considerations were meticulously adhered to, ensuring informed consent and confidentiality of the participants. 

The study revealed a moderate pace of financial development hindered by high-interest rates and limited access to credit. 

Public debt was perceived as excessively high, posing significant financial stability and economic growth risks. Policy 

recommendations from the study emphasize the need for fiscal discipline, improved regulatory frameworks, enhanced financial 

inclusion, and strategic investment in infrastructure and education. This study contributes to the literature by providing a 

qualitative insight into the complex dynamics between financial development and public debt in Ghana, a topic that has been 

less explored in empirical studies, especially from a qualitative perspective. 
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1. Introduction 

Over the last half-century, most nations have witnessed 

significant financial development, and Ghana is no exception. 

In several countries, the causal issue behind financial devel-

opment is the problem of public debt. As inferred by Gaspar 

[1], financial development necessitates investment in infra-

structure, education, social welfare, health and other sectors 

of the economies. The enormous expenditures associated with 

such investments make it challenging for nations to fund them 

from tax revenues, frequently leading to budget deficits.  

Budget deficits triggered by such investments must be fi-

nanced; nevertheless, the key question confronting policy-

makers and most government economists is how the budget 

deficit must be funded. Public finance provides three (3) 

alternative sources of financing deficits: taxes, debts and user 

fees [2, 3]. Developing countries with weak tax regimes and 

low incomes opt for debt as the best option for financing the 

government budget. Given this, it is not shocking that public 

debt plays a predominantly vital role in developing nations 
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[4-6]. Public debt allows financial authorities to play their part 

in stabilizing their economies and stimulating aggregate 

growth. 

Incidentally, Ghana is no exception to borrowing. Its ex-

isting lower middle-income economic standing makes it 

germane for the nation to incessantly invest in the productive 

sectors of the economy to guarantee sustained growth [7, 8]. 

Ghana has a fragile tax system, and consequently, the nation 

does not create sufficient tax revenues to fund its expenditures. 

Thus, taxes are not viewed as a good option for funding 

budget deficits [9].  

Furthermore, most of the informal sector of Ghana‟s 

economy is excluded from the country‟s tax base owing to the 

lack of an accurate database, making it difficult for Ghana‟s 

tax system to track their economic activities and tax them 

accordingly [10-14]. The specified policy of Ghana is to fol-

low prudent macroeconomic policies to recover the socioec-

onomic situations and welfare of its people through sound 

fiscal policies like government spending in the areas of edu-

cation, health, defence, infrastructure and other social services 

[7, 15]. This necessitates that the government borrows from 

both local and international financial markets, the World Bank 

and the International Monetary Fund, to finance development 

projects [16]. 

Ghana‟s total debt as of 2013 was $15.83 billion, which is 

about 33% of total GDP [17]. Studies have underscored the 

implication of public debt on economic growth [18-22]. Never-

theless, few empirical studies have explored the impact of public 

debt on developing economies. This study attempts to fill this 

gap in the literature as rising public expenditures in the context of 

persistently weak revenue performance have undermined Gha-

na‟s fiscal and debt sustainability in current times.  

Again, as the nation‟s fiscal risks remain high, sound fiscal 

consolidation is essential to reverse the negative debt dy-

namics and decrease domestic refinancing risks. The gov-

ernment‟s fiscal management strategy aims to reestablish 

fiscal discipline, reverse its inherited fiscal decline, and put 

the public debt on a downward and sustainable path [23]. 

Regrettably, it does not seem the government is winning the 

debt stability war, as overall public debt continues to increase 

with grave economic consequences [9].  

This study, thus, seeks to comprehend how rising govern-

ment debt influences financial institutions, market structures, 

investment climates, and overall economic growth in the 

country and identify and assess policy measures that could 

mitigate adverse effects and promote sustainable financial 

development amidst high public debt levels. 

The significance of the current study therefore, stems from 

the fact that, first, public debt has become a significant con-

cern for policymakers and economists worldwide, particularly 

in developing countries such as Ghana. The study will, thus, 

provide vital insights into public debt and economic devel-

opment, which can inform policymaking and help balance the 

need for investment in infrastructure and social programs 

while ensuring long-term sustainability and financial stability. 

Secondly, the study‟s qualitative analysis of public debt and 

economic development nexus has vital implications in Gha-

na‟s context as the nation has experienced a significant in-

crease in public debt levels in recent years, and policymakers 

need to prudently manage public finances to guarantee 

long-term sustainability while promoting financial develop-

ment and economic growth [8, 70]. The study‟s findings can 

help identify appropriate policies that promote economic 

development while maintaining sustainable public debt levels. 

Also, the study‟s discoveries have broader implications for 

developing countries worldwide, where public debt levels are 

a significant concern. By shedding light on public debt and 

economic development, the study can inform policymaking 

and assist in promoting sustainable economic growth and 

development. Furthermore, the literature indicates limited 

studies undertaken in this area qualitatively and primarily 

focused on only public external debt (see, for instance, [7, 70]. 

Literature Review 

As indicated earlier, Ghana‟s debt stock has increased as-

tronomically over the last decade, with grave economic con-

sequences. Total public debt stood at GH¢4.92 billion in 2000 

and rose to GH¢8.0 billion by 2003, representing an increase 

of 62.6%. By the end of 2006, Ghana‟s debt had dropped to 

GH¢4.90 billion after its relief from the Highly Indebted Poor 

Country (HIPC) and the Multilateral Debt Relief Initiative 

(MDRI). Subsequently, the country‟s debt started to rise, 

reaching GH¢9.7 billion in 2008, mirroring the hefty fiscal 

deficit noted in the year and the effect of the cedi depreciation 

on the external debt. Total public debt continued increasing, 

reaching GH¢35.1 billion by the end of 2012 and by end-2016, 

the debt stock had soared to GH¢122.6 billion. The debt stock 

continued to increase, reaching GH¢138.9 billion in Sep-

tember 2017 (Figure 1) and GH¢575.7 billion in 2022 [24]. 

 
Figure 1. Total Public debt (GH¢ billion) 2000-2017 Source [9]. 

External debt has constituted much of Ghana‟s total public 

debt for most of the post-HIPC/MDRI period. The sharp surge 

in Ghana‟s public debt over the last decade has grave conse-

quences for economic growth because of the related high debt 

servicing cost and the exposure of the economy to the fluctu-

ations of external shocks [15]. Ghana did not experience any 

severe decline in debt sustainability and high-risk of debt 

distress through the six-year period between 2006 and 2012. 
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The amalgamation of a more ambitious fiscal consolidation, 

in conjunction with more robust real GDP growth as well as 

higher export levels, contributed to a more promising sus-

tainability of the country‟s debt between 2009 and 2012. 

Notwithstanding the debt build-up during this period, the 

economy did not display any severe sign of debt distress, as 

the debt-to-GDP ratio touched only 48.4% by the end of 2012.  

Ghana started to face a high risk of debt distress in 2014 as 

the total debt liabilities grew and the nation‟s debt ser-

vice-to-revenue ratio approached high-risk levels. As a result 

of weak fiscal policy, worsening financing terms and external 

pressures, much of the nation‟s public domestic and external 

debt indicators deteriorated [25]. The total public debt ser-

vice-to-revenue ratio was not only on a fast-increasing path 

but also breached its indicative long-term threshold. Debt 

service riveted a large part of domestic revenue. According to 

the Fitch Rating Agency, Ghana‟s downgrade mirrors the 

deterioration of Ghana‟s public finances, which has contrib-

uted to a protracted lack of access to Eurobond markets, se-

quentially leading to a significant decline in external liquidity.  

Also, the country‟s medium-term debt trajectories are on an 

upward trend, with grave consequences for interest payment 

commitments. Contingent liabilities, particularly from 

state-owned enterprises and domestic payment arrears, also 

present additional risks to the country‟s debt sustainability [9]. 

Thus, as of June 2022, Ghana‟s total public debt was GHS393 

billion, representing 78.3% of GDP), consistent with Bank of 

Ghana (BoG) and finance ministry data.  

Debt sustainability analysis categorizes countries into four 

(4) basic bands: low risk, moderate risk, high risk, and debt 

distress [8]. This is based on specific thresholds for core 

public debt indicators. Ghana‟s preceding analysis, conducted 

in mid-2021, categorized the nation as high risk of external 

debt distress and overall debt distress [8]. The evaluation was 

conducted jointly by the IMF and the World Bank.  

Aizenman and Jinjarak [26] assert that the nexus between 

public debt and financial growth is non-linear. At lower levels 

of public debt, the effect on economic growth is positive, 

while at higher levels, it becomes negative. They noted that 

economic development could moderate the adverse effect of 

public debt on financial growth, implying that a 

well-developed financial system can help mitigate the adverse 

effects of high public debt levels on financial growth. Simi-

larly, Cecchetti and Mohanty [27] believe that high public 

debt levels can lead to lower economic growth rates, but the 

effect is more severe in countries with underdeveloped fi-

nancial systems. They argue that a well-developed financial 

system can help absorb the impact of high public debt and 

facilitate economic growth. 

Contrary to the above beliefs, Reinhart and Rogoff [28] 

suggested that the relationship between public debt and fi-

nancial growth is negative, regardless of the level of financial 

development. They argue that high public debt levels led to 

increased interest rates, which crowd out private investments 

and reduce financial growth. However, more recently, Panizza 

et al. [29] challenged the conclusions of Reinhart and Rogoff 

[28], arguing that the negative relationship between public 

debt and financial growth is conditional on several factors, 

such as the level of financial development, the type of debt 

(internal or external), and the composition of debt (domestic 

or foreign currency). They also found that financial devel-

opment can mitigate the adverse effects of public debt on 

financial growth. 

Afonso and Sousa [30] suggest that the positive effect of 

public debt on financial development is contingent on the 

level of financial development. Financial development has 

also been shown to play a crucial role in the relationship be-

tween public debt and financial growth. Financial develop-

ment can increase public debt's effectiveness by improving 

resource allocation, lowering transaction costs, and improving 

the overall efficiency of the financial system [36-39]. 

Thus, financial development is a vital characteristic of 

economic development and is widely recognized as a key 

factor in reducing poverty and promoting economic devel-

opment. Hence, it has been well-established in both theoreti-

cal and empirical literature that financial development is 

required for economic growth [31-35]. It involves the broader 

use of prevailing financial instruments and the formation and 

adoption of innovative ones for intermediating funds and 

handling risk [40]. For Africa, particularly sub-Saharan Africa, 

with external demand and financing situations suggestively 

deteriorating and a much less promising growth outlook for 

the area, recognizing unexploited and underutilized sources of 

growth and decreasing the unpredictability of that growth has 

become crucial.  

Mlachila et al. [41] asserted that whereas discussions have 

revolved around whether financial development is an engine 

for development or merely a lubricant, any feature that can 

meaningfully ameliorate development prospects for Africa is 

worth exploring in detail. Theoretically, financial develop-

ment affects growth through several important channels for 

sub-Saharan Africa as it aids in catalyzing savings into more 

practical forms and supports the effectual distribution of cap-

ital and improvement of total factor productivity [41]. 

Also, financial development supports diversification and 

management of risk and decreases information asymmetries, 

as well as transaction and monitoring costs. Ndung‟u and 

Oguso [42] specified that economic development could de-

crease the economy‟s volatility by providing a wide range of 

instruments and statistics to assist households and businesses 

in tackling adverse shocks through consumption and invest-

ment smoothing. 

Levine [43] discovered a strong relationship between fi-

nancial development and growth. Thus, empirical studies 

infer that financial development has reinforced growth and 

reduced its precariousness in sub-Saharan Africa. Ductor and 

Grechyna [38], for instance, noted that financial development 

had enabled other economic strategies to refine growth and 

stabilize the economy. Additionally, financial development 

can yield further gains by raising the median financial de-
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velopment index to its standard value [41], which is related to 

a surge in growth by approximately 1.5% points and lower its 

volatility further. However, Shahbaz et al. [44] infer that 

countries must be cautious about the evolving macro-financial 

risks to successfully manage the risks in financial develop-

ment. 

A very significant aspect of financial development - finan-

cial inclusion - decreases inequality of opportunity and alle-

viates the harmful effects of inequality on the level and dura-

bility of growth [45, 46]. Thus, financial inclusion is a key 

factor in promoting financial development as it enables a wide 

range of individuals and businesses to access financial ser-

vices. Financial inclusion is crucial for low-income house-

holds, as it can provide access to essential financial services 

such as savings accounts, credit, and insurance.  

According to Joia et al. [47], about 1.7 billion adults glob-

ally do not have access to formal financial services, and lack 

of financial inclusion is considered a major barrier to eco-

nomic development in many developing countries. According 

to Claessens and Van Horen [48], financial inclusion is es-

sential for promoting financial development because it pro-

vides access to financial services to a wide range of individ-

uals and businesses. Financial inclusion can be achieved 

through various means, including mobile banking, micro-

finance, and other forms of financial technology. 

Microeconomic and sociological studies remarkably sug-

gest that financial inclusion aids produce better welfare results 

in society. Affirming the above arguments, empirical evidence 

advocates that financial development supports growth, par-

ticularly at lower levels of financial development, even 

though the effect on volatility is more varied. Studies 

demonstrate a positive impact but advocate the existence of a 

threshold beyond which financial development is detrimental 

to growth [49, 50].  

A recently fashioned financial development index by Svi-

rydzenka [51] and Sahay et al. [52] aids in demonstrating a 

more comprehensive measure of financial development 

globally. To measure sub-Saharan Africa‟s performance in 

financial development over time, the index combines an as-

sessment of countries‟ financial institutions such as banks, 

insurance firms, mutual funds, pension funds, etc., and fi-

nancial markets such as stock and bond markets. 

It then captures the fact that many financial institutions 

provide financial services and that markets have advanced in a 

way that permits individuals and companies to diversify their 

investments and permits firms to raise capital beyond bank 

loans [51, 52]. Since financial markets are comparatively 

underdeveloped and institutions are dominated by banks in 

numerous African nations, the index indicates the gap in fi-

nancial services better than a one-dimensional measure like 

private credit to GDP. Both financial organizations and mar-

kets are measured based on depth, access, and efficiency. By 

including profitability indicators, the efficiency dimension of 

the index indicates that, notwithstanding sturdy growth in 

assets, the financial system in sub-Saharan Africa still lags 

behind other regions in terms of competition.  

Regulatory frameworks also perform a critical role in 

promoting financial development. According to 

Demirguc-Kunt and Levine [53], effective regulation can 

enhance financial stability and promote the development of 

financial institutions. Additionally, effective regulation can 

inspire innovation and competition, leading to new financial 

products and services. Regulatory frameworks are, conse-

quently, critical for promoting financial development as they 

help to establish a stable and secure financial system that can 

support economic growth. Effective regulation can enhance 

financial stability and promote the development of financial 

institutions [54, 57]. It can also inspire innovation and com-

petition, leading to the development of new financial products 

and services. 

One of the key aims of financial regulation is to guarantee 

the safety and reliability of financial institutions [58]. Regu-

latory bodies oversee the operation of financial institutions, 

set minimum capital requirements, and ensure that banks 

maintain sufficient reserves to meet their obligations. In ad-

dition, they monitor the credit quality of loans made by fi-

nancial institutions and ensure that banks adhere to an-

ti-money laundering and counter-terrorism financing regula-

tions. Regulatory bodies can promote competition by ensuring 

a level playing field for new entrants and supporting smaller 

institutions. Furthermore, regulatory bodies can boost inno-

vation by providing guidance on new products and services 

and fostering an environment that encourages experimenta-

tion and risk-taking [59, 60, 74]. 

In many countries, the regulation of financial institutions is 

the responsibility of a central bank or other government 

agency. However, it is imperative to guarantee that regulatory 

bodies are independent and have the resources and expertise 

required to carry out their responsibilities effectively. Regu-

latory bodies must be transparent and accountable and engage 

with stakeholders to ensure appropriate and effective regula-

tions [56, 60]. Consequently, regulatory frameworks are es-

sential for promoting financial development. Effective regu-

lation can enhance financial stability, encourage competition 

and innovation, and promote financial inclusion. Policymak-

ers must focus on creating a regulatory environment that 

supports the development of a safe, sound, and innovative 

financial sector while ensuring that regulatory bodies are 

transparent, accountable, and have the resources and expertise 

needed to carry out their responsibilities effectively. 

Capital markets are also an essential aspect of financial 

development. A well-functioning capital markets can promote 

economic growth by mobilizing savings and allocating re-

sources efficiently. Capital markets can also promote financial 

institutions‟ development and increase credit access for indi-

viduals and businesses. Technology has also played an es-

sential role in promoting financial development. Beck et al. 

[61] assert that financial technology (fintech) can potentially 

improve financial inclusion and access to financial services, 

particularly in low-income and rural areas. Fintech can also 
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help to reduce transaction costs and increase the efficiency of 

financial transactions. Education and financial literacy are 

also important factors that contribute to financial develop-

ment.  

According to Lusardi and Mitchell [62], financial literacy 

can improve financial decision-making and increase access to 

financial services. In addition, education can also help indi-

viduals understand the importance of financial planning and 

savings, leading to greater financial stability and security. 

Political stability and institutional quality are also critical 

factors contributing to financial development. Keefer and 

Knack [63] pointed out that countries with stable political 

environments and strong institutions are more likely to de-

velop effective financial systems. Stable political environ-

ments and strong institutions can promote investor confidence, 

increasing investment and economic growth.  

Maintaining sustainable levels of public debt is, thus, cru-

cial for the long-term economic stability of a country. As 

indicated previously, public debt, which is the amount of 

money a government owes to its creditors, can finance gov-

ernment spending, infrastructure projects, and other public 

investments. However, when public debt levels become too 

high, it can lead to several economic problems, including 

higher interest rates, inflation, and reduced economic growth. 

Thus, there are several reasons why countries need to 

maintain sustainable levels of public debt. Firstly, high levels 

of public debt can lead to higher interest rates, which can 

sequentially lead to reduced private-sector investment and 

lower economic growth. According to Reinhart and Rogoff 

[28], when a country‟s debt-to-GDP ratio exceeds 90%, eco-

nomic growth slows by an average of 1% per year. Further-

more, high public debt levels can lead to inflation, which can 

be particularly problematic for developing countries. Inflation 

can erode the purchasing power of consumers, leading to 

higher costs of living and reduced economic growth [55]. 

Ahmed et al. [64] asserted that high public debt levels are 

associated with higher inflation rates in developing countries. 

They discovered that every 10-percentage point increase in 

the public debt-to-GDP ratio is associated with a 0.4 per-

centage point increase in inflation in developing countries. 

Furthermore, high levels of public debt can also lead to 

increased fiscal risks, particularly in the event of a sudden 

economic shock. IMF [65] noted that the COVID-19 pan-

demic has increased fiscal risks for several countries, princi-

pally those with high public debt levels. The study under-

scored the importance of debt sustainability analyses and the 

need for countries to implement sound fiscal policies to mit-

igate these risks. Also, high levels of public debt can limit the 

ability of governments to respond to economic crises. The 

World Bank [66] specified that countries with high levels of 

public debt might face more severe economic consequences in 

the event of a future crisis, including a natural disaster or 

recession and emphasized the need for countries to maintain 

fiscal buffers and reduce debt levels to enhance their resili-

ence to future shocks. 

Hence, when a country experiences an economic downturn, 

the government may need to implement expansionary policies 

such as fiscal stimulus to boost economic activity. However, if 

public debt levels are already high, the government may be 

unable to borrow more money to fund these policies [67-69]. 

This can make it more difficult for governments to support 

households and businesses during economic distress. One 

instance of this can be seen in the impact of the COVID-19 

pandemic on public debt levels. The pandemic led to a global 

economic downturn, with numerous countries experiencing 

significant declines in economic activity. 

Despite the need for increased government spending to 

support households and businesses during the pandemic, 

some experts have raised concerns about the long-term im-

plications of high public debt levels. IMF [66] emphasized the 

risks associated with high public debt levels, including in-

creased vulnerability to future economic shocks and reduced 

fiscal space for future policy responses. The study argued that 

countries should focus on implementing fiscal policies that 

prioritize investment in areas supporting long-term growth 

and development, such as education, healthcare, and infra-

structure, while also managing debt sustainably. 

Overall, while increased government spending can be 

necessary to support households and businesses during eco-

nomic distress, high levels of public debt can limit the ability 

of governments to respond to future crises and create 

long-term economic risks. As such, countries need to adopt 

responsible fiscal policies that balance the need for govern-

ment support with long-term sustainability considerations. 

The above underscores the importance of maintaining sus-

tainable levels of public debt. High public debt levels can lead 

to various economic problems, including inflation, increased 

fiscal risks, and reduced government flexibility in responding 

to future economic crises. By adopting responsible fiscal 

policies and managing debt effectively, countries can ensure 

that public debt levels remain sustainable and conducive to 

long-term economic growth. 

Thus, as indicated earlier, since 2000, there has been a 

recorded increase in the stock of public debt and the current 

„C‟ rating by Fitch in December 2022 and „Ca‟ by Moody‟s in 

November 2022 compelled the government to approach the 

International Monetary Fund (IMF) for an economic support 

package which has severe implications for the economy. In 

this regard, a thorough empirical assessment of the economic 

development in the face of rising public debt in Ghana will 

afford a firm footing for policy development geared toward an 

effective debt management strategy that contributes to the 

sustainable economic progress of Ghana.  

2. Materials and Methods 

The qualitative research paradigm was particularly suited 

for the study as it sought to understand the issues from the 

perspective of those directly involved. The essence of quali-

tative research, thus, lies in the pursuit of a comprehensive 
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understanding of problems, creating a holistic picture con-

structed with words, reflecting the rich viewpoints of partic-

ipants, and conducted in a natural context. In the context of 

the present study, the qualitative research approach sought to 

understand the phenomenon from the perspectives of various 

stakeholders, such as policymakers, financial institutions, 

and other players in the financial sector. The qualitative re-

search paradigm emphasizes the unique perspectives of each 

participant and seeks to immerse the researcher in the subject 

matter to draw meaningful and valid conclusions. 

The active involvement of the researcher in the study adds 

a layer of originality to the data collection and analysis pro-

cess. Bhattacharya [71] posits that qualitative research is 

based on multiple methods and takes an interpretive, natural-

istic approach to its subject matter. This connotes that quali-

tative researchers study phenomena in their natural settings, 

attempting to understand them based on the meanings that 

participants assign to them. However, it is vital to note that 

perfect objectivity is often unattainable in qualitative re-

search because human behaviour is neither always rational 

nor predictable [72]. This is not a drawback but rather a 

characteristic feature of the qualitative research paradigm, 

which values depth, complexity, and contextual understand-

ing over statistical predictability and control. 

In conducting this study, the researcher was aware of the 

ethical responsibility to protect the rights and interests of all 

entities involved. This includes ensuring the data is collected, 

analyzed, and reported ethically. Ethical considerations are 

vital in research, irrespective of whether the research is qual-

itative or quantitative in nature.  

A total of sixteen (16) experts in economics and finance 

from five (5) esteemed banks in Ghana participated in 

face-to-face interview sessions. These sessions were essential 

to obtain in-depth perspectives. The data collected was pro-

tected through strict measures. Thus, the researcher adhered 

to the ethical guidelines outlined by Horner and Minifie [73]. 

These guidelines address essential considerations such as 

obtaining informed consent from entities whose data were 

accessed, maintaining the confidentiality of information, 

evaluating potential risks, ensuring reciprocity, and deter-

mining data access and ownership. While some ethical chal-

lenges were identified during the research process, steps 

were taken to address them. A key ethical concern was en-

suring that entities whose data were accessed fully under-

stood the nature and purpose of the research.  

3. Results 

This study examined the intricate relationship between fi-

nancial development and public debt within the context of 

Ghana. Understanding these relationships is critical for poli-

cy formulation and economic stabilization, given the dy-

namic economic environment and the government‟s fiscal 

engagements. 

The study began with a qualitative assessment where par-

ticipants were requested to rate, on a scale of 1 to 10, the 

current state of financial development and the level of public 

debt in Ghana. This provided a subjective gauge of the per-

ceived efficacy of existing financial systems and the public 

debt burden as perceived by stakeholders. Such assessments 

help identify underlying sentiments and concerns regarding 

the country‟s financial health and debt management strate-

gies. 

A consensus emerged from the bank officials‟ responses 

regarding Ghana‟s current financial development and public 

debt. When reacting to financial development, many of the 

respondents expressed concern, with one noting,  

“Our financial development is at a moderate level; I would 

rate it a 5. The main challenges are the high interest rates and 

low access to credit facilities, especially in the rural areas.” 

Another respondent echoed this sentiment:  

“On a scale of 1 to 10, I would rate our financial devel-

opment at a 4. We have made some strides, especially in the 

digital finance sector, but there is still a long way to go.” 

Public debt was also a prevalent issue in the responses. 

One bank official lamented,  

“I am gravely concerned about our level of public debt, and 

I would give it a rating of 3. It‟s quite high and could poten-

tially impact our financial stability and future development.” 

Another added,  

“Effective public debt management is critical to prevent a 

crisis, and I would rate our public debt level at 5.” 

The responses shed light on two main issues: the moder-

ately progressing state of financial development in Ghana, 

marked by high interest rates and low accessibility to credit, 

and the rising level of public debt, which is seen as a signifi-

cant risk to the country‟s financial stability and future de-

velopment prospects. These insights underline the need for 

policy interventions to enhance financial development and 

prudent public debt management. 

Participants were then queried about the factors they be-

lieve are most critical in promoting financial development 

while managing sustainable levels of public debt. These fac-

tors include fiscal and monetary policies, the regulatory en-

vironment, the investment climate, infrastructure develop-

ment, and consumer education. Ranking these factors in or-

der of importance will illuminate the perceived hierarchies of 

influence and the interdependencies among these elements. 

This aspect of the study aimed to uncover the mul-

ti-dimensional factors that stakeholders believe should be 

prioritized to foster a robust financial sector amidst manage-

able debt levels. Bank officials offered a variety of perspec-

tives. One respondent shared,  

“To me, fiscal and monetary policies are paramount. These 

policies directly influence the level of public debt and also the 

environment within which our financial institutions operate. 

They would be my number one.” 

Another bank official, however, saw the regulatory envi-

ronment as more critical. They mentioned,  

“An enabling regulatory environment can foster more in-
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novation and competition in the financial sector. This is my 

top pick.” 

Some bank officials also considered the investment cli-

mate to be significant.  

“For a thriving financial sector, we need a conducive in-

vestment climate. This should be our primary focus if we want 

to attract domestic and foreign investment,” 

one respondent noted. 

Infrastructure development was another factor that re-

ceived attention. A bank official opined,  

“Infrastructure is the backbone of any economy; financial 

development is challenging without it. Hence, I rank it as a 

significant factor.” 

Consumer education also received notable mentions. One 

bank official highlighted its importance, stating,  

“Consumer education, though often overlooked, is vital. A 

well-informed consumer base can help develop a more robust 

financial sector, which deserves more attention.” 

It could be observed that there is a consensus among the 

respondents that fiscal and monetary policies, the regulatory 

environment, the investment climate, infrastructure devel-

opment, and consumer education all play a crucial role in 

promoting financial development and maintaining sustaina-

ble levels of public debt. However, the order of importance 

seems to vary according to individual perspectives. 

Exploring how public debt influences the behaviour of 

banks and financial intermediaries through firsthand experi-

ences of the participants provides deep insights into the prac-

tical implications of high debt levels. This section sought to 

capture the operational adjustments, risk management strate-

gies, and financial decisions influenced by the nation‟s debt 

dynamics. Several key points emerged when analyzing the 

hypothetical responses of the bank officials regarding the 

impact of public debt on the behaviour of banks and financial 

intermediaries. One respondent noted,  

“As public debt increases, banks are more cautious and 

seem to tighten their credit standards in fear of increased 

default risk.” 

Another bank official echoed this sentiment:  

“High public debt levels create a sense of economic insta-

bility, and I‟ve noticed that banks respond to this by reducing 

their risk exposure. This often means less lending to the pri-

vate sector, particularly small and medium enterprises.” 

However, another perspective highlighted that banks and 

financial intermediaries might see increased public debt as an 

investment opportunity. One bank official stated,  

“Higher public debt can sometimes lead banks to invest in 

government securities, which are deemed safe. This „crowd-

ing out‟ effect may reduce credit availability for the private 

sector.” 

One respondent also underscored the importance of man-

aging public debt, saying: 

“It is not just about the level of public debt but how it‟s 

managed. Banks and financial intermediaries watch closely 

for signs of fiscal discipline. A rising public debt combined 

with poor fiscal management can scare off banks from ex-

tending credit.” 

The bank officials‟ position highlights that high public 

debt levels can lead to a more conservative approach by 

banks and financial intermediaries, affecting their lending 

behaviour. However, this behaviour is also heavily influ-

enced by the perceived management and sustainability of the 

public debt. 

The study culminates with a solicitation of policy recom-

mendations from participants. These recommendations aim 

to promote financial development while ensuring that public 

debt remains sustainable. Discussions include strategies for 

balancing financial growth with debt, the adoption of inter-

national best practices, the role of the central bank in main-

taining financial stability, and policies that could enhance 

financial inclusion. This part of the qualitative analysis is 

particularly valuable as it harnesses expert opinions and 

practical suggestions that could inform effective policymak-

ing. Several key points were noted when the respondents 

were asked about policy recommendations. One respondent 

suggested,  

“The government could focus on reducing public ex-

penditure and prioritizing spending on key sectors that would 

lead to financial development. This includes investing in ed-

ucation, infrastructure, and healthcare.” 

Another added,  

“A regulatory environment encouraging competition and 

innovation in the financial sector would also contribute sig-

nificantly to financial development.” 

More so, striking a balance was considered vital. A re-

spondent noted,  

“Striking a balance requires a multifaceted approach that 

includes prudent fiscal management, fostering a conducive 

business environment for private sector growth, and pro-

moting a robust and inclusive financial sector.” 

Also, the necessity of fiscal discipline was a common 

theme. One bank official said,  

“Maintaining fiscal discipline is key, and the government 

should ensure that public expenditure is efficient, effective 

and aligns with the country‟s long-term development goals.” 

Another proposed that: 

“The government could also look at strategies to increase 

revenue, such as improving tax collection, to reduce reliance 

on debt.” 

Lastly, the central bank‟s role in financial stability was 

highlighted. A respondent suggested, 

“The central bank should proactively manage public debt 

by setting prudent monetary policies and promoting macro-

economic stability.” 

Another bank official noted that:  

“The central bank should also work in tandem with the 

government to align monetary and fiscal policies to ensure 

financial stability and sustainable debt management.” 

In summary, the respondents strongly recommended fiscal 

discipline, improved government expenditure management, 
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the creation of a conducive business environment, and the 

proactive role of the central bank in managing public debt 

while promoting financial stability. 

4. Discussion 

As explored in this study qualitatively, the nexus between 

financial development and public debt in Ghana underscores a 

complex dynamic integral to the country‟s economic stability 

and development. Findings align with literature indicating 

that moderate financial development coupled with high public 

debt can significantly constrain economic growth [22, 28]. 

The subjective assessments from bank officials about the state 

of financial development and public debt levels reveal con-

cerns that echo mirror broader global observations, where 

high public debt often correlates with reduced financial sys-

tem efficiency [68]. 

Also, as noted by respondents, the moderate progression in 

Ghana‟s financial development highlights critical challenges 

like high-interest rates and limited access to credit, particu-

larly in rural areas. This finding is consistent with the works of 

Demirgüç-Kunt and Levine [53], who argue that such barriers 

can stifle economic innovation and growth by limiting entre-

preneurial activities and investment opportunities. The em-

phasis on digital finance as a significant stride aligns with 

recent advancements in financial technology across Africa, 

which have shown the potential to leapfrog traditional bank-

ing limitations [69]. 

Concerns regarding the high level of public debt reflect 

fears of potential macroeconomic instability - a 

well-documented sentiment in economic literature. For in-

stance, Reinhart, Reinhart, and Rogoff [28] discuss how high 

public debt levels can lead to reduced economic growth, a 

phenomenon evident in many developing economies. As 

expressed by the respondents, the fear of a debt crisis neces-

sitates effective debt management strategies to prevent ad-

verse economic consequences. This is crucial for maintaining 

investor confidence and ensuring sustainable economic 

growth [20]. 

The study‟s findings on the critical factors - fiscal and 

monetary policies, regulatory environment, investment cli-

mate, infrastructure, and consumer education - necessary for 

promoting financial development and managing public debt 

are particularly telling. These factors are often interlinked, 

each playing a significant role in shaping the financial land-

scape. For example, the emphasis on fiscal and monetary 

policies is echoed in the works of Mishkin and Herbertsson 

[57], who assert that sound policies are fundamental to pro-

moting financial stability and development. Similarly, the 

importance of a robust regulatory environment for fostering 

innovation and competition in the financial sector aligns with 

Laeven et al. [74] views, who argue that regulation can im-

pede or facilitate financial sector growth. 

The responses regarding the behaviour of banks and fi-

nancial intermediaries in light of rising public debt levels 

reveal a conservative shift in lending practices, highlighting a 

risk-averse approach in uncertain economic times. This aligns 

with the “crowding out” effect described by Bernanke [69], 

where high public debt leads to higher interest rates, thereby 

reducing private investment. The potential for banks to invest 

more in government securities rather than private sector ini-

tiatives illustrates a reallocation of resources that might not be 

optimal for long-term economic development. 

This study contributes to the understanding of the complex 

dynamics between financial development and public debt in 

Ghana and highlights the need for comprehensive policy 

interventions aimed at enhancing financial infrastructure, 

improving regulatory frameworks, and ensuring fiscal disci-

pline. The insights bank officials provide can inform policy-

makers in designing strategies that mitigate the risks associ-

ated with high public debt and foster a conducive environment 

for sustainable financial development. 

5. Conclusions, Implications and  

Limitations 

The study comprehensively examines the interplay be-

tween financial development and public debt in Ghana, re-

vealing significant concerns about moderate levels of finan-

cial development coupled with high public debt. The findings 

suggest that financial development in Ghana is hampered by 

high-interest rates and limited access to credit, particularly in 

rural areas. Meanwhile, the public debt levels are considered a 

substantial risk that could undermine financial stability and 

future growth. 

Participants identified a range of critical factors necessary 

for improving financial development while managing sus-

tainable public debt levels, including fiscal and monetary 

policies, a regulatory environment conducive to financial 

sector innovation, a robust investment climate, adequate in-

frastructure, and consumer education. These elements are 

essential for creating a balanced and dynamic financial system 

capable of supporting economic growth without exacerbating 

public debt issues. 

Regarding the implications, the insights from this study 

underscore the need for targeted policy interventions to stim-

ulate financial development and ensure adequate public debt 

management in Ghana. This will involve crafting policies that 

foster a conducive regulatory environment and promote fi-

nancial inclusion and literacy. Also, the study highlights the 

conservative lending behaviour of banks in response to rising 

public debt levels, which could stifle private sector growth, 

particularly among small and medium enterprises. This calls 

for measures to mitigate risks and encourage banks to main-

tain healthy lending practices. Furthermore, with public debt 

being a significant concern, the government and financial 

institutions must realign their investment strategies, focusing 

more on sectors that can drive economic growth and reduce 

dependency on external debt. 
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The study primarily relied on qualitative, subjective as-

sessments of financial development and public debt, which 

may not comprehensively capture the full scope of the finan-

cial landscape or the nuances of public debt dynamics in 

Ghana. Moreover, while insightful, the focus on bank officials‟ 

perspectives may not encompass the views of other stake-

holders in the financial system, such as consumers, non-bank 

financial institutions, and international investors. Further 

studies may focus on that. The absence of quantitative data to 

supplement the qualitative findings connotes that the study‟s 

conclusions are based predominantly on perceptions rather 

than empirical evidence. This could affect the generalizability 

of the findings and the formulation of specific policy rec-

ommendations. Finally, the study‟s focus on Ghana limits its 

applicability to other contexts where financial and public debt 

dynamics may differ significantly due to cultural, economic, 

or regulatory differences. 
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