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ABSTRACT

Therole of monetary policy in macroeconomitabilization remains an importargsearchocusfor

central banks, particularly ifmontier anddeveloping economieshere the institutional structure are

not quite complete hiegration with the world economy is partial and also just at the beginning of a
process of growth and transformation. These econoanésdsoconfronted with relatively large and
recurrentcorrelatedshocks entirely different from their developed coupdes. Notwithstanding,

there is paucity of studies on monetary policy making intieo and developing economiasthe bulk

of the literature has concentrated on either advanced econoneeserging marketaherethere is

stable institutional structumnd relatively predictable economic linkag@seof such leading frontier
marketsis GhanaThe West African natiobecame the 28economy in the world but second Africa
country after South Africa to officially opt for inflation targeting framework afnmtary policy in

May 2007.Regardless of the welbrmulated price stability objective and operational independence
clearly preserved in thBank of GhanaBOG) Acts 2002 (Act 612) after the adoption of inflation
targeting regime, inflationary pressureavh lingered over the yeans Ghana. Without a doubt,
Ghanads consumer price i nf | aSahac;mAfritan ecorpmiesnand mo |
the inflationary developments are often linked to large internal and external aggregate demand and
suppy-side fiocks.The BOG has over the yeadoptedlifferentpolicy stance in an attempt steer
inflation towardsits medium term target of 8+2 percent, and hence, to ensure overall macroeconomic
stability. The dsinflationary process has often been s$higed, triggeling controversy in policy and
academic discourses regarding the appropriateness of the current monetary policyrr&jiauea.

At the same timesomefast pace of GDP growthas recently been recorded, placBigana among

the fastest growig economies in African the midst of these uneven macroeconomic outspinis

of paramount interesb comprehendhe effectivenesand the dominant channel monetary policy
transmission mechanism in Ghadso gven the fact that BOG currently folvs a certain policy

rule, it is necessary to ascertain h®0OG hasreacted to macroeconomic shoak#er the years
Furthermoreavailable empirical literaturis inconclusiveon the extent of theolicy passthrough {.e.

via interest rate) to the reat@nomyin Ghana amid large segment of unbanked population (i.e. non
Ricardian consumers) and continuous fragile fiscal prdiigsides, the New Keynesian framework

for monetary policy analysis and forecasting adoptéairtier anddeveloping economiesikfollows

the represent at-whioh asaugmethat all lbusehplihave @mphete access to the
financial system and hencable tosmooth consumption even though a large segment of the

population face acute financial constraiatel aret h uhandtéémoutid ¢ o n sGivenethe pace
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of financial integration and international trade dynamics, evidence of shock transmission and
interdependence of macroeconomic variables could provide meaningful suggestions for monetary
policy implementationin a small but highly opened economy like Ghamiéh underdeveloped
financial market This thesis addresses these gaps inherent in extant literature arsdeaifarical
solutionsfor the Ghanaian ca$s investigating the monetary and business cycle aiyes exploring
interdependencégspillovers) betweenpolicy instruments and targetadacroeconomicvariables,
estimatingmonetarypolicy reaction functiongeveloping a New Keynesian DSGEmeworkwith

and withoutnon-Ricardian consumer®r monetary poby forecasting and analysas well asfor

consumption effects of monetary and éipolicies.

On a whole, lte thesis isnethodicallyorganized intosix essential and interrelatesnpiricalchapters
each significantly touching on peculiar theme(s) tloan the crux of the problems or research
guestions on monetary policy and macroeconomic stabilityhile employing advanced
macroeconometric techniques and models that underpin monetary policy transmission meaohanism
a leading frontier market, Ghan&@he first four empirical chaptersof the thesis judiciouslyse
empirical macroeconometric methods to investigate four aspects of monetaryhpaiogin Ghana

In particular, he firstempiricalchapterfocuses mainly on the institutional and practicatkatecture

of thecurrent monetary policy framewonk Ghana. h a sense, itomprehensivelgxplores the level

of transparency, accountability and credibility of Bank of Ghéolwing much of the literaturé he
salient finding is that monetary poliédsamework is consistent with inflation forecast targeting and
exhibits moderate levels of policy transparency and credibilifhe secondempirical chapter
investigategshe macroeconomic benefits of inflation targeting strategy in Ghana lussiigess cyle
analysis andgtandard econometric method#is chaptershows significant interconnectedness with
business cycle and that the inflation targetimgtsgy has been broadly beneficial in Ghana compare
to the previous policy regimeshethird empiricalchapterinvestigatesnonetary policy transmission
mechanism and its overall effectivenggth particular focus on themacroeconomic interdependence
or volatility spillovers amongnoney market interest rate on one hand and amorngptioy (interesj
rate,exchange ratand the real sector (i.e. inflation aadtput gap on the other hand, over tinaad

in multiscale domainJsing appropriate models suchtbeeedimensional continuous Morlet wavelet
coherency techniqueparametric and nonparametri@@rangernoncausality tests, as well as the
generalizedorecast error variancgecomposition (GFEVD) methods, tishaptermainly suggests
moderate levels of interconnectedness among money market interest rates across time and multiscale

domains in Ghanarhe thid empirical chaptefurther reveals that the degree of interdependence
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among the policy interest rate, exchange rate and the real -wer@bles are scaldependent, as
strong interlinkages are observed at the longer-toade. The fourth empirical chaper looks at
macroeconomic policy reaction functiomgth the view to determiningnonetary policy preference
across economic cycles and political reginme§&shana sing generalized least squares and quantile
regression methodsThe basic finding of the fodh empirical chapteris a clear evidence of an
asymmetric monetary policy rule withvid vacillation in the key policy parameters across business
cycles and time, strong interest rate inertia and weak evidence of heterogeneous policy preference in
different political regimes, surmising the exercise of monetary policy independ€ogether, the
findings of the preceding fowrhapterform the basis for the development of samden economy
general equilibrium model in the subsequent ®wopirical chapters Notably, he fifth empirical
chapterdevelopsand estimatea smalopen economilew Keynesiamgeneral guilibrium model with
representative agent (i.e. RANY monetary policy analysis in Ghana. It empirically testsRABIK
modelwith the view toanalyging and determining theptimal monetary policyrule for Ghana.The
salient finding is that forwartboking monetary policy rule is optimal for Ghana. However, the
impulse response function demonstrated that model is prone tppzzie Given the larg@roportion

of unbanked population in Ghana, we furtrextend the analysisf the precedingchapterto
accommodate heterogeneous household behaviour. Accordimglsixthempirical chaptedevelops

a smalltopen economy New Keynesigeneral equilibriunmodel with heterogeneous agent (i.e.
HANK) with the view to exploringhe implications othe inclusion ohon-Ricardianhousholdson
monetaryand fiscapolicy transmissiong;n GhanaThus, heempiricalchaptersix assessebe relative
suitability oftheHANK modelfor monetary policy analysis in Ghafdough the findings corroborate
the earlier support for forwatildoking monetary policy rule for Ghangne HANK model inchapter

six rather generates meaningful impulse respduasetiors and hencemore suitable for monetary

policy investigations in Ghana.

Collectively, the findings of thehesisprovide new and uniquperspectiveghat extend current
understanding of the monetaglicy framework and its inteomnectedness with the real sector within
a frontier or developing economy saddled with underdeveloped financial markets as well as

heterogeneous economic agents.

Keywords: Monetary policy, Transmission Mechanism, New KeynesMolatility Spillovers,
Structural Shocks, Taylor Rule, StabilisatioFiscal Policy, Crowdingut, DSGE,
Heterogeneous Agents, Bayesian, Ghana
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