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ABSTRACT 
This academic investigation analyzes the way financial institutions influence economic growth of Nigeria for the duration of time from 1990 until 2024 which covers three and a half decades. Because the discussion regarding the connection between finance and expansion remains unsettled among scholars, this academic investigation examines how four financial sector indicators, specifically Domestic Credit to Private Sector (DCPS), Broad Money Supply (M2), Interest Rate Spread (IRS), and Inflation (INF), affects growth of real GDP per capita. Academic theories like Finance-Led Growth (Supply-Leading) Hypothesis, McKinnon Shaw Financial Repression and Deepening Framework, and Schumpeter's Theory of Economic Development provide the foundation for this analysis. The investigation utilized information from World Bank Development Indicators and Central Bank of Nigeria (CBN) Statistical Bulletin while using tools such as descriptive statistics, Augmented Dickey-Fuller (ADF) and Phillips Perron (PP) unit root tests, Johansen Cointegration technique, Vector Error Correction Model (VECM). Many people believe that unit root results show all five variables reaching stability at first difference, I(1), which makes the use of cointegration analysis necessary for the data. The Johansen cointegration test indicates a single long-run equilibrium relationship among variables, and for this reason, VECM was estimated. It has been observed that a single equilibrium exists despite the evidence being marginal in nature for the study.
Long-run VECM estimates show that domestic credit to private sector has a positive, statistically significant impact on economic growth (coefficient = 678.26; t-statistic = 5.38). The interest rate spread also creates a positive and significant effect in the long run (coefficient = 1,344.90; t-statistic = 6.98), which means that banking intermediation margins help the expansion of output in the nation. Many experts claim that broad money supply is linked to economic growth in a negative way (coefficient = −413.29; t-statistic = 6.05), and this result happens because money grows without actual production activity. Inflation shows a positive effect that is not statistically significant for growth (coefficient = 8.28; t-statistic = 0.50). During the short run, no financial sector variable shows a significant impact on economic growth of Nigeria. Error correction term (ECT = −0.0387) was found to have the correct negative sign but economic growth does not return to balance quickly. This value suggests a slow speed of adjustment of about 3.87 percent every year toward the long-run equilibrium. While heteroskedasticity is not found in the model residuals, serial correlation was seen in the tests, so more study might be needed to improve the model refinement in the future years.
Results of this study demonstrate that financial institutions have strong long-run effects on economic growth of Nigeria. Credit given to private sector and the efficiency of intermediation are seen as the most powerful ways for this effect to happen in the country. Because of these results, the research suggests that Central Bank of Nigeria should keep its strict monetary policy so that price increases stay low in the economy for the benefit of the nation. The government and banking organizations should increase the amount of money flowing to individuals with low income and working positions through specialized development finance institutions and credit guarantee systems. It is often stated by researchers that the banking industry needs more competition so that the costs of working with banks become lower and more people can get money. Financial institutions must remain the focus of these improvements because financial institutions ensure the economic growth of the country continues. Improving these systems will help Nigeria reach its goals and provide a better future for the citizens who live there.







































CHAPTER ONE 
INTRODUCTION
1.1 Background of Study
Finance industries around the world, holds a strategic importance that underpins and guides economic progress. It is a tool which facilitates productive activities through capital mobilization, proper resource allocation and the bridging of finance gaps between entities with excess funds and the ones without (Li., 2023). In Nigeria, financial sectors (most particularly banks) has a history of determining national economic trajectory through funding activities that promote productive purposes and the attraction of private investment. The emergence of rapidly growing economies alongside cyclical reformations of financial sectors has drawn attention to methods by which banks contribute to this trajectory, including the accumulation of fragmented savings and directing same towards productive ends (Uzoamaka & Nebo, 2016). Of all financial instruments or institution types available, the bank is by far the most prominent intermediary as their activities are characterized by the mobilization of public and private savings and investment to provide credit to projects, businesses, public agencies and private individuals (Dong et al., 2020). Nigerian banks are seen as crucial agents in development of Nigerian economy, in fact literature abounds as to the positive influence Nigerian banks can bring to her growth endeavors (Taiwo et al., 2018).
It’s been a pattern recently all over the globe, with widening and strengthening financial inclusion and market growth and these represent potential avenues for boosting expansion in low income and lower middle income countries (Sant Anna & Figueiredo, 2024). For a nation to achieve sustained growth, its financial infrastructure must grow even stronger (Fowowe, 2020).
 Nigeria's financial environment, although making slow improvements has characterized by poor financial inclusion, limited credit access, and regulatory inflexibilities (Dagwom et al., 2024). It is important to close financial sector-driven funding gaps for SMEs and Large enterprises as lack of funding remains a major bottleneck for Nigeria’s development progress, despite its considerable capital flows and its investment resources (Boachie & Adu-Darko, 2024). Given that banks form a significant component of financial sector, this paper therefore examines the effect of banks’ operations on savings mobilization, aggregation and ensuring financial stability.
The Nigerian Financial System comprises the banking sector and the non-banking sector. Nevertheless, the banking sector constitutes a major fraction of overall financial intermediation and credit generation essential for Nigeria’s development process (Ifeoma et al., 2023). Numerous scholars emphasize the role of fund mobilization which banks achieve by collecting funds and channeling same into productive uses (Gabriel et al., 2019). Recent literature have demonstrated how efficient banks contribute positively to countries’ economies through their role in fund mobilization and directing these to high-growth areas such as technology, agriculture, manufacturing (Okunade et al., 2022). Yet, the specific channels by which Nigerian banks contribute to broader economic aims, considering the local macro economic environment and regulatory framework need investigation.
In the real world, a well-functioning financial system channels domestic savings to highest yielding investments as well as transferring financial capital to any promising and financially promising investment. Financial development covers four (4) dimensions of financial deepening: Size, stability, inclusiveness of financial intermediaries, markets, instruments. These are vital for the real development process, especially in developing countries like Nigeria with certain structural vulnerabilities like underdevelopment, low savings and a narrow scope for credit mobilization (Gizaw, Kedir & Lemma, 2024). The growth level of any economy is being influenced directly and indirectly by financial variables. Such variables as investment, domestic credit to private sector, broad money supply (M2), inflation, interest rate spread, others, if optimally channel into productive ventures , enhances economy development. The research model of this study is derived using the interaction of Nigerian’s’ economy GDP growth with a four variables measurement of her financial sector development: domestic credit to the private sector,broad money supply (M2),interest rate spread and inflation,which allow the analysis of how development of financial sector impact GDP growth of Nigeria,which is essential in evaluating Nigeria policy reforms and economic development sustainability.
The theoretical implication is that a highly efficient financial development institution channels funds from savers to high potential areas that yield the most investment funds, fosters innovative business models, support of long run capital investments, and leads to increase in productivity and efficient resource allocation (Emeh & Udo, 2024). As the country’s developmental drive continues to gather pace, so also do the role of financial institutions be given increased attention. Numerous scholars attest to the role of banks as intermediary institutions in collection of savings, facilitating transaction between individuals and directing flow of credit to the various segments of production activities, thereby facilitating employment creation and accelerating growth (Nkamnebe, Okafor & Ogbuabor, 2023). There exist two schools of thoughts on causality between finance and economic development; a priori has posit ‘finance-led-growth’ perspective while the empirical analyses have identified two schools; demand-led and supply-led, with bidirectional effects being identified in a few case studies (Bank-Ola & Adelakun, 2021). Against backdrop, this study investigates effects of financial development on economic growth in Nigeria, with the help of broad money supply (M2), interest rate spread, inflation, private credit to GDP ratio as regressors for the period 1990-2023. How can Nigerian finance be developed rather than experience fluctuations in achieving sustainable GDP growth despite a backdrop of successive bank reformations, technological innovations and widening market which continue to affect economics and sectors in general; despite the severe structural handicaps that have barred financial development from achieving its dividend, macro economic instability, lack of sufficient reforms in some segments, low productivity in industry and financial segregation. Growth for economic success continues to be a policy goal for developing countries around the globe; this is certainly true for Nigeria being Africa’s most populous country. According to economic thought, (and confirmed empirically), growth is primarily influenced by innovations. Endogenous growth theory emphasizes accumulated knowledge and technological advancements (Romer 1990), whilst the Schumpeterian vision stressed the role of entrepreneurial innovation. 
(King and Levine., 1993) did empirical study, showed financial development is positively correlated to economic growth, and highlighted significant roles played by finance in boosting up the growth, namely ; Lowering transaction costs, the spreading of financial risk and promoting efficient use of resource allocation and investment.
Hence, this project is therefore looking at impact of the financial sector reform of Nigeria on the growth of the economy through the Schumpeterian theory of economic growth. Financial sector reforms Nigeria, has experienced an upsurge in the past 20 years with changes from 2004/2005 banking reform that saw downsized operating bank number from 89 in 2004 to 25 banks in 2005 to introduction of Asset Management Corporation of Nigeria (AMCON) in 2010, with the latest being the Banking Sector Recapitalization Program in 2024 to regain confidence in the Nigeria Financial system.
In the modern day, Nigerian financial institutions consist of commercial banks, mortgage banks, insurance companies, microfinance banks, pension fund administrators and a very fast growing number of financial technology providers. Recent data clearly shows the growing role of finance in driving Nigeria’s economy; Banking sector’s real growth rate as at 2024 rose by about 30.9 percent leading to a total real GDP growth rate of 3.4 percent; while growth rate for the finance and insurance sector increased by 27.78 percent on the fourth quarter of 2024 (Nigeria Bureau of Statistics, 2024). Relationship between Nigeria’s economic growth and financial sector development is multi-faceted. The financial sector has made immense strides yet some constraints still persist. 
The high cost of borrowing has limited access of SMEs, which make up most of the businesses in Nigeria to loans from financial institutions. Non performing loan and infrastructure limitations in operations make functioning a bit costly. Additionally, the sustained macroeconomic volatilities which manifest as currency devaluation and high level of inflation impeded smooth functioning and growth of Nigerian financial system. Nigerian Financial institutions over the years had financed various businesses such as agriculture, trade, manufacturing, small, medium scale enterprises (SMEs) through credit. Institutions such as Central Bank of Nigeria (CBN), Bank of Industry (BOI) and micro finance institutions have designed programmes and policies to improve access to finance. 
Nevertheless, these measures notwithstanding, access to credit to the private sector remains low, high interest rate regimes persist, financial exclusion continue to militate against effective functioning of the financial institutions and their contributions to economic growth. Accordingly, this study aims at examining contributions of Nigerian financial institution to economic development.
1.2 Statement of problem 
In spite of apparent progress in Nigerian financial system, over waves of reform during the past two decades, concerns still revolve around the efficiency and effectiveness of financial institutions in supporting an inclusive and sustainable growth development of Nigeria. Several related questions need to be systemically analyzed. Despite having witnessed significant growth and tremendous expansion in the real terms, from approximately 30.9% in 2024, the impact and developmental outcome of the growth recorded in Nigerian banks across sectors and regions has remained questionable. It might be useful to analyse the percentage contribution of financial sector in Nigerian GDP from an average of 6.10 percent in 2024 Q4 to the intermediation efficiency, allocation pattern, and contribution it make on agriculture, manufacturing and services sector. Despite several government initiated policy for financial access for all Nigerian citizen, a number of people remain exclude from Nigerian financial services. Over the decade of financial reform in Nigerian financial institutions especially banking sector, access to credit remained one of the serious problems in Nigerian economic system. For instance, more than 96% of Nigerian businesses remain non-formal enterprise sector contributing over 48% to total GDP. Small, medium enterprises in the financial sector of Nigerian Economy faces significant problems to obtain a loan/credit because of high interest rates-caused by increased monetary policy rate of Central Bank of Nigeria, it increased by over 800 basis points in 2024 to 27.5%, loan requirements or Collateral and, banks lack of clear credit appraisal methods. It is important to note if  financial sectors are truly facilitating the objective of economic growth, which include generation of employment, fostering of innovation and ensuring structural diversification of the economy. Furthermore, Despite the persistent efforts and numerous strategy in enhancing access, a significant number of people were exclude in the Nigerian financial services. Formal inclusion have increase from 56 percent in 2020 to 64 percent in 2023, but a large percentage (36%) of adults still remained excluded from formal Financial Services. Exclusion is highest in rural communities, where women and young people are more often without financial services. Such exclude can bring serious issue related to income, poverty and inclusive growth. Beside those with limited access, their welfare impact and range of services that people utilize is very low. Fourth, concerns about the viability and stability of financial institutions persist. The CBN policy directive on recapitalization in 2024 points to potential issues in capitalization buffers-exacerbated by the effects of sharp currency devaluation on the real value of banks' equity. The 2004-2005 bank consolidation exercises seem to have resulted in real capital positions far below the minimum required capital thresholds at the time the 2024 recapitalization was announced, after accounting for depreciation of real value in local and global terms. Fifth, doubts remain about the quality and efficiency of financial intermediation in Nigeria. While Nigerian banks accumulated significant deposits and assets over the years, their ability to efficiently transform these into productive investments is questioned. The persistence of large intermediation spreads (differences between deposit and lending rates), the propensity of banks to invest in sovereign debt, the concentration of credit among a few large.
1.3 Research Questions 
1. What is the effect of bank credit to the private sector on economic growth in Nigeria?
2. How does financial sector development (financial deepening) influence economic growth in Nigeria?
3. What is the relationship between commercial bank deposits (savings mobilization) and economic growth in Nigeria?
4. What is the impact of financial institutions' lending rates on private sector investment and economic growth in Nigeria?
1.4 Research Objectives 
Primary objectives of this study are to examine roles of financial institutions in boosting economic growth in Nigeria. Specifically, this study aims to: 
1) Examine the effect of bank credit to the private sector on economic growth in Nigeria.
2) Assess the influence of financial sector development (financial deepening) on economic growth in Nigeria.
3) Determine the relationship between commercial bank deposits (savings mobilization) and economic growth in Nigeria.
4) Evaluate the impact of financial institutions' lending rates on economic growth in Nigeria.
1.5 Research Hypotheses
Flowing from objectives of this research, the following hypotheses will be tested in null form. 
Null Hypotheses (H0) 
H0: Bank credit to the private sector has no significant effect on economic growth in Nigeria.
H0: Financial sector development (financial deepening) has no significant influence on economic growth in Nigeria.
H0: There is no significant relationship between commercial bank deposits (savings mobilization) and economic growth in Nigeria.
H0: Financial institutions' lending rates have no significant impact on economic growth in Nigeria.
1.6 Significance of study
Findings from this research work will be of considerable usefulness and importance to Nigerian policy makers, Central Bank of Nigeria, scholars and students in economics and finance, members of the investing public, financial institutions and Government of Nigeria. For Nigerian policy makers results of the study will be of assistance to them in evolving efficient financial and monetary policies aimed at enhancing sustainable economic growth in Nigeria. For Central Bank of Nigeria the study would provide guide lines in evolving appropriate policy on credit disbursement and supervision and regulation of the Nigerian banks to facilitate the desired efficient intermediation in order to promote economic growth. It would also gives the regulators the much needed insights for improvement of the efficiency of Nigerian's financial intermediation function. For students and scholars of economics and finance and in particular in Nigeria, it is intended that findings of this research work would serve as reference document for further research in this areas. 
For investors and financial practitioners and for policy makers in Nigeria, the results will help guide decision in order to further deepen financial development linkages, improve contributions of financial sector to overall economic growth strategy, boost up the performance of Nigerian Economy, The study would also help the Government achieve its target on growth in the Nigerian Economy.
1.7 Scope of Study 
This study researches the impact of financial institutions on economic growth in Nigeria for years ranging between 1990-2024 and more specific to Gross Domestic Product, private sector credit from banks, money supply, interest rate, inflation rate.
1.8 Limitations of Study 
Problems that may arise during the course of study include likely to be, in availability of data, there may be series inconsistency or data missing. The time would be a constraint and the research has time allocated that would not accommodate extensive survey or data collection to the extent as to which it might affect the outcome, thus secondary data from reliable source like central bank of Nigeria, world bank is to be preferred, the database is to compare one country macro-economic data as more comparable in statistical accuracy.








































CHAPTER TWO
LITERATURE REVIEW
2.1 Theoretical Framework 
2.1.1 Financial Institutions 
Financial institutions are firms whose main operations involve financial transactions, such as collecting deposits, making loans, managing investments, and facilitating currency transactions. They link economic participants with excess money resources (savers) to those in need of money resources (borrowers). Financial institutions in Nigeria consist of, but are not limited to, commercial banks (conventional), microfinance institutions that provide financial services at the grassroots, insurance companies, mortgage firms, pension funds administrator and an exploding financial technology industry. 
The economic indispensable nature of financial institutions stem from their roles of performing numerous crucial tasks which range from mobilizing savings from millions of individuals, providing those savings for use by investors, providing for an easy means of payment transactions, and helping consumers and companies to manage financial risks, while also producing a pool of intelligence for the productive usage of capital. 
Financial institutions are considered significant for both the monetary policy and macroeconomic stabilization, Central bank of Nigeria considers financial institutions  a vehicle for capital accumulation, economic stability and growth of monetary aggregates ( CBN, 2019). Financial institutions nurture the culture of saving, facilitate investment process and provide the credit requirements for efficient functioning of productive sectors of the economy as they contribute to creation of employment, poverty reduction and industrial development. Financial institutions are believed to facilitate economic growth through identifying and financing profitable innovative entrepreneurs (Schumpeter., 1911). 
(Goldsmith., 1969) also argued that finance growth improves efficiency of process of capital accumulation and promotes economic growth. So, financial institutions are believed to be the catalysts for economic transformation through optimal allocation of resources in a productive way. 
2.1.2 Economic Growth
Economic growth means an increase in an economy's goods and services output,  at the same time an increase in goods and services produced per individual per period of time. Alternatively, Economic growth is increase in total output as consequence of increase in a nation’s productivity and as a consequence of a nation investing increased amount of inputs both physical and human inputs in the production process as suggested by Roser (2021). However the generally acknowledged measure of economic growth is the year to year variation of real gross domestic product per person.
One major different of economic growth from economic development should be borne in mind. The former simply refers to an increase in economic output, while the latter suggests an increase in living standards. The process for growth to continue in a sustainable way means more than simply more physical capital, the growth process itself needs to incorporate improved efficiency in its operation; innovation of superior technology; investment in human skills; as well as effective policies and institution to encourage innovative and efficient activities (Adetokunbo & Yusuf, 2024). 
Economic growth reflects changes in the productive capacity, technologies employed, employment level, and national income. 
According to Todaro and Smith (2015), Economic growth refers to a sustained increase in total output or aggregate economic activity and is usually accompanied by structural and institutional transformation of the economy. Key drivers of economic growth comprise capital investment, technological development, human capital development, availability of natural resources, economic stability, and the financial system. By increasing the supply and allocating the investable resources efficiently , financial systems’ enhance economic growth.
2.1.3 Financial Institutions and Economic Growth in Nigeria 
It is a widely explored topic in economic literature whether financial institutions contribute to economic growth, and most studies attest to a positive relationship (Adewole et al., 2023). The contribution of financial institutions to growth arises from their ability to mobilizes savings, provide credit, facilitates investment, and promote financial inclusion. Nigeria's financial system has seen significant transformation and reform following Structural Adjustment Program, introduced in 1986, with various policy interventions including recapitalization and consolidation aimed at improving the banking system and enhancing their operation capabilities of the commercial banks by the CBN (Akinpelumi, Nwakanma & Nnamdi, 2021).
The 2004 banking consolidation exercise saw a reduction in the number of commercial banks, with a view of enhancing market efficiency, operational efficiency and the overall competition in the banking sector. Credit, investment financing by financial institutions to the productive sectors (agriculture, manufacturing, telecoms, trade etc.) of the Nigerian economy has expanded significantly in post-consolidation era. However, the financial sector is currently besieged by challenges such as high lending interest rates, inadequate financial inclusion, large percentage of non-performing loans, weak compliance with financial sector regulations, exchange rate instability, high rate of inflation, corruption, and fraud (Efanga, Ugwuanyi & Ekanem, 2022), which can be a hinder to actualizing its developmental role on the economy.
2.1.4 Broad Money Supply (M2) 
Money supply, a quantity of money available to serve as medium of exchange and unit of account, defined broadly in Nigerian context as stock of money available to the public which consists of cash holdings by the general public plus bank deposits which is readily converted to cash (Decker & Goodhart, 2022). According to CBN (2024), Money supply refers to stock of money that are in existence in an economy for the purpose of transacting, investing, saving at any given time and an indication as a monetary aggregate. As monetary policy is geared toward affecting the economy’s economic conditions through influences of some variables namely money supply in economy as a variable, interest rate etc (Adewuyi et al., 2024). Broad money supply (M2) measures widest available money in the economy; M1 include cash, check able deposit in bank; where M1 includes currency and bank deposits but excludes government and bank-deposits held at the central bank; broader in the sense it include M1+savings deposit, time deposit. The CBN defines it as measure of  stock of money in the economy that's available to be spent, saved or invested in productive or speculative ventures (CBN, 2024).
2.1.5 Credit to Private Sector 
Private credit is the flow of money extended by financial institutions (like commercial banks) to individuals and enterprises (Chandio et al., 2024), and considered a strong indicator of financial development by measuring how intensely and productively financial institutions are supporting economic activity (Eseyin et al., 2022). It directs savings into the real sector which in turn spurs growth, by providing financing to firms and individuals with productive and profitable projects, as outlined by Levine (2005), finance contributes to growth via the direction of funds to highly productive capital accumulation in the private sector. In Nigeria, private credit provided to agriculture, trade, manufacturing, and telecommunications has played important roles.
2.1.6 Concept of Inflation Rate 
Inflation rate describes a persistent increase in prices in general, a measurement of rise in prices. Inflation is traditionally measured by a consumer price index (CPI) that is computed from price changes in a selection of merchandise generally consumed by households (Salwati & Wessel, 2021). Inflation basically involves changes in all Prices and it measures changes of aggregate prices, such as a price index for consumer goods or the prices of commodities. To the Monetarist economists (Friedman, 1963), the primary causes of inflation lie in excessive money supply relative to level of output. Any definition of prices as a basket of goods or a index of relative prices which will be referred to as price level, the rate of inflation over a specified period is a measure of price index of the latter time relative to price index of the former time, subtracted from the quantity one. Seiler (2020) defines the concept to be an increase in price over a time horizon which is called general price increase, rate which currency devalues, price which items have inflated or rise.
2.1.7 Concept of Interest Rate 
Interest rate is return on an investment (yield), cost of borrowing money or the premium paid to delay consuming money into the future (Ihrig, Weinbach & Wolla, 2021). Keynes (1936) stated that, an interest rate can be interpreted as the premium to be paid to anyone who refrains from consuming funds, in other words, as compensation for saving the money during the period. The modern central banks manage this rate for controlling the flow of liquidity in the economy. Level of interest rate, however, is dependent on the demand and supply for money as well as the policy decisions taken by the central bank of a country (Ihrig, Weinbach & Wolla, 2021). Monetary policy rate (MPR), which refers to rate at which central bank lends to the other commercial banks.
 Cash Reserve Requirement (CRR), a proportion of cash deposit a bank must maintain with the CBN, is also another mechanism for influencing rates at the Nigerian economy. Open Market Operations (OMO), used to manage liquidity in banks, is a means by which the central bank deals in the financial markets to influence rates.
1.1 Theoretical Literature
1.1.1 Supply Leading Hypothesis (Finance Led Growth Theory)
Supply leading hypothesis, which builds upon the theoretical underpinnings of Schumpeter’s developmental theory and was formalized in 1967 by Gurley and Shaw, suggests that an advanced financial system precedes and fosters economic growth. In the view of proponents, the financial system takes the lead by actively promoting saving, developing more efficient transmission mechanisms, reducing informational and transactional costs and facilitating credit towards innovative and productive investments (Levine., 2005). Financial systems therefore serve as the engines that accelerate entrepreneurship, capital accumulation and structure transformation for the benefit of developing countries. Key to the supply leading perspective is the role of financial development, measured typically by ratio of credit to private sector to GDP and also broadly money supply M2/GDP. The two measures essentially capture both the capacity to mobilize financial savings and the capability to deploy those funds efficiently into productive use. In economies like Nigeria, expansion of domestic credit and broad money should stimulate private investment and promote overall growth through relaxation of credit constraints that would have stifled such investment growth at its initial stage. However, economic and price stability as reflected by inflation and spreads could indeed determine the strength of such impacts from financial development to economic growth. Therefore, we anticipate positive coefficient for financial development variables and possibly negative one for those that reflect high levels of uncertainty in prices and a wider range for interest rates (Abu-Bader., 2008). A drawback of supply leading hypothesis is simplistic assumption of causality, assuming only one way causation, moving from finance to growth (Levine, 2008) and ignoring any possible reversed causation in an early stage of development and possibly bi directional causality when the level of financial markets are somewhat more developed (Liu, 2003). Nevertheless, the hypothesis is crucial in recognizing catalytic roles played by financial institutions in pooling, re-allocating funds into production. In this context, supply leading approach indicates that deepening of Nigeria’s financial market may enhance positive credit to domestic investment by expanding broad money supply in Nigeria and by increasing total bank claims to domestic customers while poor macroeconomic conditions that characterized by high and unstable inflationary rates and spreads would have dampened such positive relation.

2.2.2 McKinnon Shaw Financial Repression (Deepening Theory) 
Financial liberalization is one of the most debated topics concerning economic development for developing economies. Developed by (McKinnon., 1973), this hypothesis was presented to the world at the same time as an independent work by Shaw (1973), and it is considered by far the most analytically impressive frameworks in this area of the economics literature. In McKinnon’s view, excessive repression of financial markets such as having interest rate ceilings, a high requirement of bank reserve holdings, government determined loan rates for public sector guaranteed loans etc. Will distort the signals within the economy, consequently suppressing saving mobilization, inefficient allocation of capital and inefficient investment, hindering the emergence of new productive ventures in the home country and, more concisely; impeding the potential to perform essential financial intermediation services (Fry., 1997). In turn, liberalization in these markets where interest rates are free to reflect their equilibrium level will raise interest rate above zero; encourage the collection of savings and thus foster credit allocation towards productive avenues and boost capital formation (Nnanna., 2004). In the present study, economic growth could be achieved through McKinnon Shaw hypothesis, in this approach the increase of broad money(M2/GDP) will stimulate savings, hence, credit to private sectors will respond positively. Moreover, with adequate levels of low and predictable inflation, it would lead to positive incentives to save, which in turn can lead to increase in long-term investment via proper credit transmission mechanisms (Roubini., 1992). However, the McKinnon Shaw approach does make a few assumptions about the financial market that are less suitable in certain cases in developing countries such as lack of proper institution, existence of shallow markets, high levels of volatility and the presence of inflationary pressures that may hinder the efficiency of liberalization (Stiglitz, 2000). From this view, low inflation rate and stable spreads are important factors that facilitate efficient functioning of banks to intermediate between savers and investors. High level of spreads may discourage lending due to higher cost, high inflation can affect saving because the real value of savings is erode due to this practice. The expansion of broad money and increased level of credit to private sector is therefore expected to stimulate domestic investment.
2.2.3 Stage of Development Theory (Feedback Hypothesis) 
The feedback hypothesis first introduced (Hugh Patrick., 1966) hypothesizes that any form of  relationship between financial development and economic growth depends on stages of development. In earlier stage of development, the supply of financial services side dominates, but as real economys grow, demands for financial services becomes more influential. Hence, the hypothesis supports a bi-causal relation between financial and growth literature implying a strong, and a positive interrelationship (Alenoghena et al., 2020). The Feedback Hypothesis postulates that the finance growth relationship operates at all level and stages of development, and thus are beneficial to each other at every stage. The interaction between the two has a direction that depends on the stages of development.
2.2.4 Schumpeterian Growth Theory 
Financial analysis of economics took root from Joseph Schumpeter, who wrote on the subject in the early twentieth century. Schumpeter offered the thesis that a dynamic economy cannot be sustained, nor can financial institutions carry out their proper functions, without innovation and risk taking by innovative entrepreneurs. The core idea in his reasoning was that good banking system do more than just allocate funds. A banking system can identify opportunities for innovation and supply the resources with which those opportunity can be pursued and that good banking system will foster the creation and use of innovations. Innovation is thus not just the result of, but also cause of growth. He introduced the term "creative destruction," a process in which new ideas and products and processes displace the old. Innovations make existing capital stock obsolete.
2.2.5 Endogenous Growth Theory 
The second of the dominant perspectives, arising with the contributions of Paul Romer (1990) and subsequently developed further by Philippe Aghion and Peter Howitt, provides a different story as to where economic growth comes from. Endogenous growth theory takes a contrasting view to prior approaches, as it claims that growth occurs endogenously to an economy itself by an explicit, and intentional, investment in innovation and accumulation of human, technological capital. Emphasis of romer is particularly on the technological side, he maintains that technological advances arise because individual, profit-seeking firms undertake research and development on an industrial scale. It is the role of financial intermediaries that is critical in ensuring that enterprises can get the funding they need to engage in these riskier R and D activities with uncertain returns. By enabling an economy's stock of technological know how to expand, efficient financial markets help to establish the environment for long run prosperity. 
2.2.6 Financial Intermediation theory 
First outlined by gurley, shaw in mid-1950's, the financial intermediation theory explains why financial intermediaries arise and persist. Further explored by subsequent researchers, the logic is that such intermediaries exist primarily to overcome the numerous market frictions which plague a hypothetical friction less perfect market. In a truly perfect market, it is easy enough for all savers to lend directly to all borrowers. In reality, however, it is quite a different matter for savers and borrowers to get acquainted, evaluating borrower credit-worthiness is difficult and costly, and monitoring loan performance after lending is likewise problematical. Financial intermediaries specialize in the various functions needed to overcome these friction-induced issues. They aggregate small individual loans from many savers into larger loans to businesses; they offer liquidity services to savers, while at the same time managing assets with a longer time dimension; they pool risks among , thus diversifying risk and mitigating systemic risk; and they develop information systems to monitor their clients and lend to those of appropriate credit quality.
2.2.7 Theoretical Perspectives on Finance and Economic Growth
Academic discourse has produced several competing perspectives on directional relationship between financial development and economic growth, each offering distinct insights into the nature of their interaction across time.
Hugh Patrick's (1966) influential framework introduced supply-leading and demand-following hypotheses. Supply-leading view proposes that in early development stages, deliberate creation of financial institutions, expansion of financial services precede demand for those services. According to this view, when policymakers proactively establish new financial structures and broaden the range of available products, this expanded supply itself stimulates economic growth by mobilizing previously idle savings, enabling investment in previously capital-starved sectors essentially unlocking latent growth potential.
The demand-following hypothesis presents a contrasting narrative, proposing that as the real economy expands and new industries emerge, enterprises increasingly require sophisticated financial services to sustain their operations. From this standpoint, financial development responds to growth rather than initiating it as enterprises grow larger and more complex, they generate demand for new financial products, prompting financial institutions to evolve and extend their service offerings. Patrick acknowledged that both patterns likely manifest, but at different developmental stages.
Building on this framework, some scholars argue that treating the finance growth relationship as unidirectional oversimplifies what is fundamentally a bilateral dynamic. The feedback hypothesis recognizes that financial development and economic expansion mutually reinforce one another in a virtuous cycle well-developed financial systems accelerate growth through multiple channels, while a growing, more complex economy generates demand for increasingly sophisticated financial services, propelling further financial sector development. This bilateral perspective carries significant policy implications.
Another dimension of the debate concerns bank-based versus market-based financial systems. Proponents of bank-based systems highlight banks' capacity to develop long-term client relationships, exercise oversight over corporate management, and mobilize retail savings effectively. Advocates for market based systems counter that equity and bond markets enable more effective risk diversification, discipline corporate managers through takeover threats, and facilitate capital allocation through price signals. However, Ross Levine and other contemporary scholars argue that the critical question is not which system a country relies upon, but whether its financial system however organized effectively delivers the services the economy requires. Quality, efficiency of financial services matter for growth than the specific institutional arrangements through which those services are provided.
1.2 Empirical Literature 
(Akintola et al., 2020) carried out a research on influence of development of  financial sectors on economic growth in Nigeria, the data being quarterly, from first quarter of  year 2000 to fourth quarter of 2019 using Auto regressive Distributed Lag (ARDL) framework. Their result indicates financial depth, liquidity of banking sector and overall index all has a positive impact, statistically significant impact on real output in the long run, with, exchange rate, on the contrary, being associated with decline rate of real output. Akinpelumi, Nwakanma and Ikechukwu (2021) analyzed to what extent would institution finance influences the economy in Nigeria. 
They obtained data from CBN statistical bulletin on time series 1981- 2019, they employed unit root testing, co integration analysis, error correction modelling, and Granger causality tests in their estimation approach and institution finance proxied with commercial bank credit, microfinance bank credit, mortgage bank credit, agricultural bank credit, NEXIM loan and World bank loan. 
They found that microfinance bank credit, BOI credit, among the selected variables positively influences Nigerian economy. Monogbe, Achugbu, Uzowuru and Edori (2021) explored the relationship between the bank commercial loans and advances given to selected sectors and their poverty reduction impact in Nigeria between 1981 to 2019. Specifically they looked at their impact on manufacturing sector, agricultural sector and SMEs. (Albert et al., 2022) explored effects of financial development on Nigeria economic growth by regressing the four different models using OLS across their research; a real interest rate (IR) and a general gross domestic savings (GDS), a real interest rate and a private sector credit (PSC) as independent variable and as the case for another research a Savings (S) and PSC; using the Nigeria’s Gross Domestic Product (GDP) as a dependent variable.  Result show that impact of IR/GDS and IR/PSC are positive, and Savings/PSC both are positive in the short run but when both are pooled together real interest rate, real interest rate and saving has negative insignificant, the only variable with significant positive impact on growth rate was PSC, so a mix of both the effects is positive. 
(Appiah-Otoo., 2022) used a dataset for 31 provinces in China on financial technology and economic growth from 2011 to 2017 and applied an instrumental variable-generalized method of moments technique to estimate models and found out Fin Tech have positive influence on China economic growth. (Udeh., 2021) estimated the effect of the exchange rate on the Nigerian economy from 2009 to 2018 using OLS, found that it had a positive and statistically significant effect. (Umar et al., 2021) examined impact of financial development on economic growth for Nigeria from 1980 to 2019 using non linear ARDL analysis and establish long-run cointegrating relationship and with asymmetric effect; Positive financial development shock affects negatively economic growth in short-run and long-run, negative shock have similar impact; inflation has a strong significant positive relation with economic growth, whereas, financial Globalization uncertainty do not have a significant relationship with Nigerian Economic growth. 
(Alenoghena et al., 2020) studied effects of financial development on economic growth in Nigeria for 1980–2018, using nonlinear autoregressive distributed lag (NARDL) model for estimation. Their findings suggest a U-shaped asymmetric effect and long run cointegration, with threshold regression revealing that financial development only stimulates Nigeria’s economy when broad money and credit to private sector reach thresholds level 17.73% of GDP, 6.03% of GDP, respectively. (Chen et al., 2020) analyzed asymmetric impact of financial development on economic growth in Kenya between 1972 and 2017 utilizing NARDL methodology. Findings document that positive shocks to financial development increase short run growth while negative shocks to financial development diminish long run growth. 
(Okunlola et al., 2020) investigate causal relationships between indicators of financial development and economic growth using (Toda Yamamoto., 1995). They confirmed long-run bidirectional causal linkages between indicators of financial market development and Nigeria’s economic growth. (Imoagwu ., 2019) examined impact of financial development on Nigeria's economic growth between 1986 to 2017 with help of error correction and Toda Yamamoto models. Findings report positive short run, negative long run impact. Stock market capitalization stimulate short run growth while hamper it in long run. 
(Okpara et al., 2018) took the path of a vector error correction and Granger causality tests to explore influence of financial development on the growth of Nigerian economy. They identified a long run cointegrating relationship among the variables and, confirmed the role of different financial development indicators as having a positive influence on Nigeria's economy. For Nigeria, financial development(FINDEV) as a driver of growth (e.g. 
Fogel & Norman, 2005) is already a heavily discussed economic topic and its impact has remained debated and subject to circumstances (Ikubor, 2020). In more recent works, (Bassey et al., 2024) established that the impacts of financial innovations (ATMs and POS transactions) and Reforms do impact on the Nigerian economy positively and their access do matter much more than depth under the FinTech growth model. In the other direction, (Alenoghena et al., 2020) find a U-shaped or an asymmetric effect, meaning that after a threshold of 17.73 percent of GDP Broad money(BM) and 6.03 percent of Private Sector Credit(PSC), growth of the Nigerian economy declines when below these levels. 
Conversely, (Ikubor., 2020), using PCA analysis of certain financial development indexes and an ARDL, report a steady positive impact of aggregated financial development (FINDEV) with a clear direction of growth causally leading to FINDEV in Nigeria (demand following hypothesis). 
These studies on FINDEV in Nigeria can be divided into two groups; one, which finds that innovations and reforms do contribute to some short run growth effect, and another which holds that some proxies of conventional financial depth generally have weak or negative effects unless higher efficiency levels can be attained. Evidence on the causality, however is equally inconsistent. While (Ikwuagwu & Ugwuanyi, 2022) discover causality emanating from several FinDev indices and the GDP, others like (Briggs & Goya, 2023) find the evidence to be contradictory: only a unidirectional causality exists from the GDP to the FinDev and while there is a reverse causality between the financial depth and the GDP, there is a bidirectional causality. 
Similarly, a demand follow hypothesis of causality from the GDP to the FinDev is established by (Mogbo., 2025), when considering the Private sector Credit and bank account ownership, though he recognizes the possible existence of a feedback Causality from GPD to FinDev in the Nigerian economy, reinforcing the results of Ikubor (2020). Unlike these studies (Ikwuagwu & Ugwuanyi, 2022) observe that causality from FinDev to GDP goes in both the directions or exclusively, at the same time he argues that due to inconsistencies in findings by method, across time and across indices, he argues the causal determinants are not static. The findings also revealed inefficiencies. 
As observed by(Chinwe., 2022), when money supply and the size of stock market positively affected the Nigerian GDP, the private credit and insurance penetration indices negatively contributed due to channel inefficiencies. 
Also, (Adelakun., 2021) placed strong emphasis on Financial reforms, loans to the manufacturing sector, and exchange Rate stability in boosting the economy of Nigeria, but also underlined that inflation can weaken those effects. 
Thus, the FinDev Growth linkage in Nigeria appears complex and context specific as can be depicted from the literature. This, raises the issue as to whether findev is truly a universal remedy or not and if it has some special features or functions in a development context.
1.3 Research Gap 
There exists an extensive body of empirical research investigating relationships between financial development and economic growth in Nigeria and developing countries generally, yet empirical results are often mixed, inconsistent and sometimes conflicting with regards to directions of causality (supply leading, demand following),  type of link between financial development and economic growth (linear and nonlinear threshold dynamics). Furthermore, vast majorities of existing research have analyzed a few financial variables separately, little research has been done on the simultaneous interplay among multiple factors (private credit, money supply, interest rate dynamics) on macroeconomic conditions influencing growth in Nigeria. Inflation, a crucial determinant of macroeconomic and financial stability, are often included as control variables instead of being integrated into the finance-growth dynamics. Similarly, only a handful of studies attempt to integrate measures of traditional financial depth and those of financial efficiency (proxied by interest rate spreads) with the degree of macroeconomic stability to provide a holistic assessment of finance led-growth. Shortcomings are pronounced because, due to structural inefficiencies, credit misallocations, financial sector volatility and macroeconomic instability, the impact of the process of financial deepening on Nigeria’s growth have been diluted. This study attempts to address this gap by estimating, links among GDP growth and these 4 financial indicators namely, private domestic credit, interest rate spread, the broadest measure of money supply and inflation in the Nigeria.





























CHAPTER THREE
RESEARCH METHODOLOGY
3.1 Research Design 
Research design is the procedure, strategy or set of plans used to carry out a study in the collection and analysis of measures of variables specified in the given research problem. Designs of research are useful as they form the logical framework guiding the researcher in identifying potential sources of data and making choices about suitable procedure for analysis (Nworuh., 2004). This research study uses causal-comparative research on the account that analysis in this study is based on the existing published data. This type of study can also be classified under experimental-explanatory exploratory survey research, commonly known as causal-comparative research, this research type rests its conclusions and evidence on existing data, which is collected prior to the execution of a study by other researchers or observers, rather than developing any primary data collected through the manipulations that one could carry out under experimentation.
3.2 Theoretical Framework 
This research study is anchored on Finance Led Growth Theory which postulates that Financial Development is a Pre requisite to Economic Growth. From perspective of Finance Led Growth theory, higher levels of investment, productivity, industrialization and consequently economic growth is associated with better Financial development of  systems. It places financial sector at center stage by stressing their role of mobilizing savings, providing credits and facilitating investment in the economy, reducing transactions costs, encouraging technological innovations as well as capital accumulation. That implies that the depth, size and efficiency of financial systems have direct and positive link with the speed of economic growth. The concept Finance led growth theory is popularly associated with economic thinkers like Joseph Schumpeter, Ronald McKinnon and Edward Shaw.
The longitudinal design is relevant methodology because it allows analysis of the impact of dynamic financial parameters namely interest rate spread, broadly defined money supply, and inflation on GDP of the economy; this will enable analysis of the structural as well as dynamics relationship of these variables on the economy. Data set was gotten from World Bank development indicators; which offers reliable, globally accepted macroeconomics data, and financial sector data. However, an obvious drawback of the data used for analysis the secondary sources on the other hand does not preclude the probability of an eventual upward revisions or reporting changes among the annual series or over the time period.
3.3 Preliminary Tests
A preliminary tests (the preliminary analyses) will explore the distributional properties of time series variables, and examine some statistical features including description statistic, statistical tests, econometric test, unit root tests and co integration tests.
3.3.1 Economical Test
Economical Test is the one of the most important test that test long run and short run coefficients of estimated coefficients from ARDL model with expectation from theory. Credit to the private sector, broad money supply, deposits of the banking sector were expected to positively and significantly affect real GDP growth, based on the McKinnon Shaw financial liberalization hypothesis, as well as with Endogenous growth theory; in addition, the error correction term (ECT) was expected to take on a negative sign and statistically significant coefficient to verify that deviations from long run equilibrium will eventually be corrected. Coefficients that differ with the theoretical expected were interpreted according to Nigerian's macro financial conditions. 
3.3.2 Statistical test 
This section involves test of significance of estimated long run and short run coefficients, and overall models goodness of fit.  T-test is applied to test if individually, long-run and short-run coefficients differ significantly from zero at(1,5,10%)level of significance, respectively; while bounds test is a statistic that we compare F statistic derived from equation (3.8) with (Pesaran, Shin, and Smith., 2001) lower I (0) and upper I (1) bounds for existences of long-run relationship;Adjusted R squared is the proportion of the variance of real GDP explained by model, and F-statistics test overall significance of regression model sin regressions,which tests whether the entire set of regressors in long run and short run are jointly significant at chosen level of significance's. 
3.3.3 Econometric test
Econometric tests are applied to guarantee that ARDL satisfy classical regression assumption so that the obtained estimates are reliable. Augmented Dickey-Fuller(ADF) and Phillips Perron(PP) unit root tests are employed to assess whether no variable is integrated of order two;otherwise ARDL bounds test would be unreliable. Breusch-Godfrey LM test is applied to examine whether there is residual serial correlation; Breusch- Pagan Godfrey test is to verify heteroskedasticity in model and Jaque Berratest to check for normality of residuals. 
For diagnostic check of functionality Ramseys RESET test is carried outto check the presence of functional form misspecification,as well as the CUSUM and CUSUM  of squares tests are employed to verify whether the estimated parameters in ARDL model remain stable in time (i.e., structurally stable).
3.3.4 Unit Root Test 
Unit root test is a prior indicator used to evaluate nature of  stationarity properties of data under review. There are two major categories of data for time series analysis: stationary and non stationary data. In a stationary data, the effect of random shock is temporary as series return to the original mean over time. However, with the non stationary data, a random shock results in permanent deviation from the mean. For efficient estimation and meaningful policy implications, variables must be stationary.
To avoid spurious regression, unit root properties of variables should be investigated before conducting the regression. A unit root process defines any variable whose first and second moments depends on the time. That means such variables are not stationary and in return could generate misleading results if not considered in their level and/or their differentiated form. The best known techniques used to test the presence of unit roots include Augmentative Dickey Fuller (ADF), Phillips-Perron (PP) tests for unit roots. ADF test formulates a given variable Y t, for instance, according to:
Dyt = dyt-1 + Dyt-i + ut ..................................................................... 3.1
Dyt = dyt-1 + Dyt-i + ut ..................................................................... 3.2
To test existence of unit root, we shall check t-student ratio value of delta coefficient. Standard DF and ADF critical values are negative and are greater than absolute t values and are generally referred to as DF and ADF statistics. Acceptance of null hypothesis means that Y t is not stationary.
Decision rule: Reject H if  magnitude of DF or ADF t-statistic is greater than 5% critical value; otherwise accept H₀.

3.3.5 Cointegration Test
Cointegration is an econometric procedure for testing existence of a relationship among non stationary time series variables. A pair of time series variables are cointegrated if both time series trend together in the same direction and the time paths of the two variables are bound together and move in the same direction so they tend to converge to a long-run equilibrium relation. Primary purpose of investigating cointegration between two or more non-stationary variables is to establish existence of a long run equilibrium relation between them. 
As all variables used in this paper are either stationary at level form or at the first difference forms, we will utilize the ARDL bounds cointegration test. 
In order to make bounds test, we define a conditional ARDL (p, q1, q2) long run model as follows: 
DEGt = b0 + Sb1DEGt-i + Sb2DDCPSt-i + Sb3DM2t-i + Sb4DIRSt-i + Sb5DINFt-i + d1EGt-1 + d2DCPSt-1 + d3M2t-1 + d4IRSt-1 + d5INFt-1 + et   ....   3.3
We compute an F statistic for testing the long-run relation by performing a Wald test on the unrestricted ECT parameters. The F statistic is compared with a set of upper and lower critical values developed by in (1999) at  5% significance level. 
H₀: d1 = d2 = d3 = d4 = d5 = 0 (No cointegration among the variables)
H₁: d1 ≠ d2 ≠ d3 ≠ d4 ≠ d5 ≠ 0 (Cointegration exists among the variables)

Decision Rule:
We reject H0 (no cointegration) if the value of F-statistic is above the critical upper bound and accept H1 (cointegration) if value is below critical lower bound. If the value is within lower and upper bounds, we may not find clear cointegration relationship among variables (Pesaran & Shin, 1999).
3.3.6 The Variable Vector
The system is defined around the vector of endogenous variables:

Where Yₜ is a (5 × 1) vector of the endogenous variables, all expressed in their natural or log form as applicable, and the prime (′) denotes transposition.
3.3.7 General Matrix Form of the VECM
The general VECM(k−1) representation of the system is specified as:

Where:
Yₜ = (5 × 1) vector of endogenous variables defined above
Π = αβ′ = (5 × 5) impact matrix carrying long-run information
α = (5 × 1) matrix of speed-of-adjustment coefficients (how fast each variable returns to equilibrium after a shock)
β′ = (r × 5) matrix of cointegrating vectors, representing the long-run equilibrium relationship(s) among the variables (r = number of cointegrating relationships, determined by the Johansen trace/max-eigenvalue test)
Γᵢ = (5 × 5) matrices of short-run dynamic coefficients at lag i
[bookmark: _GoBack]k = optimal lag length of the underlying VAR (selected via AIC/SBC)
μ = (5 × 1) vector of intercept terms
εₜ = (5 × 1) vector of white noise error terms (residuals)
3.4 MODEL SPECIFICATION: AUTOREGRESSIVE DISTRIBUTED LAG (ARDL) MODEL
3.4.1 Functional Form
In line with the objectives of this study, economic growth (proxied by GDP growth rate) is specified as a function of bank credit to the private sector, financial deepening, commercial bank deposits, and lending rate:

Where:
GDP = Gross Domestic Product growth rate (dependent variable)
BCPS = Bank Credit to the Private Sector (% of GDP)
FD = Financial Deepening, proxied by Broad Money Supply, M2 (% of GDP)
DEP = Commercial Bank Deposits (total deposits, or as % of GDP)
LR = Lending Rate (average commercial bank lending rate, %)
3.4.2 Econometric (Linear) Form

Where β₀ is the intercept, β₁–β₄ are the coefficients of the explanatory variables, μₜ is the stochastic error term, and t denotes the time period.
3.4.3 ARDL Model Specification
The ARDL(p, q₁, q₂, q₃, q₄) model, following Pesaran, Shin and Smith (2001), is specified as:




Where Δ is the first difference operator; p, q₁, q₂, q₃, q₄ are the optimal lag lengths selected via the Akaike Information Criterion (AIC) or Schwarz Bayesian Criterion (SBC); the β terms capture the short-run dynamic coefficients; the δ terms capture the long-run relationship coefficients used in the bounds test; and εₜ is a white noise error term.
3.4.4 Error Correction Model (ECM) — Short-Run Dynamics
Once cointegration among the variables is confirmed via the ARDL Bounds Test, the short-run model incorporating the error correction term is specified as:



Where ECTₜ₋₁ is the Error Correction Term, defined as the lagged residual from the estimated long-run equation, and λ is the speed of adjustment coefficient. For the model to be valid, λ must be negative and statistically significant, confirming that the system converges back to long-run equilibrium following a short-run shock.

3.5 Data Sources and Econometric Software
The research utilizes secondary data which include Central Bank of Nigeria Statistical Bulletin and World Bank Development Indicators (WDI) within 1990-2024 respectively. The software used for estimation of data is E-views 13.





CHAPTER FOUR
 DATA PRESENTATION AND ANALYSIS
 4.1.1 Descriptive Statistics 
Descriptive statistics aim at summarizing basic statistical properties of data, used in this study. The analysis included mean, median, maximum, minimum and standard deviation also skewness, kurtosis, Jarque Bera test, probability, sum and sum of squared deviations and number of observations for each variable. 

Table 4.1: Check Appendix A
In Table 4.1, mean economic growth (EG) is 1,562.22 and ranges from 480.67 to 3,088.72, indicating substantial economic fluctuations. A standard deviation of 772.13 demonstrates moderate spread around the mean, and the near-zero skewness coefficient (0.03) indicates a relatively symmetric distribution. The kurtosis of 1.85 (less than 3) reveals a platykurtic distribution, while a Jarque Bera probability of 0.38 is within acceptable range for normality. 
For domestic credit to private sector (DCPS), mean is 9.76%, standard deviation is 4.19, suggesting moderate variability over the period. 
A near-zero skewness (0.05) and slight excess kurtosis (3.63) coupled with a Jarque-Bera probability of 0.74 strongly suggest normality. The broad money supply (M2) averages 17.14 with a range of 0 to 27.38, showing significant differences in liquidity across study period. The standard deviation is 7.34, skewness is -0.46 (modest negative), and kurtosis is 2.52, indicating a nearly normal distribution with a Jarque-Bera probability of 0.46. However, the interest rate spread (IRS) is the only variable that presents a deviation from normality. 
The mean is 7.27, and it displays a high degree of leptokurtosis (6.29), which is further evidenced by negative skewness (-1.12) and a very significant Jarque-Bera probability of 0.00001. 
This suggests the occurrence of extreme values at higher frequencies than a normal distribution. The most volatile variable in the data is inflation (INF), with a mean of 18.71% and a broad range of 5.39% to 72.84%, reflected in a standard deviation of 15.87. A high degree of positive skewness (2.07) and excess kurtosis (6.50) contribute to a highly right-skewed, leptokurtic distribution indicative of the prevalent hyper-inflation periods. In summary, while EG, DCPS, M2 are relatively stable, tend to follow a normal distribution pattern, both IRS and INF exhibit greater volatility and significantly deviate from normality, consistent with the overall economic instability witnessed during the period.
4.1.2 Unit Root Test 
Because stationarity properties of time series data have great impact on the quality of the estimates obtained through regressions, it is necessary to investigate order of integration for each of variables utilized in this study. Unit root tests were carried out in both Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) test, as shown in table 4.2 below: 
Table 4.2: Check Appendix B
One persistent problem in analyzing macroeconomic time series data is the problem of non stationarity. Running a regression on non-stationary data at their levels using the OLS method results in a situation of spurious regression, where the reported R2 is high and t- statistics can be misinterpreted to imply significance when in fact, they do not. In our case, to avoid such a problem, Augmented Dickey-Fuller (ADF), Phillips Perron (PP) tests are carried out. 
From Table 4.2, it is evident that all five variables i.e. Economic Growth (EG), Domestic Credit to the Private Sector (DCPS), Broad Money Supply (M2), Interest Rate Spread (IRS) and Inflation (INF) are non stationary at levels, but all of them become stationary when we take the first difference of each variable. The calculated t- statistic is greater than the absolute value of the critical value at 5 percent for all variables when they are first differenced, which indicates that they are integrated of order I (1). In this paper we used the Johansen cointegration test because all variables are integrated of order I(1) in order to find whether variables share a long-run relationship and vector error correction model (VECM) is also used in order to analyse short-run dynamics, adjustment towards long-run equilibrium. There are no I(2) variables, hence the VECM is appropriate for this research.
4.1.3 Cointegration Test
In this test we can use Johansen cointegration test to find existence of stable long run relation amongst variable we select. It is based on testing statistic value compared with 10, 5 and 1 percent significant value and reject null hypothesis when test value is larger than significant value then we say that there exist long run equilibrium relation amongst selected variables. 
Table 4.3: Check Appendix C
Results of  Johansen Cointegration test, provided in Table 4.3, analyze possibility of a long-run cointegrating equilibrium relationship among selected variables. In terms of Trace test, the null of no cointegration (r = 0) cannot be rejected at the conventional level of significance of 5% due to the Trace statistic (69.50) which is less than the critical value (69.82), although not by much, resulting in a probability value of 0.053. In terms of other rank hypotheses at most one, two, and three cointegrating vectors, respective Trace statistics are well below their corresponding critical values and all null hypothesis were confirmed not rejected with associated probability values. 
The Maximum Eigenvalue test gives similar pattern with statistic value at no cointegration rank, 32.66, below critical value of 33.88 at 5% significance level and resulting probability value, 0.069, provides weak indication for a single cointegrating vector. 
All subsequent rank hypotheses: at most one, two and three were found not to be rejected at their respective critical values, where the values for the Max-Eigen statistic are much lower (18.80 vs 27.58), (10.80 vs 21.13) and (4.42 vs 14.26), with all probabilities being far less than 0.05. At most four, the evidence is mixed across both methods with result of 2.82 vs 3.84 which yields probability of 0.093 for the Max-Eigen statistic, hence only marginal evidence at this rank. 
4.1.4 Long-Run VECM Regression Results
Table 4.4: Check Appendix D
The estimated VECM for long run showed that Domestic Credit to Private Sector (DCPS) had significant positive impact on economic growth with a coefficient of 678.26 and t-value of 5.38, showing that long-run productive activity in Nigeria is encouraged by sustained increase in credit to private sector. However, impact of broad Money Supply (M2) is negative, highly significant at 5 percent level, coefficient of -413.29 with t-value of 6.05. This means that increase in money supply that does not go with expansion of output will lead to economic distortions in long-run rather than genuine growth. 
Interest Rate Spread (IRS) exhibited highly significant positive effect with a coefficient 1344.90 and t-value of 6.98, which may signify that interest rate spread which measures intermediation margins for financial institution affects economic growth in the long-run possibly,based on profitability of bank. 
For inflation (INF) the effect on growth is positive and insignificant in long-run (coefficient 8.28 with t-value 0.50). The R2 and F-value of the model are 0.2456 and 1.411 respectively, signifying that our selected financial variables are accounting for just some part of the variation of growth, whereas a good part remains ascribable to other structural and external factors beyond the present study specification.
4.1.5 Short-Run VECM Regression Results
Table 4.5: Check Appendix E
Table 4.5. It can be seen that error correction term (ECT) takes theoretical sign (-0.0387) but is associated t-statistic of 1.070 is not statistically significant at 5 percent level. Thus while the direction of adjustment following a departure from long run equilibrium is in correct direction, rate of convergence at approximately 3.87% per annum is not sufficiently fast to provide a strong self-correcting mechanism. 
That is, if there are shocks that tend to move the path of economic growth away from its long run trend, it would take a relatively long time for equilibrium to be re-established. None of the differenced explanatory variables is significant at 5%. The Interest Rate Spread (IRS) exhibits the highest t-statistic in the short run equation (1.91), which implies a weakly positive and still inconclusive immediate impact of this variable on economic growth. Broad money supply (M2) carries a positive short run coefficient (28.11), domestic credit (DCPS), inflation (INF) take negative short run coefficient, but none is significantly different from zero. All told, short run findings reveal a weak and transient interaction between financial institution variables and growth path and this lends further credence to view that growth-enhancing impacts of financial sector development in Nigeria mainly occur via the long run.
4.1.6 Breusch-Godfrey Serial Correlation Test
Table 4.6: Check Appendix F
Results in (Table 4.6) show F-statistic (14.36, p = 0.0001) and Obs*R-squared statistic (17.72, p = 0.0001) both highly significant beyond 5 percent significance level. These statistics therefore suggest that null hypothesis of zero auto correlation can be rejected, confirming the presence of auto correlation among  VECM's residuals. This is econometrically important as Johansen-VECM method requires independently distributed error terms which is violated. Auto correlation of residuals could bias short run adjustment coefficients, reduce accuracy of  error correction term and undermine inference of the speed of convergence. Valid long run relationship would remain valid but test statistic would point toward a modification to short run part of model by introducing additional lag or use of robust error terms.
4.1.7 Breusch-Pagan-Godfrey Heteroskedasticity Test
Table 4.7: Check Appendix G
Table 4.7 suggest neither F-statistic (p = 0.0680) nor Obs*R-squared statistic (p = 0.0717) are significant at 5% level, although scaled explained SS statistic (p = 0.4783) is clearly non-significant. Therefore, we do not reject null hypothesis that errors are homoskedastic, so we may proceed in knowledge that error variance is constant over observations. It is important in a Johansen VECM framework that errors are homoskedastic so that our estimated cointegration vectors are efficient, and that short run parameters are well-specified. Together with the results from the serial correlation test, our diagnostic evidence shows that long run estimation results are well-specified and efficient, whereas short run estimates require some additional effort to ensure a fully appropriate short run specification.
4.2 Discussion of Findings
1. The long-run VECM result showed that Domestic Credit to Private Sector (DCPS) has a positive and statistically significant effect on Nigeria’s economic growth, with a coefficient of 678.26 and t-statistic of 5.38 (significant at 1% level). A good Financial Sector will enhance productivity and resource mobilization that lead to sustainable development of the Nigerian economy. It also indicates that Financial Sector deepening especially DCPS to private sector is one of the important channel to achieve the overall economy in the long-run and it also aligns with empirical result of King and Levine (1993) and Nigeria specific evidence in Nzotta and Okereke (2009) that found that finance is strongly related to economic growth.
2. The long-run VECM results show that Broad Money Supply (M2) have a negative and significant impact on economic growth, with a coefficient of 413.29 and a t-statistic of 6.05 (significant at 1% level). The result of Broad Money Supply (M2) in Nigeria on economic growth is not consistent with a priori expectation of positive result. A negative impact may imply that money supply is not a good measure of financial deepening and money, not properly channeled in Nigeria, and might have contributed to inflation, capital flight and overall macro economic instability, which would stifle economic growth. However, under such context of financial instability and oil dependency where excess money supply often translated into more money chase limited productive resources may result in such results (Inflation Tax Hypothesis). The result conforms with Odhiambo (2008) and Adusei (2013) which found that increase in Money supply is negatively correlated with economic growth in African economies characterized by monetary instability.
3. Interest rate spread (IRS) has a positive and significant long-run relationship with the economic growth of Nigeria, with a coefficient of 1,344.90 and t-statistic of 6.98 (significant at 1% level). It is generally believed that banks earn profits on interest rate spread, which in turn could enable them finance their lending and investment activities (Bank Profitability and Intermediation Efficiency). In an environment like Nigeria, characterized by high cost of intermediation due to weak contract enforcement, high collateral risk and non performing loan issues, a wider spread might be a necessary evil that sustained intermediation and finance mobilization of funds to the private sector. Moreover, as noted by McKinnon and Shaw, artificially constrained interest rates in financial repressed economies, reduced incentive for banks to provide services and finance to the private sector. So in a deregulated interest rate environment, wide spreads could facilitate deeper intermediation. On the other hand, some economic arguments suggests that wide spreads will lead to high cost of credit and may consequently inhibit lending to and investment by businesses and households (Credit Rationing Theory of Stiglitz and Weiss). However the positive result in Nigeria can be interpreted that interest rates, in the long-run context of Nigeria, is better serving its intended purposes, possibly, as more than of the financial intermediaries’ gains on interest rate spreads go into funding productive investments, or that other avenues are opened by widened margins, thus providing support to the Nigerian economic development.
4.  Inflation (INF) has a positive and statistically insignificant long run coefficient of 8.28 (t-statistic=0.50), well below significance level at conventional tests. While opposite from expected priori negative impact of inflation on economic growth this finding should be used with all caution. The negative inflation growth nexus: As for reasons that underpin negative relationship between inflation and growth, we have for example Mundell Tobin effect (increasing inflation reduces the real return on monetary assets thereby discouraging saving and leading to smaller pool of funds for investment), Investment Uncertainty Hypothesis (increasing inflation leads to greater macroeconomic instability and increased investment hurdle rates by delaying and deferring investments), or the Tobin Redistribution Channel (inflation shifts resources from creditors to debtors which distorts the contract structure of debt contracts and can reduce the efficiency of intermediation). First, the relation between inflation and growth might be non-linear and may not exhibit in general, as in several countries beyond threshold level of inflation where the negative effect begins, the effect as demonstrated by Khan and Senhadji (2001). Second, M2, which capture monetary conditions responsible for inflationary tendencies, and which might be highly correlated with INF. Thirdly, the Nigeria growth trend which is predominantly determined by oil revenue and government expenditures, can help neutralize negative impacts of inflation on economic activity of the private sector. Error Correction Term (ECT) and Short-Run Dynamics In terms of error correction term (ECT) for short-run adjustment to long run equilibrium, the result shows a negative coefficient of 0.0387 and a t-statistic of 1.070. As expected, the sign of the ECT is negative, implying adjustment to equilibrium is in the right direction. The result shows that none of differenced financial variables are significant at 5% level of significance in explaining current growth rate. This shows that financial institution affects economic growth of Nigeria in long run, rather than in the short run. Overall Model Fit and Implications The R-squared value of the model stands at 0.2456 which signifies that the financial variables jointly explain about 24.56% of the total variation in economic growth in Nigeria during the period under consideration. 













CHAPTER FIVE
 SUMMARY, CONCLUSION AND RECOMMENDATIONS

 5.1 Summary of Findings

This project aimed to empirically investigate relationship between financial institution development and economic growth in Nigeria during 1990-2024. To achieve research objectives, Johansen cointegration framework in conjunction with Vector Error Correction Model (VECM). Five variables used for analysis are economic growth (EG), domestic credit to the private sector (DCPS), broad money supply (M2), interest rate spread (IRS), inflation (INF). Based on Augmented Dickey-Fuller, Phillips Perron unit root tests, five variables are integrated of order one, i(1), a crucial pre-condition for analysis of long-run cointegrating relationships among these variables. While Johansen cointegration test yielded border-line results at 5% level, some evidence suggests existence of a single long-run equilibrium relationship among  variables. This justified our utilization of the VECM framework. For the long-run estimation, domestic credit to private sector (DCPS) is a positive and statistically significant factor that boosts economic growth, underlining significance of expanding provision of credit to enhance productivity and stimulate long-run economic progress. Similarly, interest rate spread (IRS) has a significant positive effect on economic growth, showing role of banking sector intermediation in financing long-run growth. 
However, broad money supply (M2) exhibits negative and statistically significant relationship with long-run economic growth, indicating that monetary expansion in Nigeria does not seem to support productive investments. Coefficient on inflation (INF) is positive but statistically insignificant, demonstrating the complexity of growth inflation linkage in a resource-driven economy. Regarding short-run dynamics, all the financial variables exhibit a very weak and statistically insignificant link with economic growth. Similarly, although the error correction term carries a correct sign, its magnitude implies an adjustment speed of only 3.87 percent per year toward long-run equilibrium. This results from shallow private credit markets and high banking sector intermediation costs that may prevent shocks to financial development from transmitting quickly into real economic growth. Our diagnostic tests show evidence of residual serial correlation which might warrant some further research in our short-run specification while homoskedasticity is upheld for the long-run estimates. 

5.2 Conclusion

This paper investigates impact of financial institution development on economic growth in Nigeria over 1990-2024. We employed the Johansen cointegration and the VECM methodology. Data source include World Bank development indicators (WDI) and central bank of Nigeria (CBN) statistical bulletins. The model comprises four financial variables (domestic credit to the private sector, broad money supply, interest rate spread, and inflation) and a growth variable. It showed financial institution development impacts economic growth in Nigeria. However, impact of financial development on Nigeria economic growth is felt in the long run than in short run. Domestic credit and interest rate spreads are important channels for long run economic growth, while excessive money supply seems to hurt long run growth, possibly due to inflation. Some evidences of significant structural problems such as limited private credit markets and wide intermediation costs. These findings have some significant implications for economic policy in Nigeria. On broadly, it implies strengthening financial markets through greater depth and broadness.

 5.3 Policy Recommendations 

The following policy recommendations are recommended: 
1) The positive correlation with growth being highly unstable in time and not statistically significant in most of our analyses, particularly over the long-run and the high volatility and instability experienced by this series, suggest that an explicit monetary policy stance on growth must not revolve on the expansion of money supply as such but on the effective management of inflation and ensuring that money supply enhances and not undermines a healthy growing economy. The CBN should continue to exert firm monetary discipline by tightly controlling money supply growth to reduce inflation. Monetary targets should also be made flexible to respond to economic growth needs. However, in view of the highly unstable impact of this variable in time, there should be close liaison between monetary policy authority and government on effective targeting. 
2) Domestic credit to private sector (DCPS) emerges as very crucial indicator for long-run economic growth. In our estimation of DCPS we had values around 9.76% of our sample mean which suggests that, while it significantly drive our growth equation, its level is relatively low as against those of peer countries and this indicates potential constraints to economic growth from private sector financial development perspective. Therefore, there is the need to significantly expand supply of domestic credit to private sector through policy actions that promote private investment and production. This can include provision of long-term financing facilities by Development Finance Institutions (DFIs) to priority sectors of the economy such as manufacturing and agriculture, establishment of comprehensive, efficient credit guarantee scheme to reduce lending risks faced by banks especially those involved in lending to SMEs, and strengthened  existing credit information systems to improve information availability and reduce risk and cost of credit intermediation. 
3) Given positive and significant role of interest rate spread on economic growth in the long-run, our finding confirms that banking sector intermediation costs are important determinants of economic growth. Mean spread is 7.27%, which might appear large but in the Nigeria case shows a more efficient intermediation process in the period under review, helping the sector play an increasingly positive role in mobilizing savings and channelling them to investment. However, such a wide spread also implies an unnecessarily higher cost of funds for borrowers which could deter investments. Therefore, measures to further reduce the intermediation costs by fostering more competition in the banking sector, improving the risk assessment and credit management skills of bank personnel, developing the debt instruments markets to diversify range of financial products available to consumers, reducing information asymmetries among banks could lead to narrower spreads which in turn lower the borrowing costs to firms, leading to enhanced investments and greater growth. 
4) The fact that our inflation rate is highly unstable during our period of study( averaging 18.71% per annum, reaching a peak of 72.84%) indicates the magnitude of macroeconomic instability in Nigeria. CBN should persist with its fight against inflation and bring down the average rate and also ensure its stability by anchoring inflation expectation in a clear and consistent manner through a transparent monetary policy. More importantly, supply-side policies to reduce the incidence of cost-push inflation (such as investing in infrastructure, agriculture and industrial capacity) should be intensified by the government in partnership with CBN, to make sure that inflation does not persist.
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