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ABSTRACT 

This paper investigates the impact of financial intermediation on economic growth in Nigeria 

between 1981 and 2018. Time series data was used. GDP is the dependent variable while Credit to 

private sector (CPRS), Credit to public sector (CPBS), Deposit mobilization rate (DMR) and 

Financial deepening rate (FDP) were proxies for financial intermediation the independent variable. 

Econometrically, we applied the Augmented Dickey-Fuller (ADF) unit root test, Generalized 

Method of Moments (GMM), Johansen Multivariate Co-integration and Granger-Causality 

techniques. Our results indicate a positive and significant impact of financial intermediation on 

economic growth in Nigeria.  
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1: INTRODUCTION 

Economic growth has long been considered an important goal of economic policy with a 

substantial body of research dedicated to explaining how this goal can be achieved. Most of the 

empirical studies have focused on explanatory variables selected on the basis of their relevance to 

policymakers or because of other theoretical predictions. See for instance, Barro 1991; Levine 

and Renelt 1992. However, while most prior empirical studies have focused on economic and 

non-economic determinants of growth in developed and developing economies, there has been 

very little study focusing on the relationship between financial intermediation function and 

economic growth in developing economies. There exists some economic units in every economy that 

possess excess funds with regards to their requirements, whereas, there are some units that have need for 

more funds than they have. These units are identified as surplus and deficit economic units respectively 

and the attendant situation is defined as financial disequilibrium. When these scenarios prevail, finance 

plays the cardinal role of providing a mechanism for the pooling of the savings of millions of economic 

units whose desire for individual investment outlets are many and varied, but rarely coincidental with the 

demands for funds and helps channel these funds to those who need them, thereby providing the 

economic system with the allocative conduit through which scattered savings are first aggregated and then 

disaggregated among economic units (Ezirim, 2005). The doctrine of financial disequilibrium and 

intermediation implies the financial concepts of lending and borrowing. Financial transactions consist of 

exchange of financial assets and obligations, whereas the financial system includes financial markets, 

institutions, instruments, rules, norms and relationships existing between them. The role of the financial 

system is to facilitate real and financial transactions. It facilitates the transfer of saved funds from surplus 

units to deficit units through the intermediation of the financial institutions using financial instruments. 

This underlines the processes of lending and borrowing among economic units and is conducted within 

the financial market framework. Banks occupy a dominant position in the Nigerian economic system 

considering their size, deposit, asset and volume of credits they grant to different economic units. So it is 

only rational to expect them to serve as prime catalysts to economic growth. The critical role of the 

financial system to which banks belong, is mobilization of financial resources and allocating same to the 
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competing units within the system. The paradigm of intermediation underscores two specialized 

traditional banking functions, namely, the depository functions and the lending/investment function. 

The Nigerian economic situation presents some peculiar dynamics that represent worrisome tendencies. 

For instance, the financial system has been characterized by government interventions and regulations, 

bank recapitalization and acquisitions, centralized lending to public enterprises, constant changes in 

monetary policy and its instruments, lax bank supervision and inadequate accounting system. Kireyev 

(2001), opined that Nigerian banks still remain very small even by the modest international standards 

when compared with contemporary banks in other emerging economies, the Nigerian financial sector is 

underdeveloped following years of political and economic instability. Beck (2013) summarizes 

deficiencies of financial depth indicators in three groups 1). They do not reflect the quality of financial 

intermediation, 2). They include both household and enterprise lending whereas only enterprise lending 

has growth boosting quality, 3). They reflect the talent drains from other sectors.  

Measuring the impact of financial intermediation on economic growth based only on financial depth 

indicators might not reveal the true relationship of other aspects of the financial system, like access, 

efficiency and stability which can reflect the quality of financial intermediation. Chinweoke, Onyedikachi 

and Nwabekee (2012) and World Bank (2013) description of financial intermediation in five dimensions 

such as credit to the private sector, deposit mobilization, financial deepening (M2/GDP), capital flow and 

interest rate, may solve the first of the deficiencies identified by Beck (2013). While most prior 

empirical studies have focused on economic and non-economic determinants of growth in 

developed and developing economies, there has been very little study focusing on the 

relationship between financial intermediation and economic growth in developing economies. 

Our review indicates that the vast majority of empirical work on financial intermediation and economic 

growth has been done using data on developed economies. These economies are probably the deepest and 

most competitive in the world, so they provide a favourable testing ground for financial intermediation 

theories. However, financial sector development, recapitalization of the banking industry in July 2004 

followed by the Insurance industry in September 2005 boosted the capital base of banks; increased public 

awareness and confidence and shifted the structure of the financial system from bank-based to market-

based. Hence, it has become imperative to understand the relationship between financial intermediation 

function as presently structured and economic growth in Nigeria.  

This interest to empirically understand the quality of financial intermediation does not come as a surprise 

considering the rapid pace of development and change.  Our review shows that many studies have been 

carried out on the financial intermediation / economic growth nexus, yet none of these studies, to the best 

of the author’s knowledge have addressed the causality question rather many devoted their attention to 

ordinary relational effects. Secondly, most of the studies failed to compare the conditions prevailing in 

developed and developing countries. It is usual to say with a wave of the hand that there is no basis for 

comparison between these two blocs; however, significant insight can be gained about the question of 

applicability and suitability of similar models to both developed and developing countries. Thirdly, most 

studies reviewed failed to address the long-run implications of the financial intermediation- economic 

growth relationship using sophisticated methodology such as the stationarity, cointegration and causality 

analyses.  In light of the aforementioned, there is an obvious research gap that needs to be addressed. The 

experiences of emerging economies like Nigeria have not been adequately covered. As a result, there 

remains a gap in understanding the causal relationship between financial intermediation and 

economic growth in developing economies. Focusing on the Nigerian economy, a country whose 

banking industry has witnessed a large number of reforms in a relatively short time, the aim of this 

paper is an attempt to rectify this gap in economic literature by extending the analyses to 

Nigeria an emerging economy with relevant parameters in many ways. First, it is one among few to 

empirically estimate and analyze the nature of financial intermediation /economic growth nexus based on 

evidence from Nigeria.  Second, it reinforces empirically the nature of interaction between financial 

intermediation and economic growth as predicted in financial theory. The application of co-integration 

and Granger Causality techniques towards financial intermediation and economic growth is of great 

importance in financial application. Third, this study also incorporates asymmetric effects of financial 
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intermediation theories which very often characterize the dynamic behavior of financial time series data 

that has not been adequately explored in previous studies.  

For ease of understanding and analyses, the rest of this study is organized as follows: Following the 

introduction is section 2 which is theoretical framework and review of empirical literature. Section 3 

describes the methodology adopted for the study while the empirical results and data analyses are 

presented in Section 4. Finally, in Section 5 is conclusion and recommendations.  

 

Section 2: LITERATURE REVIEW 

2.1: Theory of Financial Intermediation: The Perfect Model 

Three pillars are at the basis of modern theory of finance: optimality, arbitrage, and equilibrium. 

Optimality refers to the notion that rational investors aim at optimal returns. Arbitrage implies that the 

same asset has the same price in each single period in the absence of restrictions. Equilibrium means that 

markets are cleared by price adjustment – through arbitrage – at each moment in time. In the neoclassical 

model of a perfect market, e.g. the perfect market for capital, or the Arrow-Debreu world, the following 

criteria usually must be met: 

– no individual party on the market can influence prices; 

– conditions for borrowing/lending are equal for all parties under equal circumstances; 

– there are no discriminatory taxes; 

– absence of scale and scope economies; 

– all financial titles are homogeneous, divisible and tradable; 

– there are no information costs, no transaction costs and no insolvency costs; 

– all market parties have ex ante and ex post immediate and full information on all factors and 

events relevant for the (future) value of the traded financial instruments. 

The Arrow-Debreu world is based on the paradigm of complete markets. In the case of complete markets, 

present value prices of investment projects are well defined. Savers and investors find each other because 

they have perfect information on each-others preferences at no cost in order to exchange savings against 

readily available financial instruments. These instruments are constructed and traded without cost and 

they fully and simultaneously meet the needs of both savers and investors. Thus, each possible future state 

of the world is fully covered by a so-called Arrow-Debreu security. Also important is that the supply of 

capital instruments is sufficiently diversified as to provide the possibility of full risk diversification and, 

thanks to complete information, market parties have homogenous expectations and act rationally. In so far 

as this does not occur naturally, intermediaries are useful to bring savers and investors together and to 

create instruments that meet their needs. They do so with reimbursement of costs, but costs are by 

definition an element – or, rather, characteristic – of market imperfection. Therefore, intermediaries are at 

best tolerated and would be eliminated in a move towards market perfection, with all intermediaries 

becoming redundant: the perfect state of disintermediation. This model is the starting point in the present 

theory of financial intermediation. All deviations from this model which exist in the real world and which 

cause intermediation by the specialized financial intermediaries are seen as market imperfections. 

2.2: Financial Intermediaries in the Economy 

Based on the forces shaping current financial environment one might think that financial intermediation is 

fading away: deregulation and liberalization, communication, internationalization.  On the contrary, their 

economic importance is higher than ever and appears to be increasing. This is the case even during the 

1990s when markets became almost fully liberalized and when communication on a global scale made a 

real and almost complete breakthrough. The tendency towards an increasing role of financial 

intermediation gives relative contribution of the financial sector to the two key items of economic wealth 

and welfare in most nations, i.e. GDP and labor. Even in highly developed markets, financial 

intermediaries tend to play a substantial and increasing role in the economy. Furthermore, Demirgüç-Kunt 

and Levine (1999) among others, conclude that claims of deposit money banks and of other financial 

institutions on the private sector have steadily increased as a percentage of GDP in a large number of 

countries, rich and poor, between the 1960s and 1990s. In the 1960s, Goldsmith (1969) gave stylized facts 

on financial structure and economic development.  They opined that in the course of economic 
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development, a country’s financial system grows more rapidly than national wealth. It appears that the 

main determinant of the relative size of a country’s financial system is the separation of the functions of 

saving and investing among different economic agents. This observation sounds remarkably modern. 

Since the early 1990s, there has been growing recognition for the positive impact of financial 

intermediation on the economy. Both theoretical and empirical studies find that a well-developed 

financial system is beneficial to the economy as a whole. Basically the argument behind this idea is that 

the efficient allocation of capital within an economy fosters economic growth Levine (1997). Financial 

intermediation can affect economic growth by acting on the savings rate, on the fraction of savings 

channeled to investment or on the social marginal productivity of investment. In general, financial 

development will be positive for economic growth. But some improvements in risk-sharing and in the 

credit market for households may decrease the saving rate and, hence, the growth rate Pagano (1993).   

There are different views on how the financial structure affects economic growth Levine (2000). 

The bank-based view holds that bank-based systems – particularly at early stages of economic 

development – foster economic growth to a greater degree than market-based systems. 

The market-based view emphasizes that markets provide key financial services that stimulate innovation 

and long-run growth. 

The financial services view stresses the role of banks and markets in researching firms, exerting 

corporate control, creating risk management devices, and mobilizing society’s savings for the most 

productive endeavors in tandem. As such, it does regard banks and markets as complements rather than 

substitutes as it focuses on the quality of the financial services produced by the entire financial system. 

The legal-based view rejects the analytical validity of the financial structure debate. It argues that the 

legal system shapes the quality of financial services (for example La Porta et al. (1998). The legal-based 

view stresses that the component of financial development explained by the legal system critically 

influences long-run growth. Political factors have been introduced too, in order to explain the relationship 

between financial and economic development Fohlin (2000); Kroszner and Strahan (2000); Rajan and 

Zingales (2000). From empirical research of the relationship between economic and financial 

development, it appears that history and path-dependency weigh very heavy in determining the growth 

and design of financial institutions and markets. Despite obvious connections among political, legal, 

economic, and financial institutions and markets, long-term causal relationships often prove to be elusive 

and appear to depend upon the methodology chosen to study the relationship. But it is important to realize 

that efficient financial intermediation confers two important benefits: it raises the level of investment and 

savings, and it increases the efficiency in the allocation of financial funds in the economic system. 

Despite the globalization of financial services, driven by deregulation and information technology, and 

despite strong price competition, the financial services industry is not declining in importance but it is 

growing. It points to something important which the modern financial intermediation theory, and the neo-

classical market theory on which it is based, do not explain. Might it be the case that it overlooks 

something crucial? Something that is to be related to information production but that is, so far, not 

uncovered by the theory of financial intermediation? 

 

2.3: Empirical Literature 

There have been mixed results on the effect of financial intermediation on economic growth based on 

reviewed empirical literature. Ezirim et. al. (2004) empirically investigated the Nigerian Financial 

Superstructure, Financial Intermediation and Environmental Factors. Intermediation environmental 

models were constructed and estimated against annual Nigeria data from 1970 to 2000. Result revealed 

that various environments of financial intermediation, socio-political, regulatory and eco-financial 

environment exerts very great influence on the operations of the financial superstructure.  

Shittu (2012) examined the impact of financial intermediation on economic growth in Nigeria using time 

series data from 1970 to 2010. He applied unit root test, co-integration, vector error correction method 

and granger causality test. He postulated that financial intermediation has a significant impact on 

economic growth. 
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Okereke and Ifionu (2013) examined the level of development between financial development and 

economic growth in Nigeria from 1970 to 2009 using time series data. They used Ordinary Least Square 

Method (OLS), error correction method (VECM) and Engle-Granger cointegration. Result indicates along 

relationship between financial intermediation and economic growth. 

Emecheta and Ibe (2014) looked at financial intermediation via the role of bank credit on growth in 

Nigeria from 1960 to 2011. They used current GDP as proxy for economic growth and financial 

deepening variables of bank credit to private sector (CPS) to GDP ratio and broad money (M2) to GDP 

ratio and adopted Vector Auto Regression (VAR) methodology for their analyses. Results hold that there 

is a significant relationship between ban credit and economic growth. 

Sulaiman and Aluko (2015) tested for causality between financial intermediation and economic growth in 

Nigeria between 1990 and 2013 using the Yamamoto Granger non-causality test and found out that 

causality was absent between financial intermediation and economic growth. 

Solomon and Marshal (2015) analyzed the linkage between finance companies intermediation and 

economic growth in Nigeria using time series data from 1992 to 2014. They adopted Ordinary Least 

Square Method (OLS), Co-integration Test and Granger Causality. The Global Statistics result indicates 

that about 80% of the variations in GDP were captured by the explanatory variables. The relative statistics 

showed evidence of strong and positive correlation and unidirectional causality among the variables in the 

model. The study concludes that financial intermediation function of finance companies plays a 

prominent role in economic growth in Nigeria.  

 

SECTION 3: DATA AND METHODOLOGY 

Taking theoretical considerations, empirical evidence from Nigeria as our guide, our specified 

model include a stochastic term which takes care of any variable not included or considered. The 

general proposition is that the intermediary functions of the banks which serves as a catalyst in 

bringing surplus and deficit units together, increase competition and efficiency will promote 

economic growth over time. Econometric modeling that gave rise to estimable equations is used to 

examine the relationship between the variables identified in this study. Estimation was done following the 

Ordinary Least Square Method (OLS) while the Eviews 9 software was used. Analyses include global 

utility that reveals the overall goodness of the model, Unit root test, Johansen Multivariate Cointegration 

Technique and Granger Causality test were also employed. 

3.1: Operational Measure of the Variables 

Dependent Variable: Gross Domestic Product Growth Rate (GDP) 

GDP represents growth in real gross domestic product per capita over time, a measure of economic 

growth. This is the growth rate for the period under study. 

Bank Credit to the Private sector (CPRS) 

CPRS represents banking sector credit to private sector as a proportion of total banking sector 

credit to the economy. Aggregate amount disbursed by deposit money banks to the private sector as a 

ratio of Gross Domestic Product. It is expected to have a positive relationship with GDP based on 

theoretical postulations. Data used was obtained from the Central Bank of Nigeria and National 

Bureau of Statistics. 

Bank Credit to the Public Sector (CPBS) 

This is the aggregate amount disbursed by deposit money banks to the public sector (local, State and 

Federal government) as a ratio of gross domestic product. A positive relationship is expected. 

Deposit Mobilization rate (DMR) 

This is the aggregate deposit base from savings, time and fixed deposits mobilized as a ratio of gross 

domestic product during the period. A positive relationship is expected with gross domestic product. 

Financial Deepening Ratio (FDP) 

This is the ratio of broad money supply (M2) to Gross Domestic Product over the period over the study 

period and it is expected to have a positive relationship with GDP. 

3.2: Model Specification 

The model is specified as follows: 
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The functional form on which the model is based is given as: 

Y = f (X1, X2, X3, X4)    ………….…………………………………….. (1) 

This can be specifically expressed as: 

GDP = f (CPRS, CPBS, DMR, FDP)……………..……………. (2)  

Expressing equation (2) in its mathematical form, we have: 

GDP = β0 + β1CPRSt + β2CPBS + DMRt +   FDPt …………   (3)  

Expressing equation (3) in its econometric form, we have: 

GDP = β0 + β1 CPRSt) + β2 (CPBSt) + DMRt + FDPt + Ut ……  (4)  

A priori expectation  

β1, β2, ,  > 0 

Where:  

GDP = Gross Domestic Product 

CPRS = Credit to private sector  

CPBS = Credit to public sector 

DMR = Deposit mobilization rate 

FDP = Financial deepening 

β0 = constant variable in the model. 

β1 to  β4 = parameters of the variables in the model 

U = error term 

t = indicates time series data 

Looking at the above equations, it is easy to see that not all the variables are on the same base.  Some are 

in naira (credit to private sector, credit to public sector and   gross domestic product) while others are in 

rates (deposit mobilization rate and financial deepening).  In this study, the entire variables shall be casted 

into growth rates over the period of the study to achieve a uniform data base.  The use of uniform rates of 

change or growth rates will help reduce or eliminate obvious econometric problems. 

3.3: Summary 

This section has laid out the procedures and tools by which the study is undertaken and analysis made. 

The emphasis was basically econometric methods applied to macroeconomic phenomena. 

 

SECTION 4: ANALYSIS AND ESTIMATION OF TEST RESULTS 

4. Relationship between GDP, CPBS, CPRS, DMR and FDP 

4.1: Stationarity Analysis between GDP, CPBS, CPRS, DMR and FDP 

The relationships between the gross domestic product variable (GDP), credit to public sector (CPBS), 

credit to private sector (CPRS), deposit mobilization rate (DMR) and financial deepening (FDP) were 

estimated starting with the Augmented Dickey-Fuller (ADF) unit root test. This is followed by the 

Johansen Unrestricted Cointegration Rank Tests (Trace and Maximum Eigenvalue) after the order of 

linear deterministic trend in order to determine the long run effects. The study next used the Generalized 

Method of Moments method to estimate the short-run effects. Finally the Pairwise Granger Causality 

Tests of the Granger procedure to determine the causal effects. 

 

 

 

 

 

 

 

 

 

 

Ibe & Nwachukwu.….. Int. J.  Innovative Finance and Economics Res. 8(1):138-149, 2020 

 



144 
 

Table 4.1:  Augmented Dickey-Fuller (ADF) Unit root test: Summary - Series: GDP, CPBS, CPRS, 

DMR, and FDP 
Variable Level 1

st
 Difference 

CPBS 

Prob. 

5% Critical Value 

-1.234499 

(0.6487) 

-2.945842 

-5.837602 

(0.0000) 

-2.948404 

CPRS 

Prob. 

5% Critical Value 

-1.941309 

(0.3104) 

-2.945842 

-4.00154 

(0.0040) 

-2.951125 

DMR 

Prob. 

5% Critical Value 

-1.365320 

(0.5882) 

-2.945842 

-4.902218 

(0.0003) 

-2.948404 

FDP 

Prob. 

5% Critical Value 

-2.055091 

(0.2632) 

-2.945842 

-5.884134 

(0.0001) 

-2.951125 

GDP 

Prob. 

5% Critical Value 

-3.210747 

(0.0277) 

-2.948404 

-8.061512 

(0.0000) 

-2.951125 

Source: Author’s compilation from EVIEWS printout 

The Augmented Dickey-Fuller (ADF) unit root test results show that the GDP variable was stationary at 

both level and first difference while CPBS, CPRS, DMR and FDP were not stationary at level but became 

stationary I(1) after first difference. All the variables will be included in the cointegration test. Next, we 

estimate equation 4 to determine the cointegration rank of the system of variables. The lag length is 

automatically selected and the constant is restricted to allow for an intercept but no trend in the 

cointegrating equation.  

4.2: Cointegration between GDP, CPBS, CPRS, DMR, and FDP. 

Being integrated individually, the analysis was pushed further to ascertain whether the variables are co-

integrated or not. Thus, the study employed the Unrestricted Cointegration Rank Tests (Trace and 

Maximum Eigenvalue) after the order of linear deterministic trend. The results of which are on Table 4.2b 

and 4.2c respectively.  
Table 4.2b: 

Unrestricted Cointegration Rank Test (Trace)  

     
     Hypothesized  Trace 0.05  

No. of CE(s) Eigenvalue Statistic Critical Value Prob.** 

     
     None *  0.848104  110.7357  69.81889  0.0000 

At most 1 *  0.462837  48.54517  47.85613  0.0430 

At most 2  0.402923  28.03722  29.79707  0.0787 

At most 3  0.267677  11.01884  15.49471  0.2103 

At most 4  0.022122  0.738238  3.841466  0.3902 

     
      Trace test indicates 2 cointegrating eqn(s) at the 0.05 level 

 * denotes rejection of the hypothesis at the 0.05 level 

 **MacKinnon-Haug-Michelis (1999) p-values  
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Table 4.2c:  

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)  

      
      Hypothesized  Max-Eigen 0.05   

No. of CE(s) Eigenvalue Statistic Critical Value Prob.**  

      
      None *  0.848104  62.19054  33.87687  0.0000  

At most 1  0.462837  20.50795  27.58434  0.3071  

At most 2  0.402923  17.01839  21.13162  0.1711  

At most 3  0.267677  10.28060  14.26460  0.1941  

At most 4  0.022122  0.738238  3.841466  0.3902  

      
       Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level  

 * denotes rejection of the hypothesis at the 0.05 level  

 **MacKinnon-Haug-Michelis (1999) p-values 

Source: EVIEWS 9 printout 

   

From Table 4.2b, it can be seen that the Trace Statistic is computed to be 110.7357 while the critical 

value at alpha 0.05 is 48.54517, which indicates a rejection of the null of no co-integrating equation. 

Thus the alternate hypothesis of one cointegrating equation is accepted. Equally, the Max-eigenvalue 

test indicates 1 cointegrating eqn.(s) at the 0.05 level (statistic = 62.19054; critical value = 33.87687). 

These results indicate that there exist a sustainable long run equilibrium relationship between the 

GDP, and the quartet of CPBS, CPRS, DMR and FDP. 
Table 4.2d: Relative Long Run Relationships between GDP, CPBS, CPRS, DMR and FDP. Normalized 

cointegrating coefficients (standard error in parentheses) 

 

1 Cointegrating Equation(s):  Log likelihood -317.4619  

     
     Normalized cointegrating coefficients (standard error in parentheses) 

GDP CPBS CPRS DMR FDP 

 1.000000 -1.744182  6.215006  18.98816 -18.16489 

  (0.29578)  (0.88526)  (2.80236)  (1.89679) 

Source: EVIEWS 9 printout. 

Table 4.2d depicts the long run cointegration equation showing the nature and magnitude of the observed 

long run relationships. The equation is normalized for GDP – the dependent variable.  

The normalized beta coefficient representing the long run relative statistical relationship between GDP, 

CPBS, CPRS, DMR and FDP. The beta coefficient between GDP and CPBS is shown to be -1.744182 

and Standard error of 0.29578, suggestion a t-statistic of 5.897. This is significant at 5% level. By 

implication, there exists a statistically significant relationship between the GDP and CPBS variables. The 

sign implication suggests a negative relationship which disagrees with a priori expectation. On the other 

hand the normalized beta coefficient representing the long run relative statistical relationship between the 

GDP and CPRS is calculated to be 6.215006 with a standard error of 0.88526 (t-statistic = 7.021). The 

computed t-statistic is significant at 5% significant level. Therefore the relationship between GDP and 

CPBS is positive, agrees with a priori expectation and statistically significant at the conventional 5% 

level. The beta coefficient between GDP and DMR is 18.98816 with a standard error of 2.80236. The T-

statistics is calculated to be 6.776. This is significant at 5% level and in agreement with a priori 

expectation. On the other hand, the normalized beta coefficient between GDP and FDP is -18.16489 with 

a standard error of 1.89679 suggesting a T-statistic of 9.725. This is also significant at the conventional 

5% level, the relationship is negative and in disagreement with a priori expectation. 
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Table 4.2(e): Relative Short Run Relationship between GDP, CPBS, CPRS, DMR, and FDP. 

Method: Generalized Method of Moments: Dependent Variable: GDP 
The study employed the Generalized Method of Moments method to estimate the short-run relationship 

between GDP and the variables in the model. 
Dependent Variable: GDP   

Method: Generalized Method of Moments  

Date: 02/29/20   Time: 12:15   

Sample (adjusted): 1982 2017   

Included observations: 36 after adjustments  

Linear estimation with 1 weight update  

Estimation weighting matrix: HAC (Bartlett kernel, Newey-West fixed 

        bandwidth = 4.0000)   

Standard errors & covariance computed using estimation weighting matrix 

Instrument specification: GDP CPBS CPRS DMR FDP 

Constant added to instrument list  

     
     Variable Coefficient Std. Error t-Statistic Prob.   

     
     CPBS 0.811165 0.600323 1.351214 0.1861 

CPRS -2.150835 0.948767 -2.266979 0.0303 

DMR -0.130744 0.982391 -0.133088 0.8950 

FDP 2.742532 1.191376 2.301987 0.0280 

     
Source: EVIEWS 9 printout.  
 

As can be seen, the beta coefficient representing the relationship between GDP and CPBS is 0.811165, 

while observed t-statistic is 1.351214 which is insignificant at 5% level (prob. = 0.1861). Given these, we 

do not reject the null hypothesis of no significant relationship between GDP and CPBS in the short run. 

More so, the observed relationship is positive, which is in line with a priori expectation. On the other 

hand, the relationship between GDP and CPRS is negative and statistically significant at 5% level (Beta = 

-2.150835; t-stat = -2.266979, prob. = 0.0303). Thus we reject the null hypothesis of no significant 

relationship between GDP and CPRS in the short run. 

However, the beta coefficient representing the relationship between GDP and DMR is -0.131744, while 

observed t-statistic is -0.133088 which is insignificant at 5% level (prob. = 0.8950). Given these, we do 

not reject the null hypothesis of no significant relationship between GDP and DMR in the short run. More 

so, the observed relationship is negative, which is in disagreement with a priori expectation. The 

relationship between GDP and FDP is positive and statistically significant at 5% level (Beta = 2.742532; 

t-stat = 2.301987, prob. = 0.0280). Thus we reject the null hypothesis of no significant relationship 

between GDP and FDP in the short run. 
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4.2(f): Causality between GDP, CPBS, CPRS, DMR and FDP 
That there exist relationships between variables does not necessarily imply causality. To test the existence 

of causality, the study employs the Granger Causality procedure to test the direction of causality among 

the nominated variables of GDP, CPBS, CPRS, DMR, and FDP.  The results of the pairwise Granger 

Causality test are summarized on Table 4.2f. 
Pairwise Granger Causality Tests 

Date: 02/29/20  Time: 12:44 

Sample: 1981 2017  

Lags: 1   

    
     Null Hypothesis: Obs F-Statistic Prob.  

    
     CPBS does not Granger Cause GDP  35  11.7690 0.0017 

 GDP does not Granger Cause CPBS  1.49911 0.2297 

    
     CPRS does not Granger Cause GDP  35  1.11164 0.2996 

 GDP does not Granger Cause CPRS  0.05783 0.8115 

    
     DMR does not Granger Cause GDP  35  0.47621 0.4951 

 GDP does not Granger Cause DMR  0.05883 0.8099 

    
     FDP does not Granger Cause GDP  35  0.12003 0.7313 

 GDP does not Granger Cause FDP  1.7E-07 0.9997 

    
     CPRS does not Granger Cause CPBS  36  0.55857 0.4601 

 CPBS does not Granger Cause CPRS  3.79788 0.0599 

    
     DMR does not Granger Cause CPBS  36  2.10000 0.1567 

 CPBS does not Granger Cause DMR  5.41951 0.0262 

    
     FDP does not Granger Cause CPBS  36  1.52317 0.2259 

 CPBS does not Granger Cause FDP  4.28756 0.0463 

    
     DMR does not Granger Cause CPRS  36  11.1093 0.0021 

 CPRS does not Granger Cause DMR  1.20841 0.2796 

    
     FDP does not Granger Cause CPRS  36  0.35324 0.5563 

 CPRS does not Granger Cause FDP  0.00029 0.9866 

    
     FDP does not Granger Cause DMR  36  2.07124 0.1595 

 DMR does not Granger Cause FDP  16.6497 0.0003 

    
    

Source: EVIEWS 9 printout  

 

It can be seen from the Table that CPBS granger-caused GDP (F= 11.7690; prob. = 0.0017), On the other 

hand, GDP does not granger-cause CPBS (F=1.49911; prob. = 0.2297). This implies that causality flows from 

CPBS to GDP and not vice versa. Thus we reject the null hypothesis of no causal relationship between GDP 

and CPBS. 

Also from the Table that CPBS granger-caused DMR (F= 5.41951; prob. = 0.0262), On the other hand, DMR 

does not granger-cause CPBS (F=2.10000; prob. = 0.1567). This implies that causality flows from CPBS to 

DMR and not vice versa. Thus we reject the null hypothesis of no causal relationship between DMR and 

CPBS. 

On the other hand, we can see that from the Table that DMR granger-caused CPRS (F=11.1093; prob. = 

0.0021). CPRS does not granger-cause DMR (F=1.20841; prob. = 0.2796). This implies that causality flows 
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from DMR to CPRS and not vice versa. Thus we reject the null hypothesis of no causal relationship between 

DMR and CPRS. 

Finally, DMR Granger-causes FDP (F = 16.6497; prob. = 0.0003). FDP does not granger- cause DMR. There 

is a unidirectional causality from DMR to FDP. It is on that basis that we reject the null hypothesis of no 

causal relationship between DMR and FDP. 

 

SUMMARY  
This section summarizes the work and major findings of the study. The discussions and findings are in light of 

theory and empirical literature. This study empirically examined the relationship between gross domestic 

product and some financial intermediation variables namely credit to the public sector (CPBS), credit to the 

private sector (CPRS), deposit mobilization rate (DMR) and financial deepening ratio (FDP). It also examined 

whether or not financial intermediation impacts gross domestic product (GDP) in Nigeria. Data used was 

secondary and obtained from Central Bank of Nigeria (CBN) Statistical Bulletin of various years and other 

reports. The study adopted econometric tools in its data analyses. Financial intermediation was proxied by 

credit to the public sector, credit to the private sector, deposit mobilization rate and financial deepening rate. 

There exists a long-run relation- ship between gross domestic product (GDP), credit to the public sector 

(CPBS), credit to the private sector (CPRS), deposit mobilization rate (DMR) and financial deepening rate 

(FDP). The relationship between GDP and all the financial intermediation variables were positive and 

significant in the long run which is in agreement with a priori expectation. However, in the short run the results 

were mixed. The relationship between GDP and CPBS is positive and insignificant, GDP and CPRS are 

negative and significant, GDP and DMR is negative but insignificant while that of GDP and FDP is positive 

and significant. There is a unidirectional causality between CPBS and DMR and the direction is from CPBS to 

DMR. There is also a unidirectional causality between CPBS and FDP and direction is from CPBS to FDP. 

There is a unidirectional causality between DMR and CPRS and the direction from DMR to CPRS. There is 

also a unidirectional causality between DMR and FDP and the direction is from DMR to FDP. Of note and 

more importantly is that there was no causal relationship between financial intermediation variables and gross 

domestic product. Individually, gross domestic product had significant relationship with all the financial 

intermediation variables, however, credit to public sector and financial deepening rate showed negative 

relationship contrary to a priori expectation. We can comfortably conclude that financial intermediation 

contributes to economic growth in Nigeria. 

 

RECOMMENDATION 

The major objective of banking reforms was to strengthen the financial sector so that they act as 

reliable catalysts of economic growth and development. To achieve these objective, the monetary 

authorities would adopt a variety of policy instruments; however, how successful these instruments 

turn out to be in influencing economic growth will depend on the extent to which conflicts of banking 

and monetary policies are managed and the extent to which market forces are left to determine economic 

growth. Thus, the higher the interference of non-objective factors and other parameters that are difficult to 

quantify or observe, the more insignificant will be the predictive powers of any model designed to enhance 

economic growth. For example, a reduction in cash reserve ratio increases the amount of loanable funds 

in banks. A subsequent increase in credit to the domestic economy will stimulate economic growth but 

will also result in rising prices. Therefore, policies that encourage banks to increase their capital or that 

stimulate lending to the economy by reducing cash reserve ratios will not be effective in encouraging 

economic growth if the loanable funds that result from these policies are not transmitted to the 

productive private sector in the form of longer term credits. To overcome this problem, the authorities 

should consider introducing a guaranteed lending scheme to help not just small and medium scale but 

viable enterprises who may be struggling to secure finance due to a lack of acceptable collateral to 

secure commercial loans while guaranteeing repayment of the loans to the lending banks. 

The novelty of this study is that it examined the impact of four financial intermediation variables on gross 

domestic product at the same time while previous studies examined them in isolation. As a result this study 

provides a combined and comparative effect of these variables. This work stands to stimulate further research 
interest in this area and contribute to the existing knowledge about financial intermediation and economic 

growth in Nigeria including other developing countries that share the same economic similarities.  
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