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Abstract 
This study sets out to examine the impact of financial deepening on economic growth in Nigeria, using data from 

secondary sources, (1986-2015). The ordinary Least Square (OLS) technique, Co integration, and Error correction 

model (ECM) are employed as estimation tools. Specifically, both the Augmented Dickey-Fuller (ADF) and Philips-

Perron (Pp) tests are conducted to ascertain the stationarity of the variables. Results revealed that economic growth 

in Nigeria in the long-run is influenced by the indices of financial depth. Also financial deepening is positively and 

significantly related to economic growth. The study therefore recommends for financial inclusion, financial reforms; 

infrastructural development, and efficient payment system to encourage savings; boost public confidence in the 

money and stock markets to stimulate investment and efficient resource allocation.  
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1.0       Introduction 
 

The relationship between financial deepening and economic growth has attracted much attention to economists since 

a long time, particularly since the emergence of the new theories of endogenous economic growth. Although 

different economists according to Hao (2012) attach different degrees of importance to financial intermediation, its 

role in economic growth can be theoretically postulated and has been supported by more and more empirical 

evidence. However, in the last two decades, the link between financial deepening and economic growth has 

generated a great deal of interest among academics, policy makers and economists around the world. Aziakpono 

(2004) noted that several studies have actually addressed the potential links between financial deepening and 

economic growth. However, the debate concerning the role played by financial deepening on growth is far from 

being settled. 

 

The consequence of these observations is that to determine the relation between financial deepening and   economic 

growth,   empirical application requires measuring indices for the definition of the development of the financial 

sector. There are lots of measures to evaluate the development of financial system while researching its effect on 

economic growth. In this research, we will focus on financial deepening - that is, the ability of financial institutions 

in an economy to effectively mobilize financial resources for development. We will therefore take the financial 

depth as the key indicator that shows the development stage of financial sector. 

Various effects of financial deepening came to the centre of academics as well as policymakers discussions during 

the last four decades especially in relation to the economic development. However, with the advent of financial 

liberalization and international financial integration, economists and researchers have now focused their attention to 

financial deepening especially due to its potential effects on the real economy of nations. (Mirdala, 2011). However, 

there are mixed feelings and findings as to the extent of relationship between financial deepening and economic 

growth. Beck and Kunt (2009) noted that while many researchers have argued that a well developed financial sector 

facilitates high and sustainable economic growth, others assert that there still exists great dichotomy regarding the 

role of financial deepening in facilitating sustainable economic growth especially in the long run. 

 

Generally, the expected fundamental objective of every financial system is to perform financial intermediary role in 

the economy in order to enhance economic growth and development. The extent these financial system's activities 

effectively permeates and enhance the entire economic growth is referred to financial deepening. However, the link 

between financial deepening and economic growth has been a subject of intense controversy in economic literature. 

Karaham and Yilgorr (2014) noted that while some economists have generally emphasised the central role of 

financial markets in economic growth, the empirical evidence on the relationship between financial deepening and 
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economic growth is apparently inconclusive. Similarly, McDonald and Schumacher (2003) observed that while the 

relationship between growth and financial deepening has been found to be strong, the channels by which financial 

deepening causes growth are still under discussion. Given the above conflicting schools of  thought, and in view of 

the above arguments, this research intends to bridge the gap in the existing literature by empirically evaluating the 

relationship between financial deepening and economic growth in Nigeria  using time series data. This period 

appears unique given various significant development in the Nigeria stock market. How these developments 

correlate with high level poverty contrary to expectations is the basic objective of this study. The rest of the paper 

proceeds as follows: Section 2 reviews the literature, Section 3 describes the data, presents the empirical strategy, 

and section 4 reports the main results and the robustness tests. Section 5 conclusion and recommendation. 

2.1       Theoretical Framework  

2.1.1    Financial Inclusion, Financial Exclusion and Financial Deepening 
 

Financial inclusion refers to all initiatives that make formal financial services Available. Accessible and Affordable 

to all segments of the population  with particular  reference to specific portions of the population that have been 

historically excluded from formal financial sector either because of their income level and volatility, gender, 

location, type of activity or level of financial literacy. It is the delivery   of financial   services low income segments 

of society at affordable   costs to   sections of disadvantaged and low income segments of society. 

 

Financial exclusion on the other hand is defined as the unavailability of banking services to people with low income. 

It is believed to be one factor preventing poor people from living out poverty. It also refers to the situation where 

people have difficulties in accessing suitable financial services within the traditional market. However, financial 

deepening is the aggregates of all the intermediary activities of the financial system in any given economy. Indeed it 

involves the establishment and expansion of institutions and markets that support investment and growth process 

(Afego, 2012). It is the extent the financial system's various interrelating units' function effectively to enhance 

economic growth of a nation. 

 
2.1.2a: Keynesian Paradigm 
 

The Keynesian paradigm states that financial deepening occurs due to autonomous spending by the government. The 

argument according to Hemachandra (2012) is that in order to reach full employment, the government should inject 

money into the economy by increasing government expenditure. An increase in government expenditure increases 

aggregate demand and income, thereby raising demand for money. This disequilibrium is resolved by reducing 

private investments resulting from higher interest rates. Since higher interest rates according to Dornbusch and 

Fischer (1978) lower private investment, an increase in government expenditure promotes investment and reduces 

private investments concurrently. 

 

2.1.2b: McKinnon-Shaw Paradigm 
 

The postulation of this paradigm is that financial deepening occurs with high interest rates, credit expansion and 

removal or reduction in statutory reserve requirement (SRR). It advocates, according to Hemachandra (2012), 

financial liberalization policies in order to achieve economic objectives particularly in the developing countries. 

According to him, developing countries have repressed economies with ceiling on interest rates and limitations in 

credit availability which imposes restrictions on growth. The way out of this therefore, is for the developing 

countries to increase the availability of funds by removing restrictions in the financial sector. 

 

2.1.2c: Neo-Structuralists Paradigm. 
 

Neo-structuralist(Wijnbergen, 1983 and Taylor 1983) presented opposite argument against the postulations of the 

Mckinnon-Shaw paradigm. They stated that in the presence of unorganized monev markets (UMM), financial 

liberalization leads to a reduction in investment, as the credit available in the system declines. This decline in credit 

is a result of substitution of loans of the UMM for deposits in the organized market. Wijnbergen(1982,1983) 

concludes that financial liberalization is likely to reduce the rate of economic growth by reducing the total real 

supply of credit available to investors due to substitution of deposits in the organized sector. Further, they stated that 

reserve requirement in the banking sector may constraint credit supply and that this could not happen in curb market 

(a curb market is an unorganized market in which financial transactions take place on an informal basis) which is not 
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subject to reserve requirements. Consequently, the curb market is able to provide more efficient financing. Based on 

this, they reasoned that interest rates, bank credit and reserve can be used to achieve financial deepening. 

 
 

2.2      Empirical Review 
 

Wadud (2005) examines the causal relationship between financial deepening and growth in Fiji using low frequency 

data from 1970 to 2000. The study employed unit root test and co-integration technique within a bi-variate (VAR) 

framework. Empirical results suggest a positive relationship between financial deepening and economic growth. He 

posits that this outcome is common with countries that have less sophisticated financial systems.(Hashmi and Haider 

(2012), studied the effect of financial deepening on growth on real sector in Pakistan as compared with those of U.S. 

and U.K. Employing vector error correction models (VECM) and applying Granger causality tests found that the 

presence of linkages is evident amongst the intensity of financial deepening and output levels as well as monetary 

base. The test of granger causality conducted testified the leading role of intermediation V towards real growth in all 

three countries studied. 

 

Ibrahim (2012) employed time series data from 1970 to 2010 and analysed with unit root and co-integration tests. 

The error correction model was estimated using the Engle -Granger technique in assessing financial deepening and 

economic growth in Nigeria. Theresult established that financial deepening has a significant impact on economic 

growth in Nigeria. Demirgue - Kunt and Maksimore as cited by Shittu (2012) carried on a firm level based study to 

justify their assertion with respect to the relationship between financial deepening and economic growth. They used 

cross-section data from 30 countries developed and developing for the period 1983-1991. Result indicates that 

financial deepening will ensure growth of firms hence, they concluded that financial deepening stimulates growth. 

 
Sackey and Nkrumah (2012) while evaluating the financial sector deepening and economic growth in Ghana using 

Johanson co-integration techniques within a bi-variate vector auto-regressive framework for the regression found 

that there is a statistically significant positive relationship between the financial sector development and economic 

growth in Ghana. Darrat (1999) contribution to the role of financial deepening on economic growth, examined three 

Middle-East countries of Saudi-Arabia, Turkey and the United Arabia Emirates, using multivariate Granger 

causality tests within an error correction framework. The\ tried to determine the causal link between financial 

deepening and economic growth in order to discriminate between several alternative theoretical hypotheses. The 

results generally support the view that financial deepening is a necessary causal factor for economic growth 

although the strength of the evidence varied across countries and across the various proxies used to measure 

financial deepening. The causal relationships were also predominately long-term in nature hence their 

recommendations that government policies aimed at promoting financial deepening in those countries must be 

persistent and sustainable in order to foster economic development. 

Using a cross country data analysis of 71 less developed countries (LDCs) for the period 1960 to 1980, Odedokun 

(1998) in his study emphasised that financial intermediation promotes economic growth especially more pronounced 

in the low-income -countries. The researchers expanded neo-classical one sector aggregate production function with 

financial deepening as an input. Two models were derived with economic growth as the dependent variable. The 

regressions used included; labour force growth, investment - GDP ratio, real export growth and financial dept. The 

models were estimated using the Ordinary Least Squares (OLS) technique as well as the Generalized Least Squares 

(GLS) techniques. Beside the strong positive relationship that manifested between financial deepening and 

economic growth, the study established that the impact of financial deepening is at par with export growth and 

capital formation. 

 
On Sub-Sahara Africa, Ndebbio' (2012), used broad money (M2) as a ratio of GDP and growth rate per capita real 

money balances as financial deepening variables to examine the effect of financial deepening on growth in sub-

Saharan Africa, findings showed that financial sector development spurs economic growth.Producing more 

instrumental variables with a view to establishing a more robust empirical relationship between financial deepening 

economic growth, McCaig and Stengos (2005) as cited by Ibrahim (2012) used a cross-country of analysis of 71 

countries for the period 1960 to 1995. A linear regression model which defines economic growth as a function of 

financial deepening and a set of conditioning variables was estimated using the Generalized method of Moments 

(GMM). The study supports the argument that a positive relationship exist between financial deepening and 

economic growth. However, it emphasized that this will be true if financial deepening is measured by liquid 
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liabilities and private credit as a ratio of GDP while it will be weaker if it is measured using the commercial - central 

bank ratio. 

 

The emergence of what has become known as new theories of endogenous economic growth according to 

Greenwood and Jovanovic (1990), Bencevenga and Smith (1991) has given a new impetus to the relationship 

between growth and financial deepening.These models postulate that savings behaviour directly influences not only 

equilibrium income levels but also growth rates. On that account the performance of financial markets were said to 

have a strong impact on real economic activity. Chen (2010) examined the long run and causal relationship between 

financial deepening and economic growth for ten countries in sub-Saharan Africa. Using the Vector Error 

Correction Model (VECM). The study finds that financial deepening is co-integrated with economic growth in the 

selected ten countries in sub-Sahara Africa. The result obtained showed that financial deepening Granger causes 

economic growth in Central African Republic Congo Republic, Gabon and Nigeria; while economic growth Granger 

causes financial deepening in Zambia. In the other five countries – Kenya, Chad. South Africa, Sierra Leone and 

Swaziland, the result showed bi-directional relationship. 

 

Using South Africa data from 1954-1992, Haider (2012) analyzed the role of financial system in propagating 

economic growth. Credit extension to the private sector was employed as a proportion of GDP and the ratio of the 

total value of shares traded to GDP to measure the degree of financial deepening and stock market liquidity, 

respectively. Employing the Persaran, Shin and Smith auto regressive distributed lag (ARDL) his result confirm that 

financial deepening has positive effect on per capita GDP. Other researchers who have found support for the 

finance-driven or supply hypothesis include Romeo-Avila (2007) who investigated the relationship between finance 

and growth with emphasis on the effect of financial deregulation and banking law harmonization on economic 

growth in the European Union. His study established support that financial intermediation impacts positively on 

economic growth. 

 

Kwan, et al (2014)analysed the relationship between financial deepening and economic growth for Hong Kong, 

South Korea and Taiwan and found that financial deepening had a positive influence on output growth. They 

therefore concluded that a sound financial system is essential in the course of economic development. In a more   

elaborate   research,   Calderon and Liu, (2002)   employed   the   Geweke decomposition test Geweke (1982) on 

pooled data of 109 developing and industrial countries from 1960 to 1994 to examine the direction of causality 

between financial deepening and economic   growth. The study found among others that: (1) financial deepening 

generally leads to economic growth (2) financial deepening propels economic growth    through    both    a more    

rapid    capital  accumulation and productivity growth with the later channel being the strongest (3) the longer the 

sampling interval, the larger the effect of financial deepening on economic growth and (4) financial deepening 

contributes more to the causal relationships in the developing countries than in the industrial countries. 

 
3.1       Methodology 
 

This study adopted the Expost facto design as it relied on secondary sources of data. The analytical tools consist of 

multiple regression, unit root test co-integration and error correction mechanism (ECM). 

 

3.1.0    Unit Root Test  
 

Empirical work based on time series data assumes that the underlying time series is stationary. A data series is said 

to be stationary if its mean and variance are constant over time and the value of the covariance between two time 

periods depends only on the distance or lag between the two time periods and not on the actual time at which the 

covariance is computed (Agrawal, et al; 2010). This will help to ascertain whether the variables are likely to be co-

integrated. Therefore, we use the traditional ADF tests. Before applying this test, we determine the order of 

integration of all variables using unit root tests by testing for null hypothesis        (i.e   has a unit root), and 

the alternative hypothesis is        . The rule of thumb is that all variables should be integrated at first order 

difference I(1) so as to avoid biased result 
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3.1.1    Co-integration Test 
 

Co-integration is based on the concept that if two or more variables are linked to form an equilibrium or long-run 

relationship between them, even though the series themselves in the short-run deviate from equilibrium, they will 

move together in the long-run. This implies that if two time series variables Xt and Yt are both non -stationary, at 

levels but stationary when differenced, that is, they are of order 1(1), then there could be a linear combination of the 

two time series variables Xt and YL which is stationary.  The co-integration test is concerned with testing for the 

existence or otherwise of long-run equilibrium between the series in the model. Therefore, we state our co-

integration analysis a dynamic vector autoregressive regression (VAR) which explores co-integration. The essence 

is to capture the causal dynamics between the selected variables at the same time to observe the long run dynamics. 

For instance, given a VAR with possible long run co-integration amongst a set of variables. 

Therefore, we start with the Johansen co-integration equation which starts with the vector auto regression (VAR) of 

order   is given by: 

            ……..                 (1) 

Where    is a       vector of selected variables in log form that are integrated at order one- commonly denoted 

1(1), n=4,     are the parameters to be estimated,    are the random errors. This (VAR) can be re-written as; 

                       
   
          (2) 

Where,         
     and         

 
           (3) 

If the coefficient matrix   has reduced rank     , then there exist     matrices of   and   each with rank   

such that  

                (4) 

Where   is the number of co-integrating relationship, the element is   is known as the adjustment parameters in the 

vector error correction model and each column of    is a co-integrating vector. It can be shown that, for a given  , 

the maximum likelihood estimator of   define the combination of      that yield the   largest canonical 

correlations of    with      after correcting for lagged differences and deterministic variables when present. The 

two different likelihood ratio test of significance of these canonical correlations are the trace test and maximum 

eigenvalue test, shown in equation 5 and 6 respectively below  

                        
             (5) 

    

                                 (6) 

Here, T is the sample size and     is the     ordered eigen-value from the   matrix in equation 3 or largest canonical 

correlation. The trace tests the null hypothesis that the number of   co-integrating vector against the alternative 

hypothesis of   co-integrating vector where   is the number of endogenous variables. The maximum eigenvalue 

tests the null hypothesis that there are   co-integrating vectors against an alternative of     (see Brooks 2002). 

 

3.1.2   Error Correction Model (ECM) 

 

This is used to determine the rate at which the dependent variables adjusts to changes in the independent variables. 

If the long-run equilibrium relationship is established, the next step is to ascertain the speed of adjustment using the 

ECM. It signifies the speed of adjustment It also involves the specification of over-parameterized model followed by 
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the estimation of parsimonious model. The over-parameterized ECM is estimated by setting the lag length long 

enough to ensure that the dynamics of the model have not been constrained by a too short lag length. Therefore, this 

study uses Akaike information criteria for selected the optimal lag length. The existence of co-integration between 

the variables implies that causality exists in at least one direction. The short run equilibrium relationship is tested 

using vector error correction model (VECM). VECM is restricted VAR that has co-integration restriction built into 

the specification. The VECM analysis in this study is based on equation 2 and it involves five co-integrating vector 

as thus: 

                           

 

   

              
              

 

 

   

 

   

 

              
 

 

   

             
 

 

   

                                                  

      is the error correction term obtained from the co-integration model. The error coefficients      indicate 

the rate at which the co-integration model corrects its previous period’s disequilibrium or speed of adjustment to 

restore the long run equilibrium relationship. A negative and significant        coefficient implies that any short 

run movement between the dependant and explanatory variables will converge to the long run relationship. 

 
3.2      Model Specification 

The econometric model of multiple regression analysis was used to test the relationship between the dependent and 

independent variables. The model used Gross Domestic Product (GDPR) as proxy for economic growth while M2, 

PSC, GSC and Vm represented the independent variables. All variables are sourced from Central Bank of Nigeria 

statistical bulletin The functional relationship between the dependent and independent variables is represented thus: 

 

GDPR =  f(GSC, M2, PSC; Vm)          ---------     (8) 

 

For estimation purposes, equation (1) is re-written as follows: 

GDP    =         b0+b1GSC+ b2M2 + b3PSC + b4Vm + Ut-------     (9) 

 

However, the log linear specification is shown thus: 

In GDP= b0+ biInGSC+ b2 InM2 + b3InPSC + b4InVm + Ut------             (10) 

 

Where; 

GDPR  = Gross Domestic Product 

GSC   = Ratio of government sector credit to GDP 

M2  = Ratio of broad money to GDP 

PSC  = ratio of private sector credit to GDP 

Vm  = ratio of value of money market instruments to GDP 

bo  = Constant 

b1-b4  = coefficients to be estimated in the model 

Ut  = Error term 

In  = Natural logarithm 

b1,b2, b3,b4>0 
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3.1 Data Analysis 
 

Table 4.1:    Multiple Regression Result 

Dependent Variable: In(GDPR) 

Method: Least squares 

Date: 12/012/2016 Time 10:21 

Sample (adjusted): 1986-2014 

Included observations: 29 

Variable Coefficient Std. error  t-statistic Prob. 

C  15.98352 3.020496     5.291686 0.0000 

In GSC 1.720673 0.430478     3.997126 0.0002 

In M2 -9.804301  1.879019  -5.217776  0.0000 

In PSC 9.119017 1.267712     7.193286 0.0000 

In Vm -2.358804 1.025642    -2.299831 0.0260 

R-Squared 0.791909    Mean dep. Var. 

   S.D. dep. Variable 

Akaike info. crit. 

   Schwartz crit. 

   F- statistic 

Prob (F-stat) 

12.35628 

Adj-R-Squared 0.764766 3.354324 

S.E. of Reg. 1.626876 3.933701 

Sum sq. resid. 121.7494  4.193929 

Log. Likelihood -97.24307 12.17615 

Durbin-Watson stat. 2.0424 0.000000 

Source: Author's computation 

 
Table 4.1.1 above shows the summary of the empirical results of the multiple regression on the. level series. From 

the estimated model (GSC), (PSC) are positively related to GDPR; This means that if these variables increase, 

GDPR will also increase. This result agrees with the apriori expectation. This is because, it is expected that if these 

variables increase, that GDPR will also increase. However, M2 and Vm are negatively but significantly related to 

(GDPR). The overall result for the years 1986-2014 shows that the selected financial deepening variables 

significantly affected GDP at 5% with F-value of 29.17615 with a P-value of 0.000000. The R
2
 of 0.764766 or 

76.48% shows that the selected financial deepening variables account for 75% variations in the dependent variable 

GDP. The result also shows that the regression is of good fit. Also, the D.W statistic is approximately 2.00 which 

indicates the absence of autocorrelation in the level series data and the model. 

 

Table 4.1.2a: ADF Unit Root Test Result 

 

Variable ADF Test Statistic Order of Integration 

In (GDPR) -4.718194 1(1) 

In (GSC) -3.715260 1(1) 

In (M2) -5.501990 1(1) 

In (PSC) -5.594323 1(1) 

In (Vm) -4.366468 1(1) 

ECM (-1) -3.480943 1(0) 

Source: Authors Computation: Critical values: l%-5.5653, 5%- 2.9202,  10%-2.5977 
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Table 4.1.2b: Philip- Perron Unit Root Test Result 
 

Variable ADF Test Statistic Order of Integration 

In (GDPR) -6.206359 1(1) 

In (GSC) -4.950164 1(I) 

In (M2) -7.002605 1(1) 

In (PSC) -7.110915 1(I) 

In (Vm) -6.272524 1(1) 

ECM(-1) -3.935229 1(0) 

Source: Author’s Computation: Critical values: l%-3.5625, 5%-2.9190, 10%-2.5970  

 
4.2     Test of Stationarity 
 

In order to determine the order of integration of the series, ADF test was carried out on the levels and first 

differences of all the variables. The calculated values from Augmented Dickey Fuller (ADF) and Philips Perron (PP) 

tests were used to determine the existence of unit root in each of the time series. The results of both the ADF and PP 

tests are reported in Table 4.1.2a and Table 4.1.2b above respectively. 

 

The results in table 41.2a show that all the variables are not stationary in levels. This can be seen by comparing both 

the ADF and PP test statistics with the critical values of the test statistics at 5% level of significance. These results 

provide a strong evidence of non Stationarity of the series in levels. Therefore, the null hypothesis is accepted and it 

is sufficient to conclude that there is a presence of unit root in the variables at levels. As a result of this, all variables 

were differenced once and both the ADF and PP test were conducted on all the variables. 

 

The result in table 4.1.2b indicates that all the variables are stationary at first difference. Therefore, the null 

hypothesis of non-stationarity is rejected. That is they are stationary in their first differences. This therefore implies 

that the variables are integrated of order one 1(1) while the ECM is integrated of order 1(0). 

 

4.3     Co-integration 
 

Having established that the variables are integrated of order 1, the Johansen (1991) method of testing for co-

integration among variables is employed. The results of the Johansen co-integration is presented in table 4.3.1below: 

 

Table 4.3.1:   Johansen Co-integration Test 

Date: 12/012/2016 Time 1.30 

Sample: 1990-2014 

Included observations: 25 

Test assumption: Linear deterministic trend in the data 

Series : In(GSC, In(M2), In (PSC), In (Vm) 

Lag interval: 1 to 3 

Elgen value Likelihood 

Ratio 

5% critical 

value 

1% critical 

value 

Hypothesized no of 

CE(s) 

0.839590 227.9587 125.24 133.57 None* 

0.678600 138.2876 94.15 103.18 At most 1** 

0.515667 82.66932 68.52 76.07 At most 2 ** 

0.369447 47.14517 47.21 54.46 At most 3 

0.336570 24.54843 9.68 35.65 At Most 4 

(**) denotes rejection of the hyp. of 5% (1%) significant level 

 L.R. test indicates 3 co-integration equation(s) at 5% significance  level  

Unnomarlized co-integrating coefficients: 

Source: Author’s computation 

 

The result of the co- integration test by employing the likelihood Ratio test vividly demonstrated the existence of 3 

co-integrating equation among the variables at 5% level of significance. This suggest that there is a long-run 

stationary steady state equilibrium relationship between In (GDPR) the dependent variable and the independent 
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variables namely;  In (GSC), In (M2), In (PSC) and In(Vm) within the sample period (1986-2014). The Johansen co-

integration t test assumes a linear deterministic in the data and lags interval of 1 of 3. 

 

4.4     Error Correction Model 
 

By applying the Johansen Co-integration test, it has been established that a long-run equilibrium relationship exists 

between In (GDPR) and independent variables hence the error term in the log-linear multiple regression equation is 

an equilibrium error estimated and used to reconcile the short run value of In (GDPR) to its long run value through a 

process known as the Error Correction Mechanism (ECM). To achieve the above, the log-linear model is specified 

in an ECM incorporating one period lagged residual to examine the dynamic nature of the model. This is predicted 

on the robust ability of the ECM to restrict the long run behaviour of the variables to cover their co-integrating 

relationship while at the same time allowing for short-term dynamic adjustments to deviations from the long-run 

equilibrium (Engle and Granger, 1987). To do this, the researcher adopted the general to specific approach to 

estimate an over-parameterized error correction model from where a parsimonious and preferred short-run dynamic 

result is obtained. Tables 4.4.1.and 4.5.1 shows these results; 

 

4.4.1: Parameterized Error Correction Result 
 

Table 4.4.1: Over-parameterized Error Correction  Model 

Dependent Variable: In(GDPR) 

Method: Least squares 

Date: 12/012/2016 Time 01:40 

Sample (adjusted): 1990-2014 

Included observations: 25 after adjusting  and endpoint 

Excluded observation; 4 

Variable Coefficient Std. error  t-statistic Prob. 

C     0.434368 0.096039 4.522846 0.0002 

D(In(GDPR(-1))            -0.062553 0.217715 -0.287316 0.7768 

D(In(GDPR(-2))            -0.316888 0.244613 -1.295463 0.2099 

D(In(GDPR(-3))            0.584217 0.237140 -2.463592 0.0229 

D(In(GSC))                -0.149343 0.076202 -1.959827 0.0641 

D(In(GSC(-l))            -0.077282 0.107003 0.722243 0.4785 

D(In(GSC(-2))            0.128931 0.090876 -1.418763 0.1714 

D(In(GSC(-3))            0.076218 0. 103608 0.735742 0.4705 

D(In(M2))      0.394258 0.281888 1.398630 0.1772 

D(In(M2(-l))                0.280260 0.342565 0.818121 0.4229 

D(In(M2(-2))               0.168973 0.312907 0.540010 0.5952 

D(In(M2)(-3))             -0.437726 0.256405 -1.707164 0.1033 

D(In(PSC))                -0.332345 0.180082 1.845517 0.0798 

D(In(PSC(-l))             0.337902 0.295924 1.141855 0.2670 

D(In(PSC(-2))             0.374722 0.235401 1.591846 0.1271 

D(In(PSC)(-3))            0.228817 0.146438 1.562556 0.1338 

D(In(VM))                 -0.111421 0.079216 -1.406545 0.1749 

D(ln(VM(-l))              -0.194082 0.098374 -9.72894 0.0625 

D(In(VM(-2))              -0.017780 0.107521 -0.165365 0.8703 

D(In(VM)(-3))            -0.114125 0.110758 -1.030405 0.3151 

ECM(-l)                -0.041653 0.028503 1.461380 0.1594 

R-Squared 0.920080 Mean dep. Var. 

   S.D. dep. Variable 

Akaike info. crit. 

   Schwartz crit. 

   F- statistic 

Prob (F-stat) 

0.208771 

Adj-R-Squared 0.808193 0.202489 

S.E. of Reg. 0.088682 -1.719939 

Sum sq. resid. 0.157289 -0.600290 

Log. Likelihood 71.13851 8.223255 

Durbin-Watson stat. 1.937798 0.000000 
 

  Source: Author’s computation 



Journal of Finance, Banking and Investment, Vol. 4, No. 1, March, 2017. www.absudbfjournals.com.  

81 

ISSN: 1596-9061 
 
 

 

Table 4.4.1above    shows the over- parameterized error correction result obtained 1 incorporating one period lagged 

error correction term ECM (-1). The error correction result did not show the presence of autocorrelation since D.W 

is 1.938.  From the above over-parameterized result the parsimonious error correction result as presented in table 

4.5.1 below is derived using the general to specific approach. 

 

4.5: Parsimonious Error Correction Model 

Table 4.5.1: Summary of Results of Parsimonious Error Correction Model 

Dependent Variable: In(GDPR) 

Method: Least squares 

Date: 12/012/2016 Time 01:49 

Sample (adjusted): 1990-2014 

Included observations: 25 after adjusting  and endpoint 

hypothesis Coefficient Std. error  t-statistic Prob. 

C     0.40687 0.053846 7.555919 0.0000 

D(In(GDPR(-2))            -0.295348 0.186597 -1.582814 0.1251 

D(In(GDPR(-3))            -0.572426 0.176812 -3.237480 0.0032 

D(In(GSC))                -0.130755 0.060241 -2.170541 0.0389 

D(In(GSC(-l))            0.096409 0.074911 1.286989 0.2090 

D(In(GSC(-2))            0.094758 0.601100 -1.550876 0.1326 

D(In(GSC(-3))            -0.096036 0.067959 1.413150 0.1690 

D(In(M2))    0.498317 0.198254 -2.607800 0.0182 

D(In(M2)(-3))             -0.501619 0.192353 -2.607800 0.0147 

D(In(PSC))                -0.370645 0.146647 -2.527457 0.0177 

D(In(PSC(-l))             0.436487 0.146605 2.977309 0.0061 

D(In(PSC(-2))             0.426270 0.148688 2.866886 0.0079 

D(In(PSC)(-3))            0.198936 0.126169 1.576738 0.1265 

D(In(VM))                 -0.097885 0.064818 -1.510148 0.1426 

D(ln(VM(-l))              -0.172585 0.067248 -2.566389 0.0161 

D(In(VM)(-3))            -0.165181 0.072656 -2.273481 0.0312 

ECM(-l)                0.054767 0.013473 4.064997 0.0004 

R-Squared 0.913589 Mean dep. Var. 

   S.D. dep. Variable 

Akaike info. crit. 

   Schwartz crit. 

   F- statistic 

Prob (F-stat) 

0.208771 

Adj-R-Squared 0.846381 0.202489 

S.E. of Reg. 0.0793634  -1.927567 

Sum sq. resid. 0.170064  -1.078178 

Log. Likelihood 69.22539 13.59343 

Durbin-Watson stat. 1.920436 0.000000 
 

 Source: Author's Computation 

 

The parsimonious error correction results as presented in table 4.5.1 are estimated on the level difference of the log-

linear variables, and included 25 and excluded 4 observations after adjusting end points. The empirical results 

indicate a good fit with an F-statistic of 13.59 with prob-value of 0.000000 which is significant at 5% level of 

significance. This shows that the joint influence of the independent variables of the model on the dependent variable 

is significant. The R
2
value is 0.846 or 84% indicating that approximately 84% of the total variations in (GDP) are 

explained by changes in the independent variables. The Error correction term ECM(-l) is in consonance with a priori 

expectation and shows the speed of adjustment of the model in response to short-run shocks. The D.W. statistic is 

approximately 2.0showing absence of autocorrelation in the model. 
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5.0       Summary of Findings, Conclusion and Recommendations 

 

5.1       Summary of Findings 

The summary of findings of this research study is presented below:- 

 

1. There is a significant but negative relationship between credit to government and economic growth in Nigeria 

on the long run. This result followed Haider (2012) who analyzed the role of financial system in propagating 

economic growth. 

2. The relationship between ratio of broad money supply and economic in Nigeria is positive and significant. This 

is line with findings of Ndebbio (2012), used broad money (M2) as a ratio of GDP and growth rate per capita 

real money showed that financial sector development spurs economic growth. 

3. There is a significant but negative relationship between credit to private sector and economic growth in Nigeria 

on the long run. 

4. The relationship between ratio of money market instruments and economic in Nigeria is negative and not 

significant. In sum, our finding are line with the relevant literatures see McCaig and Stengos (2005);Kwan, et al 

(2014);Geweke (1982);Ndebbio' (2012), and Calderon and Liu, (2002). 

 

5.2       Conclusion 

 

The result of the analysis shows that there is a significant relationship between financial deepening and economic 

growth in Nigeria. The consequence of these findings is that certain actions should be taken to sustain and also 

improve on the level of financial deepening in Nigeria in order to enhance its contributions to economic growth. 

 

5.3 Recommendations  

 

Based on the research findings, the following recommendations are put forward: 

 

1. The greater percentage of government, resources should be channeled towards the provision of necessary 

infrastructure to enhance economic growth. 

 

2. The financial system reforms should be continued to ensure   efficient allocation of 

resources and management of money supply in the economy.  

 

3. Improved financial efficiency in the payment of more attractive returns on bank deposits and other money 

market instruments could serve as stimulus in the efforts of commercial banks in Nigeria to mobilize more 

domestic resources that will  bechannelled through loans to entrepreneurs for investments. This can add 

value to the economic development and the nation's Gross Domestic Product (GDP). 

 

4. For commercial banks in Nigeria to improve on their resource mobilization, there is need for policy makers 

to boost public confidence in the banking sector . This is because with higher public confidence in the 

financial system, the amount of currency circulating outside the banking system is likely to reduce. 

 

5. The level of financial deepening should be improved  by encouraging expansion of bank branches to rural 

communities where greater number of the Nigerian population live. This will lead to greater savings culture 

among the populace and increased mobilization of resources for investment to deficit units of the economy. 

 

6. There is need for policy makers to boost public confidence in Nigeria's stock market. This is because with 

higher public confidence in the stock market, increased long-term resources can be mobilized and 

channeled towards investments that will have multiplier effects on the economy. 
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Appendix A 

YEAR GDP 

(Nm) 

Broadmoney 

supply(Nm) 

Private sector 

credit  

(Nm) 

Govt. sector 

credit  

(Nm) 

Value of money 

market instruments 

(Nm) 

1986 69147 27389.8 18299.9 69891.1 22412.3 

1987 105222.8 33667.4 21892.5 137578.2 24070.2 

1988 539085.3 45446.9 25472.5 180985.9 24183.7 

1989 5 16797.5 47055 29643.9 287443.3 33751.7 

1990 1 55506 68662.5 3543.9 382711.5 44845. 1 

1991 312139.7 87499.8 42079 444652.5 33129.2 

1992 532613.8 129085.5 79958.9 722225.8 62390.6 

1993 683869.8 198479.2 95529.7 906980.8 145241.3 

1994 S99863.3 266944.9 151000.3 1056395.7 150597.1 

1995 1933211.6 318763.5 211358.6 1195599.5 145108.1 

1996 2702719.1 370333.5 260613.5 1037295.6 123655 

1997 2801 972.6 429731.3 319512.2 109768.3 247352.2 

1998 2708430.9 525637.8 372574.1 1193847.2 247317.9 

1999 3194015 699733.7 455205.2 3372181 395159.4 

2000 4582127.3 1036079.5 596001.5 3995637.8 518719.5 

2001 4725086 1315869.1 854999.3 4193265 654340.8 

2002 6912381.3 1599494.6 955762.1 5098884.8 654856.2 

2003 8487031.6 1985191.8 1211993.4 5808019.3 1012338.7 

2004 11411066.9 2263584.9 1534447.8 6260589.6 1081013.9 

2005 14572239.1 2814846.1 2007355.8 4220982.2 1442734.2 

2006 18564594.7 4027901.7 2650821.5 2204711.7 1903927,2 

2007 20657317.7 5809826.5 5056720.9 2600709.8 2902851.8 

2008 24296329.3 9166835.3 8059548.9 2813904.7 3760440.7 

2009 243,10724.4 9272425.4 9442954.7 2724156.6 4675862.1 

2010 24712669.9 10767377.8 10206086.7 3818471.1 4447300 

2011 54204800 11034940.93 10157021.18 541657.49 5545500 

2012 71186530 13895389.13 14649276,46 7564440.24 6147900 

2013 80222130 15158620 15778310 8506300 6353900 

2014 843121.4 154,3424 166,6405 9643422.4 7046041.5 

Source: CBN Annual report and Statistical Bulletin various issues  
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Appendix B 

YEAR GDP 

 

GDPR GSC M2 PSC VM 

1986 69147.00 1.8213628 101.0761 39.61097 26.46521 34.97433 

1987 105222.8 52.17262 130.7494 31.99630 20,80585 32.07641 

1988 1390853. 32.18171 130.1258 32.67556 18.31430 32.24288 

1989 216797.5 55.87377 132.5861 21.70459 13.67354 15.28117  

1990 267550.0 23.41009 143.0430 25.66343 13.24485 23.31923 

1991 312139.7 16.66593 142.4530 28.03226 13.48082 2982059 

1992 532613.8 70.63315 135.6003 24 23623 15.01255 26.43685 

1993 683869.8 28.39881 1 32 6248 29.02295 13.96899 21.23815 

1994 899863.2 31:58399 117.3951 29.66505 16.78036 16.73555 

1995 1933212. 114.8339 61.84525 16.48881 10.93303 7 506064 

1996 2702719. 39:80462 38.37970 13.70226 9.642641 4.575207 

1997 2801973. 3.672357 39.17537 15.33674 11.40312 8.827788 

1998 2708431. -3.338423 44.07892  19.40747 13.75609 9.131409 

1999 3194015. 17.92861  105.5781 21.90765 14.25182 12.37187 

2000 4582127. 43.45979 87.20050 22.61132 13.00709 11.32050 

2001 4725086. 3.119920 88.74473 27.84857 18.09489 13.84823 

2002 6912381. 46.29112 73.76452 23.13956 13.82681 9.473670 

2003 8487032. 22.78014 68.43405 23,39088 14.28053 11.92807 

2004 11411067 34.45298 54.86419 19.83678 13.44701 9473381  

2005 14572239 27.70269 28.96591 1931650 13.77520 9 900566 

2006 18564595 27.39699 11.87589 21.69669 14.27891 10.25569 

2007 20657318 11.27266 12.58977 28.12479 24.47908 14.05241 

2008 24296329 17.61609 11.58159 37.72930 33.17188 15.47740 

2009 24712670 1.713595 15.45147 43.57027 41.29900 18.92091 

2010 54204800 119.3401 9.670098 20.35787 18.73823 8.204624 

2011 63258580 16.70291 10.30641 19.24243 16.85158 8.766400 

2012 71186530 12.53261 10.62622 19.51969 20.57872 8.776801 

2013 80222130 12.69285 10.60343 18.89581 19.66828 8.543652 

2014 843121.4 12.7442 10.7134 18.9146 19.9402 8.7242 

Source: Author’s computation 

 


