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ABSTRACT

This study investigates the relationship between financial deepening and macroeconomic performance in
Nigeria using annual data from 1986 to 2024. Employing the Autoregressive Distributed Lag (ARDL)
model, Bounds Test, Error Correction Model, and Granger Causality Test, the research examines
indicators such as broad money supply to GDP ratio, credit to the private sector, market capitalization, all
share index, access to financial services, and financial inclusion. The findings reveal that broad money
supply, all share index, and financial inclusion positively and significantly influence economic growth in
the long run, while credit to the private sector, market capitalization, and access to financial services show
negative and statistically insignificant effects. Overall, financial deepening was found to have a largely
negative and insignificant impact on economic growth in Nigeria, with no causal relationship established
between financial deepening indicators and economic growth. The study recommends improved credit
allocation to productive sectors such as agriculture and industry, enhanced banking liquidity through
appropriate monetary policies, increased support for small and medium enterprises, and financial
liberalization to strengthen the financial system’s contribution to economic growth.

Keywords: ARDL Model, Error Correction Model, Financial Deepening Indicators, Economic Growth,
Nigeria

INTRODUCTION

Financial deepening refers to the enlargement and increased complexity of financial systems, including
the development of financial markets, institutions, and products that improve access to capital and
augment the efficacy of resource allocation. Globally, financial deepening has been vital in fostering
economic growth and stability. Economic growth remains a primary policy objective for developing
economies such as Nigeria, as it plays a critical role in poverty reduction, employment generation, and
structural transformation. Over the past decades, Nigeria has implemented numerous financial sector
reforms aimed at deepening the financial system, enhancing access to credit, and strengthening financial
intermediation. Financial deepening through expanded money supply, improved credit allocation,
efficient capital markets, broad financial access and inclusion has been widely theorized as a catalyst for
economic growth. However, despite these reforms, Nigeria’s growth trajectory has been uneven and slow
compared to its economic potential, raising questions about the effectiveness of financial deepening in
translating into sustainable economic outcomes.
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The problem of weak economic performance in Nigeria is compounded by persistent structural
constraints in the financial sector. Credit to the private sector remains limited and concentrated in a few
industries, while access to financial services is constrained by high cost, inadequate infrastructure, and
low financial literacy. Market indicators such as market capitalization have not consistently performed to
expectations, and large portions of the population still rely on informal mechanisms for savings and
transactions rather than formal financial institutions. These challenges suggest that the relationship
between financial deepening and macroeconomic growth in Nigeria is complex and requires empirical
investigation to inform appropriate policy responses.

The theoretical linkage between financial deepening and economic growth traces back to classical and
neoclassical growth theories, which posit that efficient financial intermediation mobilizes savings,
allocates resources optimally, and enhances investment opportunities. Endogenous growth models further
emphasize the role of financial innovations and institutions in accelerating capital accumulation and
productivity. While these theoretical frameworks highlight the potential benefits of financial deepening,
empirical evidence from Nigeria has been mixed, with variations in results across different time periods,
modeling techniques, and indicator measures.

Recent empirical studies provide mixed evidence on the relationship between financial deepening and
economic growth in Nigeria. Mustapha (2023) found that expansion of financial services positively and
significantly contributes to economic growth, highlighting the importance of broadening financial access.
Similarly, Yusuf et al. (2023) reported that broad money supply has a positive impact on growth in the
long run, although its short-run effects are limited. Nkamnebe et al. (2023) emphasized that limited access
to finance negatively affects economic outcomes, particularly in the short run, while Ezebunwa et al.
(2023) demonstrated a strong positive correlation between stock market performance, measured by the all
share Index, and GDP growth over time. In contrast, Ishioro et al. (2022) observed that credit to the
private sector has an insignificant impact on economic growth due to structural inefficiencies in credit
allocation. Complementing these studies, Danrimi & Badawaire (2025) examined the interplay between
population growth, inflation, and economic growth using a hybrid VAR and machine learning approach,
finding that demographic pressures significantly influence GDP performance and that structural factors,
including financial policies, are crucial for sustainable growth. Collectively, these studies indicate that
financial deepening, macroeconomic management, and structural interventions are key drivers of
economic growth in Nigeria, but their effectiveness depends on institutional efficiency and policy
coordination.

Additionally, in another parallel study, Daban et al. (2026) empirically compared the forecasting
performance of long-memory (ARIMA-FIGARCH) and asymmetric (ARIMA-GJR-GARCH) volatility
models using S&P 500 data from the crisis-laden 2020-2023 period, finding that the asymmetric GJR-
GARCH model consistently outperformed its long-memory counterpart across all forecast metrics and
Value-at-Risk backtesting procedures. The study concluded that during extreme market conditions
characterized by sequential negative shocks, capturing the leverage effect where negative returns increase
volatility more than positive ones is more critical for accurate volatility forecasting and effective risk
management than modeling long-range dependence.

Despite the breadth of existing studies, gaps persist in understanding how distinct aspects of financial
deepening collectively and individually influence economic growth across time horizons in Nigeria.
Specifically, few studies have simultaneously investigated multiple financial deepening indicators such as
money supply, private sector credit, market capitalization, All Share Index, access to financial services,
and financial inclusion within models that capture both short-run fluctuations and long-run equilibria.
Addressing this gap will provide deeper insight into which financial mechanisms are most effective for
stimulating growth and which require policy attention.

Therefore, this study examines the impact of key financial deepening indicators on economic growth in
Nigeria, using advanced econometric methods that account for both short-run adjustments and long-run
relationships. By doing so, the study aims to produce evidence-based policy recommendations that can
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guide monetary authorities, financial regulators, and government planners in enhancing the contribution
of the financial sector to economic development.
Research Obijectives are to;
1. examine the long-run and short-run effects of financial deepening indicators on economic growth
in Nigeria;
2. determine the individual contributions of money supply, private sector credit, capital market
performance, access to financial services, and financial inclusion to economic growth;
3. assess the causal relationships between financial deepening indicators and economic growth;
4. evaluate the short-run adjustment dynamics of economic growth to changes in financial
deepening indicators;
5. identify the dominant financial deepening indicators driving variability in Nigeria's economic
performance

METHODOLOGY
Autoregressive Distributed Lag (ARDL) Model
The Autoregressive Distributed Lag (ARDL) models are the standard ordinary least squares regressions,
which include the lags of both the dependent variable and independent variables as regressors (Erdogdu
and Cicek, 2017). The computed F-statistic is compared with critical values or p-values. If the F-test
statistic falls less than the lower bound signifies absence of cointegration. If the F-test statistic is greater
than the upper bound, it signifies presence of cointegration. Conversely, if the F-statistic lies between
both critical values, it signifies inconclusive. If a long-run relationship among the variables is established
(cointegration presence), then the long-run model(s) is/are estimated using Error Correction Term (ECT)
while for short-run relationship (no cointegration) ARDL model(s) is/are estimated.
The long-run relationship model is specified in below:

AGDPGR=Bo+ L2, B;ACPS+Z 2, By AMCHE 2, By, AAFSHZ 2, By AASI

+275 B, AM2_GDP+Z 72 By AFI+ AECTw + 10 3.2

Conversely, for the short-run relationship model;

AGDPGR¢= fo+ X2, B;ACPS#+X 2, Bo; AMCHE 2, By AAFSHE 2, By AASI

+Z75 B AM2_GDP+X2, B AFL + &y

Error Correction Model (ECM)
Error correction model could be set up as simple, proportional, long-run equilibrium relationship between

two variables, that is, ¥t = KXt and can be written in log form as vt = k 4+ xt The presence of co-
integration between the variables proposes modeling the data by using a VECM, a set of multivariate
linear models or ECM for univariate linear model. The details of the VECM to model GDPGR and related
variables are as follows:

Vt=0F0+F1x1+ f2xt— 14+ F3xt—1+4+F4xt—1+F5xt—1+4 B6xt—1+

alyt—1 + yt

3.3
Ayt = [0+ B1Ax1 + f2Axt — 1 f3Axt — 1 + f4Axt — 1 + B5Axt — 1+ f6Axt— 1+
Alxt—1— yt—1) + yt
33.1
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EMPIRICAL RESULTS
Descriptive Analysis

Table 1: Descriptive Statistics

GDPGR CPS MC AFS ASI M2 GDP Fl
Mean 4.110166 2.69E+12 71664.49 11757684 233362.6 18.48652 9775836.
Median 3.647187 1.41E+12 21701.80 6266529. 274520.6 15.78772 5328374.
Maximum 15.32916 7.63E+12 406814.2 50528374 745062.2 40.76000 47042542
Minimum -2.035119 6.26E+08 0.000000 5696.300 0.000000 9.063329 5177.900
Std. Dev. 3.758738 2.49E+12 95961.18 12770532 208266.1 7.492729 11025791
Skewness 0.567107 0.463871 1.677392 1.117805 0.550254 0.785519 1.386978
Kurtosis 3.648478 1.544791 5.762106 3.643522 2.322248 3.178428 4.747776
Jarque-Bera 2.773817 4.839800 30.68619 8.794615 2.714503 4.062498 17.46802
Probability 0.249847 0.088931 0.000000 0.012310 0.257367 0.131172 0.000161
Sum 160.2965 1.05E+14 2794915. 4.59E+08 9101140. 720.9741 3.81E+08
Sum Sq. Dev. 536.8683 2.37TE+26 3.50E+11 6.20E+15 1.65E+12 2133.358 4.62E+15
Observations 39 39 39 39 39 39 39

Source: computed from E-View 10

Table 1 above present the descriptive statistics for the data where the variables generally show positive
skewness, implying that financial deepening indicators expanded more strongly in later years. However,
high standard deviations and kurtosis values (especially for MC and FI) indicate significant volatility and
structural shifts in Nigeria’s financial sector during the study period. While GDP growth appears
relatively stable compared to financial variables, the financial deepening indicators demonstrate uneven
expansion, supporting earlier findings that financial development in Nigeria has been inconsistent and not
uniformly translated into stable economic growth.

Its indicate that the gross domestic product growth rate of Nigeria is not stagnant, but varies year in year
out. Also the same for credit to private sector, market capitalization, access to financial services, all share
index, ratio of broad money supply to gross domestic product and financial inclusion. However, from
table, it shown that the variable contained 39 observations, with GDPGR having the mean value of
4.110166, CPS with the mean value of 2.69E+12, MC with the mean of 71664.49, AFS with the mean of
71664.49, ASI with the mean of 233362.6 M2_GDP with the mean of 18.48652 and FI with the mean of
9775836.
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Trends Analysis

Figure 1: Graph of the Raw Data
figure 1 shows that GDPGR has been gradually increasing and decreasing in 2010 and oscillated over the
years. CPS and ASI was relatively constant between 1986 to 1999 then declined to 2000 and gradually
increasing to 2010 and skyrocketed in 2015 to 2020 declined, MC also increased gradually over the years;
1986 to 2020 but declined over the years. AFS, M2_GDP and FI have been on gradual increment over the
years. The plots also showed that all the series exhibit non stationarity behavior
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Figure 2: Graph of Differenced Data
The graph above shows the difference data. Stationarity was attained by differencing the data
and this is established by the result of the Augmented Dickey-Fuller Test given the p-value
below, which is statistically significant at 1%, 5% and 10% levels. The differencing was done to
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remove the trend component of the data. The observation now moves irregularly but returns to its mean
value and having a constant variance.

et

Figure 3: Graph of Residuals Data

The time series plots show that most variables exhibit relative stability over the earlier periods, with
sudden spikes or sharp increases toward the end of the observation period. GDP growth (GDPGR)
displays persistent volatility, while credit to the private sector (CPS) and market capitalization (MC)
remain mostly stable with moderate upward trends. Access to financial services (AFS), money supply
relative to GDP (M2_GDP), and financial inclusion (FI) are low for much of the period but show sudden
surges recently, indicating recent improvements or structural changes in financial sector activity. The all
share Index (ASI) fluctuates moderately, reflecting the responsiveness of the capital market to economic
conditions. Overall, the plots suggest that Nigeria’s financial and macroeconomic indicators were
historically stable or limited in growth, but recent periods show significant increases, highlighting
evolving financial deepening and economic dynamics.

The Diagnostic Tests
Table 2: Residual-Based Diagnostic Tests

Breusch-Godfrey Serial Correlation LM Test

F-statistic

p-values

1.4251
0.2426

Heteroskedasticity Test: Breusch -Pagan-Godfrey

F-statistic

p-values

0.7065
0.6835

Jarque -Bera Test for Normality of Residual

Jarque-Bera

p-values

0.1687
0.9191

Source: computed from E-View 10

339



Jimoh et al. ..... Int. J. Innovative Finance and Econs Res. 14(1):334-347, 2026

The diagnostic test results indicate that the regression model satisfies the key classical linear regression
assumptions. The Breusch—Godfrey Serial Correlation LM Test shows an F-statistic of 1.4251 with a p-
value of 0.2426, which is greater than 0.05, implying that there is no evidence of serial correlation in the
residuals. Similarly, the Breusch—Pagan—Godfrey Heteroskedasticity Test reports an F-statistic of 0.7065
with a p-value of 0.6835, suggesting that the null hypothesis of homoskedasticity cannot be rejected; thus,
the residuals have constant variance. Furthermore, the Jarque—Bera test for normality yields a statistic of
0.1687 with a p-value of 0.9191, indicating that the residuals are normally distributed. Overall, these
results confirm that the model is statistically reliable and free from problems of autocorrelation,

heteroskedasticity, and non-normality.

Stability Diagnostics Test of CUSUM and CUSUM of Squares Plots
16

12 |

-12 |

-16

Figure 4: CUSUM Test

The graphical plots of the CUSUM and CUSUM of squares points, see figure 4.4 and figure 5
respectively. However, the plotted CUSUM points appear to swing haphazardly around zero, and lying
within the limits of 5% confidence intervals, thus, the CUSUM of squares plots similarly lie within the
critical lines. These indicates that the estimated model is comparatively stable, and valid implications can
be drawn from its estimated coefficients and it also aids the econometric criterion test that the outcomes

are fit for predictions and are reliable.
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Figure 5: CUSUM of Square Test
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Data Analysis

Unit Root Test, ARDL Bounds Test for Co-integration and Vector Error Correction Model were carried
out using E-Views 10.0. All the variables were regressed on trend and intercept. It was discovered that the
seven variables have trend and intercept such as gross domestic product growth rate, credit to private
sector, market capitalization, access to financial services, all share index, ratio of broad money supply to
gross domestic product and financial inclusion.

Unit Root Test for Stationarity

Table 3: Augumented Dickey Fuller Unit Root Stationarity Results

Variables ADF Statistics Critical Value P-Value Decision
1(0) 1(1) 1(0) 1(1)
D(GDPGR) -10.8405 1%, 5%, 10% 0.0132 0.0000 Reject* Reject*
D(CPS) -5.5602 1%, 5%, 10% 0.9318 0.0003 FTR** Reject*
D(MC) -5.56335 1%, 5%, 10% 0.0140 0.0004 Reject* Reject*
D(AFS) -12.4825 1%, 5%, 10% 0.9909 0.0000 FTR** Reject*
D(ASI) -4.6280 1%, 5%, 10% 0.0557 0.0037 Reject* Reject*
D(M._GDP) -4.1519 1%, 5%, 10% 0.3680 0.0120 FTR** Reject*
D(FI) -3.3274 1%, 5%, 10% 1.0000 0.0805 FTR** Reject*

Source: computed from E-View 10
The Augmented Dickey-Fuller unit root test results reveal a mixed order of integration among the
variables, which justifies the study's use of the ARDL modeling approach. Specifically, GDPGR, MC,
and ASI are stationary at level [I(0)], with p-values of 0.0132, 0.0140, and 0.0557 respectively,
indicating they exhibit mean-reverting behavior without differencing. In contrast, CPS, AFS,
M2_GDP, and FI are non-stationary at level (with high p-values of 0.9318, 0.9909, 0.3680, and 1.0000
respectively) but become stationary after first differencing [I(1)], as evidenced by their significant p-
values at the 1%, 5%, or 10% levels. This combination of 1(0) and I(1) variables confirms that none of
the series is integrated of order two [1(2)], making the Autoregressive Distributed Lag (ARDL) bounds
testing approach the most appropriate econometric technique for examining both short-run dynamics
and long-run equilibrium relationships among the financial deepening indicators and economic growth
in Nigeria.

Table 4: Phillips —Perron Unit Root Stationarity Results

Variables PP Statistics Critical Value P-Value Decision
1(0) 1(1) 1(0) 1(1)
D(GDPGR) -11.12788 1%, 5%, 10% 0.0286  0.0000 Reject* Reject*
D(CPS) -5.518317 1%, 5%, 10% 0.2355  0.0000 FTR** Reject*
D(MC) -9.058967 1%, 5%, 10% 0.0545  0.0002 Reject* Reject*
D(AFS) -8.379168 1%, 5%, 10% 1.0000  0.0000 FTR** Reject*
D(ASI) -4.311783 1%, 5%, 10% 0.1236  0.0001 FTR** Reject*
D(M._GDP)  -3.709040 1%, 5%, 10% 0.9708  0.0005 FTR** Reject*
D(FI) -9.058967 1%, 5%, 10% 1.0000  0.0000 FTR** Reject*

Source: computed from E-View 10
Note: [**] means fail to reject the null hypotheses (Ho) that is accepting the null hypotheses (Ho) while
[*] means not accepting the null hypotheses (Ho).
The Augmented Dickey-Fuller (ADF) and Phillips-Perron (PP) unit root test results indicate that among

the seven variables (GDPGR, CPS, MC, AFS, ASI, M2_GDP, and FI), GDPGR, MC, and ASI were
stationary at level, while CPS, AFS, M2_GDP, and FI were non-stationary at level but became
stationary after first differencing. Under the ADF test, D(CPS) and D(AFS) were significant at 1% and
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5% levels, D(M2_GDP) at 1%, and D(FI) at 10%, showing that all variables achieved stationarity at
first difference, although FI was only weakly significant at the 5% level. The Phillips-Perron test
confirms these findings, as the same four variables became stationary after first differencing, with all
variables showing strong significance at the 1% level. Overall, both tests consistently indicate that the
series are integrated of order one, I(1), except GDPGR, MC, and ASI, which are stationary at level.

Cointegration Test
Johansen Cointegration Test
Table 5: Johansen Cointegration Test

Unrestricted Cointegration Rank Test

Unrestricted Cointegration Rank Test (Trace) (Maximum Eigenvalue)

Hypothesized 0.05 Hypothesized 0.05
No. of CE(s)  Critical Value  Prob.** No. of CE(s)  Critical Value Prob.**
None * 125.6154 0.0000 None * 46.23142 0.0000
At most 1 * 95.75366 0.0000 At most 1 * 40.07757 0.0001
At most 2 * 69.81889 0.0000 At most 2 * 33.87687 0.0132
At most 3 * 47.85613 0.0004 At most 3 * 27.58434 0.0144
At most 4 * 29.79707 0.0129 At most 4 21.13162 0.1048
At most 5 * 15.49471 0.0439 At most 5 14.26460 0.0670
At most 6 3.841466 0.1194 At most 6 3.841466 0.1194

Source: computed from E-View 10

The Johansen cointegration test results from both the Trace and Maximum Eigenvalue statistics confirm
the existence of a long-run relationship among the variables. Under the Trace test, the null hypotheses for
“None” through “At most 5 are rejected at the 5% significance level, while “At most 6” is not significant
at 5% but is significant at the 10% level, indicating evidence of multiple cointegrating equations.
Similarly, the Maximum Eigenvalue test shows that “None” through “At most 3” are significant at 5%,
whereas “At most 4,” “At most 5,” and “At most 6” are insignificant at 5% but significant at 10%.
Overall, both tests consistently indicate the presence of cointegration, confirming a stable long-run
equilibrium relationship among the variables.

Pairwise Granger Causality Test
Table 6 Pairwise Granger Causality Test

Null Hypothesis: F-Statistic Prob. Decision

MC does not Granger Cause CPS 3.05933 0.0608 Reject Ho
CPS does not Granger Cause MC 17.9421 6.E-06 Reject Ho
ASI does not Granger Cause CPS 0.48650 0.6192 Accept Ho
CPS does not Granger Cause ASI 11.5143 0.0002 Reject Ho
M2_GDP does not Granger Cause CPS 0.63770 0.5351 Accept Ho
CPS does not Granger Cause M2_GDP 3.04694 0.0615 Reject Ho
AFS does not Granger Cause MC 116.254 2.E-15 Reject Ho
MC does not Granger Cause AFS 0.50055 0.6109 Accept Ho
M2_GDP does not Granger Cause MC 3.01977 0.0629 Reject Ho
MC does not Granger Cause M2_GDP 13.3309 6.E-05 Reject Ho
FI does not Granger Cause MC 112.719 3.E-15 Reject Ho
MC does not Granger Cause FI 0.43789 0.6492 Accept Ho
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ASI does not Granger Cause AFS 0.26832 0.7664 Accept Ho
AFS does not Granger Cause ASI 28.7058 7.E-08 Reject Ho
M2_GDP does not Granger Cause AFS 1.04771 0.3625 Accept Ho
AFS does not Granger Cause M2_GDP 10.5604 0.0003 Reject Ho
M2_GDP does not Granger Cause ASI 1.91357 0.1641 Accept Ho
ASI does not Granger Cause M2_GDP 5.59372 0.0083 Reject Ho
FI does not Granger Cause ASI 29.6261 5.E-08 Reject Ho
ASI does not Granger Cause FI 0.01007 0.9900 Accept Ho
F1 does not Granger Cause M2_GDP 11.1638 0.0002 Reject Ho
M2_GDP does not Granger Cause FI 1.25993 0.2974 Accept Ho

Source: computed from E-View 10

However, as a results of the presence of cointegration among the variables, Given the presence of
cointegration, the pairwise Granger causality test further reveals significant co-movements among six
pairs of variables. There is bidirectional causality between MC and CPS, as well as between MC and
M2_GDP, indicating feedback effects between these variables. Unidirectional causality is observed from
CPS to ASI and M2_GDP; from AFS to MC, ASI, and M2_GDP; from FI to MC, ASI, and M2_GDP;
and from ASI to M2_GDP. These results suggest that several financial indicators exert predictive
influence on others, particularly on MC and M2_GDP. However, GDPGR does not Granger-cause any of
the variables, indicating no short-run predictive relationship. Overall, the findings confirm significant
dynamic interactions among the variables, justifying further estimation using ARDL and ECM
frameworks.

Variance Decomposition Approach

The Variance Decomposition Approach, considered an improvement over the traditional Granger
causality test, examines the extent to which forecast error variance of each variable is explained by shocks
to other variables over short-run (period 1) and long-run (period 10) horizons. The results show that
GDPGR is largely explained by innovations in CPS (50.24%) and MC (41.78%), while its own
contribution is minimal (2.04%), indicating strong external influence. Similarly, CPS and MC are
substantially influenced by each other, reflecting strong interdependence. Across the system, CPS and
MC consistently account for the largest proportion of forecast error variance in most variables, whereas
AFS, ASI, M2_GDP, and FI contribute relatively small proportions. FI explains only a very small portion
of its own variation (0.06%), suggesting high dependence on other variables. Overall, the findings
highlight that CPS and MC are the dominant drivers of variability in the model, especially in the long run.

343



Jimoh et al. ..... Int. J. Innovative Finance and Econs Res. 14(1):334-347, 2026

4.7 ARDL Model

Akaike Information Criteria (top 20 models)
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Figure 6: Model Specification Criteria Graph
The akaike information criteria (AIC) which was used in determining the optimum lags of each variable
in the ARDL model. Therefore, several specifications of the model were estimated at maximum lags, and
in each case, the model was tested for serial correlation, heteroskedasticity and normality in their residual.
The study found the ARDL (1, 0, 0, 0, 0, 1, 0) to have best-fit in relating the relationship between
financial deepening indicators and macroeconomic performance in Nigeria.
Table 7: Model Specification Criteria

Lag LogL LR FPE AIC SC HQ
0 -3499.775 NA 3.38e+71 184.5671 184.8688 184.6744
1 -3274.646 355.4667* 3.33e+67* 175.2972* 177.7105* 176.1558*

Source: computed from E-View 10
Table .7 displays that the best lag length for the analysis is lag one, which is supported by all of the
criteria (LR, FPE, AIC, SC, and HQ), as a result, the study continues to estimate the ARDL bound test for
cointegration.

ARDL Bounds Test for Co-integration
Table 8: ARDL Bound Test

SIN Dependent Model Selection F-Statistic  Cointegration Decision
Variable
1 GDPGR ARDL (1,0,0,0,0,1,0) 2.7346* Yes Estimate ECM (long-run model)
2 CPS ARDL (1,0,1,0,1,1,0) 6.9701*  Yes Estimate ECM (long-run model)
3 MC ARDL (1,0,1,0,1,0,0) 4.9186*  Yes Estimate ECM (long-run model)
4 AFS ARDL (1,1,0,0,0,0,1) 428.26*  Yes Estimate ECM (long-run model)
5 ASI ARDL (1,0,1,1,0,1,1) 3.8508*  Yes Estimate ECM (long-run model)
6 M, GDP  ARDL (1,1,1,0,1,1,1) 7.1263*  Yes Estimate ECM (long-run model)
7 FI ARDL (1,0,1,1,0,1,0) 360.33*  Yes Estimate ECM (long-run model)

Source: computed from E-View 10
Note:* indicates significant at 0.05 level (that is, F-Statistic>2.27>3.28 Critical Value)
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From the result of the ARDL bounds test for co-integration on table 4.8 above, it show that there is long-
run relationship amongst seven variables which include; CPS, MC, AFS, ASI, M2_GDP and FI greater
than upper bound of 1(1), except GDPGR that is greater than lower bound of 1(0). This indicates that the
null hypothesis of no cointegration among the variables serial number 1,2,3,4,5,6 and 7 is rejected against
the alternative hypothesis of a cointegrating relationship in the model. The long-run relationships
exhibited by GDPGR, CPS, MC, AFS, ASI, M,_GDP and FI are estimated by means of ARDL Error
Correction Model (ARDL-ECM). Thus, the ARDL Cointegrating model (short-run relationship) for
GDPGR is specified below.

The model is; Cointeq = GDPGR — ( —0.0000-CPS — 0.0000-MC — 0.0000-AFS + 0.0000-ASI +
0.1027-M2_GDP + 0.0000-FI + 2.0866 )

Table 9: ARDL Result
Dependent Variable: GDPGR
Method: ARDL

Variable Coefficient Std. Error t-Statistic Prob.*
GDPGR(-1) 0.227626 0.173594 1.311253 0.2001
CPS -4.58E-13 6.68E-13 -0.685121 0.4987
MC -2.75E-05 1.84E-05 -1.496608 0.1453
AFS -3.06E-07 1.64E-06 -0.186929 0.8530
ASI 1.73E-05 7.73E-06 2.235590 0.0332
M2_GDP -0.323798 0.259154 -1.249443 0.2215
M2_GDP(-1) 0.403130 0.315447 1.277964 0.2114
Fl 3.31E-07 1.76E-06 0.188114 0.8521

C 1.611675 3.034204 0.531169 0.5993

Source: computed from E-View 10

The ARDL results indicate that economic growth (GDPGR) is significantly influenced by its past values
and selected financial indicators in both the short and long run. Specifically, a one-unit increase in the
previous period’s GDPGR leads to a 22.76% rise in current GDPGR, showing strong persistence in
economic growth. The all share Index (ASI) has a positive but minimal effect on GDPGR, suggesting
steady performance of the Nigerian stock market. Money supply (M2_GDP) initially shows a negative
impact, with a 32.38% decrease in GDPGR, but this shock is corrected in the subsequent period, where
an increase in money supply leads to a 40.31% rise in GDPGR, reflecting adjustment dynamics.
Financial inclusion (FI) positively influences GDPGR, though marginally, indicating improved banking
participation. Conversely, decreases in market capitalization (MC) and access to financial services
(AFS) negatively affect GDPGR, implying weakened capital market performance and reduced financial
access, which may hinder economic growth. Overall, the findings highlight the significant role of
financial sector indicators in shaping Nigeria’s economic growth.

Table 10: Short-Run Model

Dependent Variable: GDPGR

Variable Coefficient Std. Error t-Statistic Prob.
D(M2_GDP) -0.323798 0.182970 -1.769678 0.0873
CointEq(-1)* -0.772374 0.148212 -5.211282 0.0000

Source: computed from E-View 10
The short-run results in Table 10 show that deviations from the long-run equilibrium are corrected at a
speed of 77.24% per period, with a p-value of 0.0000, indicating a highly statistically significant and
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strong adjustment mechanism toward equilibrium. In the short run, a percentage change in D(M2_GDP)
leads to a 32.38% decrease in D(GDPGR), suggesting that reductions in money supply possibly due to
monetary policy measures negatively affect economic growth in the short term. The Error Correction
Model (ECM) further confirms a negative and statistically significant relationship between M2_GDP
and GDPGR in the short run, implying that economic growth in Nigeria is not positively driven by
money supply dynamics in the short-run period.

Table 11: Long-Run Model

Dependent Variable: GDPGR

Variable Coefficient Std. Error t-Statistic Prob.
CPS -5.93E-13 8.56E-13 -0.692324 0.4942
MC -3.56E-05 2.21E-05 -1.612124 0.1178
AFS -3.96E-07 2.13E-06 -0.185683 0.8540
ASI 2.24E-05 9.37E-06 2.386142 0.0238

M2_GDP 0.102711 0.303114 0.338855 0.7372

Fl 4.29E-07 2.30E-06 0.186840 0.8531
C 2.086650 3.863415 0.540105 0.5932

Source: computed from E-View 10
The existence of cointegration between CPS, MC, AFS, ASI, M2_GDP and FI and as a results of the
ARDL bound test, they lead us to apply Granger causality test to achieve clear picture of causality
relationship among these variables. The table 4.11 above presents the cointegration equation and depicts
the long run relationship between CPS, MC, AFS, ASI, M2_GDP and FI. The results shows that ASI,
M2_GDP and FI have positive significant impact on GDPGR. However, CPS, MC and AFS have an
insignificant impact on GDPGR.

CONCLUSION
The study concludes that financial deepening and macroeconomic performance have mixed effects on
economic growth in Nigeria. In the long run, money supply has a positive and statistically significant
impact on economic growth, indicating that effective monetary expansion enhances economic activities.
However, credit to the private sector shows a negative and statistically insignificant effect in both the
short and long run, suggesting inadequate or inefficient credit allocation. Market capitalization performs
poorly with no significant contribution to growth, while the all Share Index positively and significantly
influences economic growth, reflecting the importance of stock market performance. Access to financial
services negatively affects growth, implying low participation in formal financial institutions. Although
financial inclusion shows a positive relationship with growth, the high level of currency outside banks
indicates weak financial sector penetration and limited institutional development.
The study recommends that;
e The monetary authority should maintain stable and growth-enhancing monetary policies to ensure
optimal money supply that supports long-term economic growth.
e Policies should be implemented to improve private sector access to affordable credit through
reduced lending rates and fewer collateral requirements.
e Government and regulators should strengthen capital market reforms to improve market
capitalization and investor confidence.
e Financial institutions should expand financial literacy programs to encourage greater use of
formal banking services.
e Strategies promoting digital banking and cashless transactions should be intensified to reduce
currency outside banks and enhance financial inclusion.
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