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ABSTRACT 

The study investigated the impact of interest rate on savings and investment in Nigeria during 

the period 1981 – 2020. The objectives of the study were to determine the impact of interest 

rate on savings in Nigeria: to examine the impact of interest rate on investment in Nigeria. 

Secondary sources of data were gotten from Central Bank of Nigeria Statistical Bulletin. The 

study employed the contemporary econometric techniques of cointegration and error 

correction mechanism, to establish the long run relationship among the chosen variables. 

The included variables were domestic investment, prime lending rate, maximum lending rate, 

monetary police rate and savings. The results show that Interest rate has significant effect on 

savings in Nigeria, Interest rate has significant impact on investment in Nigeria. Based on 

these findings, the study recommends among other things that the monetary authorities 

should make policies which would help to improve the saving culture of the people such as 

increase in the deposit rate which would lure the people to deposit their money in banks 

thereby increasing the supply of loanable funds. This would lead to a fall in interest rate and 

eventually rise in investment. A reduction in the prime lending rate to investors so as to 

encourage investors to borrow more and increase investment 

Keywords: Domestic investment, prime lending rate, maximum lending rate, monetary 

police rate, savings, ECM 
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INTRODUCTION  

1.1 Background to the Study  

Interest rate in every economy is an important monetary policy instrument aimed at 

promoting economic growth and development especially through investment process. The 

short and long- term variability in interest rates is a prominent feature in any economy (Osuji 

2020). Interest rate changes in response to a different of economic conditions such as changes 

in federal policy, crises in domestic and international financial markets and changes in the 

prospects for long term economic growth, inflation rate, business environment and 

investment. However, macroeconomic developments such as these tend to be irregular (Acha 

and Acha, 2011). There is a more regular variability of interest rates associated with the 

business cycle, the expansion and contraction that the economy experiences over time. 

Interest rate policy in Nigeria is a major instrument of monetary policy with regards to the 

role it play in the mobilization of financial resources aimed at promoting economic growth 

and development. Interest rate and savings are inextricably linked (Adenuga, 2020). They are 

among the economic variables that are of great importance to a broad spectrum of people, the 

government, business firms, entrepreneurs, foreign investors, the financial sector and the 

household. They are so important that they determine to a large extent the level of investment 

and the economic growth in an economy.  

Interest rate variations affect decisions on investment and savings pattern. Investment 

behavior is mainly affected by the level of interest rate obtainable in an economy. Investors 

differ in their willingness to hold risky assets such as bonds and stocks (Inimino, Abuo, & 

Bosco, (2018). When the returns to holding stocks and bonds are highly volatile, investors 

who rely on these assets to finance their consumption profile face relatively large chance of 

having low consumption. Interest rate policy is among the emerging issues in current 

economic policy in Nigeria in view of the role it is expected to play in the deregulated 

economy by inducing savings which can be channeled to investment and thereby, increasing 

employment, output and promotes efficient financial resource utilization. Also, interest rate 

can have a substantial influence on the rate and pattern of economic growth by influencing 

the volume and disposition of savings as well as national productivity. 

In finance, investment is the purchase of a financial product or other items of value with an 

expectation of favourable future returns. In general terms, investment means the use of 

money in the hope of making more money. Keynes (2007) defined investment as the 

production of new capital goods, plants and equipments. He also refers investment as real 

investment and not financial investment. Investment is a conscious act of an individual or any 

entity that involves deployment of money (cash) in securities or assets issued by any financial 

institution with a view to obtain the target returns over a specified period of time. Funding 

investment required for economic growth, the economy needs to generate sufficient saving or 

it should borrow abroad. Nevertheless, borrowing from abroad may not only have adverse 

effects on the balance of payments as these loans will have to be serviced in the future but it 

also carries a foreign exchange risk.  

So, sufficient domestic saving is necessary for economic growth because it also forms part of 

the most important issues in development economics, and for developing countries, are how 

to stimulate investment, and how to bring about an increase in the level of saving to fund 

increased investment. In fact, the crucial role of domestic savings mobilization to the 

sustenance and reinforcement of the saving-investment-growth chain in developing countries 

has preoccupied development economists for decades (Lewis, 2010). Given this, the main 
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thrust of this study is to empirically investigate the impact of interest rate on savings and 

investment in the Nigerian This study becomes crucial in the light of the need to provide 

necessary insight on how to accelerate domestic investment and savings in the economy. 

An examination of interest rate and investment revealed that in 1981 interest rate was at 

7.75%, while investment was at 6.60%, meanwhile savings stood at 6.56%. In 1985 interest 

rate increase to 9.25%, investment reduced to 4.28% and savings increase to 12.25%. Fast 

Forward to 1990 interest rate rose to 25.5%, investment increased to 7.43% and savings 

increase to 29.65%. In the year 1995 interest rate was at 20.18%, while investment stood at 

7.9% meanwhile savings was at 55.12%.  However in 2000 interest was at 17.98%, while 

investment was 10.0%, saving was at 27.7%. Fast forward to 2005 interest rate was 17.95%, 

while investment was at 9.9% saving was 13.1%. In 2010 interest rate decrease to 17.59% 

while interest rate was at 11.9%, then saving was at 59.5%. In 2015 interest rate decrease 

further to 16.35% and interest rate to 14.2% while saving was at 11.4%. Finally in 2020 

interest rate was 16.78%, meanwhile investment as at 37.7% and savings was at 17.3%. 

Judging from the above trend it will be observed that the interest rates were very low during 

the period of 1970-1985 and as a result, all money market rates were low. This low interest 

rate policy sustained a situation where the demand for loanable funds exceeded the supply 

leading to a high level of irrationality in resources use and allocation (Nzotta, 1999). 

However the Nigeria economy has at different times witnessed enormous interest rate 

swings in different sectors of the economy since mid 1980’s under the regulated regime 

hence, these changes have affected savings. The preferential interest rates were based on the 

premise that the market if freely applied would exclude some priority sectors.  

 

Thus interest rates were adjusted through the invisible hand in order to promote increased 

level of savings which will in return increase investment in the various preferred sector of the 

economy. Besides, closely followed by the regulated interest rate regime was the interest rate 

reform; a policy evolved under the financial sector. However there is a deep concern for the 

researcher to re-examine the impact of interest rate on savings and investment in Nigeria 

 

1.2 Objectives of the Study  

The general objective of the study is to examine the impact of interest rate on savings and 

investment in Nigeria. The specific objectives of the study were as follow:  

i. To identify the impact of interest rate on savings in Nigeria.  

ii. To examine the impact of interest rate on investment in Nigeria.  

1.3 Research Hypotheses 

The hypotheses formulated for the study are: 

Ho1: Interest rate has no significant effect on savings in Nigeria. 

Ho2: Interest rate has no significant effect impact on investment in Nigeria 

 

REVIEW OF RELATED LITERATURE 

2.1 Conceptual Review 

2.1.1 Interest Rate  
The interest rate is the annual fee charged by a lender to a borrower in order for the borrower 

to acquire a loan (Kamunge et al. 2014; Rahman et al. 2016). The asset borrowed could 
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include cash, or merchandised goods; other assets include houses or cars. So interest rates are 

the rental charged to the borrower by the lender for the use of the asset. It may also be termed 

as an opportunity cost to lenders for the loss of use of the asset they borrow out (Beck et al. 

2018). If the asset was cash money, the lender could have used the money for own investment 

or for savings. The magnitude of interest would depend on the perceived risk of the borrower. 

The interest rates would be low if the borrower is thought to be of low risk, and if the 

borrower is seen as belonging to the high risk category the interest rates will be higher 

(Rahman et al. 2016). Although the concept interest rates may be universally known, few 

people or businesses are aware of how financial institutions and lenders determine interest 

rates and what impact they do have on the borrower businesses and in the economy. Interest 

rates are not universally identical.  

 

2.1.2 Saving 

In a narrow sense, saving generally means putting money aside, for example, by investing in 

a pension plan or putting money at the bank. In a broader sense, saving is typically used to 

refer to economizing, cutting costs, rescuing someone or something. Savings, on the other 

hand, may be defined as accumulated money put aside by saving (Mensah, 2004). Saving is a 

mechanism by which economic agents make deliberate choice to allocate a portion of their 

current income for the purpose of making investment and increasing their future earning 

capacity. Saving is income not spent, or deferred consumption. Methods of saving include 

putting money aside in, for example, a deposit account, a pension account, an investment 

fund, or as cash (Random House, 2016). Saving also involves reducing expenditures, such as 

recurring costs. In terms of personal finance, saving generally specifies low-risk preservation 

of money, as in a deposit account, versus investment, wherein risk is a lot higher; in 

economics more broadly, it refers to any income not used for immediate consumption. Saving 

does not automatically include interest  

2.1.3 Domestic Investment  

Investment can be broadly defined as the acquisitions of an asset with the aim of receiving a 

return (Odoko, 2012). It could also mean the production of capital goods; goods which are 

not consumed but instead used in future production. Examples include building a rail road, or 

a factory, clearing land, or putting oneself through college. There are several motives for 

investment. The basic motive is profit/return. According to Keynes’ theory, this motive 

depends on the under-utilization of capital.  In addition, Soludo, (2011) described investment 

as generally conceptualized in terms of “physical” capital formation. The explanation derives 

from the neoclassical production function with separable input factors – mainly capital and 

labour, and with investment adding to the stock of capital. Real domestic investment is an 

expenditure made to increase the total capital stock in the economy. This is done by acquiring 

further capital-producing assets and assets that can generate income within the domestic 

economy. Physical assets particularly add to the total capital stock.  

 

2.2 Theoretical Framework  

The study is anchored on both the Neoclassical Theory of Savings and Investment and 

Endogenous Growth Theory.  

 

2.2.1 Neoclassical Theory of Savings and Investment  

Neoclassical Economics is the name given to an economic theory that was developed at the 

end of the 19th and the beginning of the 20th Century in Europe. The main contributors to 

https://en.wikipedia.org/wiki/Consumption_(economics)
https://en.wikipedia.org/wiki/Deposit_account
https://en.wikipedia.org/wiki/Pension
https://en.wikipedia.org/wiki/Investment_fund
https://en.wikipedia.org/wiki/Investment_fund
https://en.wikipedia.org/wiki/Investment_fund
https://en.wikipedia.org/wiki/Cash
https://en.wikipedia.org/wiki/Cost
https://en.wikipedia.org/wiki/Personal_finance
https://en.wikipedia.org/wiki/Deposit_account
https://en.wikipedia.org/wiki/Investment
https://en.wikipedia.org/wiki/Economics
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this theory were Léon Walras (1834-1910), Alfred Marshall (1842-1924) and Vilfredo Pareto 

(1848-1923). The issue that neoclassical economists dealt with was the distribution of power 

between industrialists and workers so as to ensure proper savings and investment. 

Neoclassical theory of savings and investment are today a matter of intense concern to 

millions of people around the world. The most basic questions people faces are: How much 

of their income should they save for the future? What risks should they insure against? How 

should they invest what they save? This theory believed that since consumption is a function 

of disposable income, and savings is income not spent while investment is the income spent. 

This means that savings and investment are also a function of disposable income. This theory 

states that savings determine investment and is concerned primarily with market equilibrium 

and economic growth at full employment instead of with the under-employment of resources.  

 

2.2.2 Endogenous Growth Theory  
This study will also be anchored on Endogenous theory propounded by Pagano (1993). The 

theory captures the potential effects of savings and investment on economic growth as a 

linear function of capital accumulation. The theory assumes that efficient financial sector 

might affect economic growth through three channels namely: reduction in transaction costs 

and channeling of increased savings to firms for productive investments, improving the 

allocation of capital and rate of savings.  The two theoretical frameworks are very essential 

because they offer useful explanations on how savings and investment affects economic 

growth in Nigeria. Neoclassical theory of savings and investment theory explains how 

savings and investment determine the level of economic growth. The endogenous growth 

theory offers useful link through which accumulated savings are channeled to productive 

investments (through lending activities) for economic growth. All these attributes of the 

theories make them useful for this present study. 
 

2.3. Empirical Review 
Nwanne, (2016) evaluated the implications of savings and investment on economic growth in 

Nigeria using ordinary least square regression. Results for ADF and PP unit root tests show 

that all variables under consideration are I(1). The study also revealed that there is long run 

relationship between savings, investment and economic growth in Nigeria. The result of the 

regression indicates that change in gross domestic savings movements has negative and 

significant effect on the change in economic growth in Nigeria and that the change in gross 

domestic investment has positive and significant effect on the change in the Nigerian 

economic growth. We therefore recommend that government should set a sound and fertile 

environment in order to foster domestic saving that will help to increase the level of 

economic growth in Nigeria. 

 

Adelakun, (2015) examined the relationship between savings, investment and economic 

growth. A corollary of the work is the determination of which of the inputs of production 

contributes more to economic growth in Nigeria. The study makes use of time series data 

spanning twenty-nine years using error correction model. The result shows a positive 

relationship between savings, investment and economic growth in Nigeria. Of the 

determinants of savings considered in the study, inflation rate contributes negatively to 

saving, while interest rate positively affect saving. All these confirm economic theory. The 

striking feature of the study however is the confirmation of the impact of labour on economic 

growth, which according to the study far outweighs the contribution of capital. 

Olaniyi, (2019) established whether there is a threshold above which the effect of the interest 

rate on economic and investment growth changes. (2000) threshold estimation approach is 

used for Nigeria over the period 2006 2017. The findings show that that there are two 
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thresholds that are well-identified by the data. The estimated values of the interest rate 

thresholds are 21.1% for GDP growth and 22.6% for investment growth. That is, the interest 

rate contributes positively to economic growth when it is below 21.1%, but becomes a major 

concern beyond the 21.1% level. 

Similarly, the interest rate contributes positively to investment growth when it is below 

22.6%, but becomes a major concern beyond the 22.6% level. The logical conclusion is that 

Nigeria, and other developing countries as well, should aim to achieve interest rate levels that 

do not inhibit growth and investment by adopting polices that put interest rates on the right 

trajectory below the estimated thresholds. 

 

Ojima, and Emerenini (2015) investigated the Impact of Interest rate on Investment in 

Nigeria. Multiple regressions was used as the statistical method for the study which reveals 

that high interest rate negatively affect investment. In line with the findings, the study made 

the following suggestions; that relevant monetary authority should evolve policies that will 

encourage savings and reduce prime lending rate to genuine investors, among others. It 

further recommend that since there is a direct relationship between income and savings, 

relevant authority should consider economic policies that will increase income level of the 

people in order to mobilize investment. 

 

Oriavwote, and Oyovwi, (2014) investigated the influence of interest rate on investment 

decisions in Nigeria. The co-integration technique with its implied ECM was applied to 

estimate the data which covered the period between 1980 and 2012. The result shows that 

while high minimum rediscount rate and high prime lending rates have detrimental impact on 

aggregate investment, high treasury bill rates and high government stock rates have positive 

and significant impact of the level of aggregate investment in Nigeria. The ECM result shows 

a satisfactory speed of adjustment and a long run relationship also exists among the variables. 

The study shows that interest rates have differential impact on aggregate investment. The 

result recommends amongst others that to increase aggregate investment, the minimum 

rediscount rate and the prime lending rate should be lowered. 

 

Muntanga (2020) investigated the impact of interest rate on savings and investment in 

Zambia for the period 1980 to 2018. To achieve these objectives, the study tested for the 

relationship between interest rate and savings and the relationship between interest rate and 

investments using simple linear regression estimation techniques in the analysis. The study 

findings show that interest rates impact net savings in Zambia significantly. This was verified 

by a positive interest rate coefficient. There was also a strong link between interest rate and 

aggregate savings, which would result in an increase in aggregate savings in the economy. 

The result can be seen in the literature review which showed that interest rates have a positive 

response to savings and economic growth and, therefore, the correlation between interest rate 

sensitivity and savings is positive. Interest rates have a negative significant impact on 

aggregate investment in Zambia. It was verified by a negative coefficient of interest and a t-

value above the thumb-benchmark law of two. Also, there was a negative correlation between 

interest rate and aggregate investment in Zambia, thus an increase in interest rate will lead to 

decrease in Aggregate investment in Zambia and vice versa. The overall savings have a 

significant positive impact on Zambia's aggregate investment. This was verified by a positive 

coefficient of aggregate savings and a t-value higher than the thumb bench mark value. Also 

there was a positive correlation between Aggregate savings and aggregate investment thus an 

increase in Aggregate savings will lead to an increase in Aggregate investment in Zambia. 

Thus, the study makes the following recommendations: Government should ensure that the 
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interest rate payable on savings is such as to stimulate savings rather than consumption, as it 

has been shown from this research that interest rates have a positive effect on savings, which 

in turn stimulate investment. Government should ensure that interest rates on loans and 

advances are such as to stimulate investment leading to an increase in 

gross domestic product and citizens' living standards. Zambians should cultivate a savings 

culture as the link between savings and investment is direct, which means an increase in 

savings leads to increased investment. 

Gini and Akokaike (2021) explored the effect of interest rate on portfolio investment in 

Nigeria from 1984 to 2018, using time series data from CBN and WDI. The study was 

motivated by the fact that portfolio investment has not yield the needed returns in Nigeria 

despites government’s effort at different times to improve the capital market where portfolios 

are traded, the capital market is still grossly under developed. Also, before and after the 

deregulation of interest rate which is perceived to be a major determinate of portfolio 

investment, portfolio investment has not reached its peak in Nigeria. The broad objective of 

the study therefore was to examine the effect of interest rate on portfolio investment in 

Nigeria, while the specific objectives included to determine the effect of interest rate on 

portfolio investment, to investigate the speed of response of portfolio investment to changes 

in interest rate and exchange rate, and to determine the nature of causal relationship between 

interest rate and portfolio investment. The study employed the technique of Autoregressive 

Distributed Lag (ARDL). The Findings showed that interest rate has a positive and significant 

effect on portfolio investment in the short run but no effect in the long run. It was concluded 

that apart from interest rate, factors affecting portfolio investment in Nigeria is multi-

dimensional. It was recommended that the CBN should consider an interest rate threshold 

that applies to both lenders and borrowers so that none get worse off, so as to promote 

positive portfolio investment and growth 

Inimino, Abuo, and Bosco (2018) examined interest rate and domestic private investment in 

Nigeria from 1980 to 2015. The Augmented Dickey-Fuller test and Autoregressive 

Distributed Lag model were used as the main analytical tools. The ADF unit test result 

revealed stationarity of the variables at order zero and one, which satisfied the requirement to 

employ the ARDL Bounds testing approach. The ARDL Bounds test revealed the existence 

of a long run relationship among the variables. Moreover, the result revealed that monetary 

policy rate has negative and significant effects on domestic private investment both in the 

short and long run. Maximum lending rate has a positive effect on domestic private 

investment both in the short and long run and was significant in the short run. Prime lending 

rate has negative and insignificant effects on domestic private investment both in the short 

and long run. However, the gross domestic product has a negative and insignificant effect on 

domestic private investment in both the long run and the short run. Based on these findings, 

the study recommended amongst others that: The monetary authorities should ensure that the 

relevant macroeconomic fundamentals including growth, lending rates, inflation, etc. move in 

the right direction. This would enable potential and domestic investors to plan and weigh 

costs and benefits of investing in the country. Government must play an active role to ensure 

peace and stability. If there is instability in the country then it becomes rather difficult to 

attract investors. Thus, peace and stability must be guaranteed in order to attract investment. 

Government should invest in hard infrastructure particularly power, roads, railways and 

housing to help the various sectors of the economy to function very well thereby making the 

business environment friendly which will in turn enhance the growth and development of the 

country. 
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Osuji, (2021) examined the impact of interest rate liberalization on investment in Nigeria 

from 1961 to 2017 using error correction model and variance decomposition of vector 

autoregressive model. The empirical findings of the study showed that interest rate 

liberalization has no significant impact on investment in Nigeria. The result further showed 

that prime lending rate had a negative insignificant impact on investment in Nigeria both in 

the pre and post liberalization period. Private sector credit and nominal exchange rate were 

also observed to be insignificant factors explaining variations in investment in Nigeria. 

However, national income and government expenditure exerted a positive and negative 

significant impact on investment respectively. The study therefore recommended that 

government through the Central Bank of Nigeria should use her monetary policies to 

influence interest rate in such a way as to stimulate investment growth in the country instead 

of allowing it to be freely determined by the market forces as the theory on liberalization 

suggests. 

METHODOLOGY 

3.1 Theoretical Framework  

The acceleration principle or theory of investment states that investment in the current period 

depends on changes in the level of national income or output Momentously, the accelerator 

theory of investment suggests a positive relationship between investment and the rate of 

growth of aggregate demand, income or output. According to Ekine (2011) the theory 

“assumes that there is a desired capital stock for a given level of output and interest rates. A 

rise in output or a fall in interest rates may prompt increased levels of investment as firms 

adjust to reach the new optimal capital stock level”. The accelerator works on the basis of a 

fixed capital to output ratio which implies that in order to produce extra units of goods and 

services, firms need to adjust its investments to meet changes in demand. This theory of 

Clark (1917) opined that the level of current net investment in fixed capital depends on the 

change in income or output in the previous year. A typical acceleration equation can be 

written as: 

 I = β(∆Y)................................................................................(1).  

By assumption of autonomous investment we have,  

I =Io + β(∆Y)………………………………………………....(2).  

Where; I=Investment, Io = autonomous investment; β = acceleration coefficient; ∆Y = 

change in income. By examining changes in income or output between period, time t and t-1, 

we have ∆Y=Yt-Yt-1…………………………………………………...(3)  

substituting equation (3) into (2) we have 

 It=Io + β(Yt-Yt-1)………………………………………....(4);  

Where; Yt is current national income and Yt-1 is national income last year. In 

macroeconomics, investment plays an important role over the business cycle. A typical 

Keynesian investment function is: 

 It = ao + a1Yt – a2Rt. ………………………………………(5) 

Where It is investment, Yt is GDP and Rt is the real interest rate. So: Investment should be 

higher when the interest rate is low, and vice versa. Also, a 
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fast growth in national income (GDP) will exert pressure on aggregate demand, which in turn 

will encourage investment. Meaning that, the Keynesian investment function favours the 

acceleration theory of investment. 

3.2 Model Specification 

The fundamental and linear equation which forms the model is drawn from the theoretical 

literature and empirical literature reviewed in the previous chapter. It is observed that there is 

a causal link between interest rate on savings and investment. In this section, we pursue the 

same objective further by specifying our model. The model is then used to verify the interest 

rate on savings and investment. This study will develop two models; first model will capture 

the first objective, while the second model will capture the second objective. The approach is 

to modify the model by specifying a multiple regression equation made up of interest rate as a 

function of savings and investment As a result the first model is specified below  

SAV=F (PLR, MPR, MLR). …………………………………………(6) 

Where  

SAV   = SAVINGS 

PLR            =         Prime lending rate 

MPR  = Monetary policy rate  

MLR  = Maximum lending rate  

F  = Functional Notation  

The above equation can be put in an econometric form as;  

SAV = b0+ b1 PLR + b2 MPR + b2 MLR + U----------------------------------.(7) 

Where;  

b0  =  Autonomous or Intercept.  

b1  =  Coefficient of parameter PLR 

b2 =  Coefficient of parameter MPR.  

B3 =  Coefficient of parameter MLR.  

U =  stochastic Variable or error term.  

The second model is specified below 

INV=F (PLR, MPR, MLR). ……………………………………………..(8) 

Where  

INV   = Investment 

PLR            =         Prime lending rate 

MPR  = Monetary policy rate  
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MLR  = Maximum lending rate  

F  = Functional Notation  

The above equation can be put in an econometric form as;  

INV = b0+ b1 PLR + b2 MPR + b2 MLR + U------------------------------------------ (9) 

Where;  

b0  =  Autonomous or Intercept.  

b1  =  Coefficient of parameter PLR 

b2 =  Coefficient of parameter MPR.  

B3 =  Coefficient of parameter MLR.  

U =  stochastic Variable or error term.  

3.3 Method of Evaluation     

In evaluation of this research work we shall employ some criteria’s such as the 

econometric, economic and statistical criteria.      

3.3.1 Evaluation Based on Economic Criteria (a’priori expectation)  

This is based on the principle of economic theory. There, our results can be checked for their 

reliability with both the size and sign of economic a’priori expectation.   

3.3.2 Evaluation bases on Statistical criteria (first order tests)   

i. Coefficient of multiple regressions (R
2
): This is the summary measure that tells us how 

well the sample regression line fits the data. It is a non-negativity quantity. Its limits are O 

< r
2
 < 1. An R

2
 of 1 means a perfect fit, on the other hand, an R

2
 of zero means that there 

is no relationship between the regress and the regressor (Gujaraty 2001).   

ii. T-Statistic  

This test shows the significance of the parameter estimates. The obtained value of the t-ratio 

will be compared with the tabulated value. The decision rule is that when the calculated value 

of t-statistics is greater than the table value at 5% level of significance, and n-k degree of 

freedom. The null hypothesis will be rejected and the alternative accepted (Koutsoyianis 

1997) 

iii. F- Statistics    

This measures the overall joint significance of the entire regression plane. It aims at finding if 

the entire influences of the explanatory variables do actually have any significant influence 

on the dependent variable at 5% level of significance and n-k degree of freedom, the null 

hypothesis is rejected and the alternative accepted (Koutsoyiannis 1997).  
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3.3.3 Evaluation Based on Econometric Criteria  

i. Auto correlation test  

The term autocorrelation may be defined as the correlation between members of a series of 

observation. The classical model assures that the disturbance term relating to any observation, 

is not influenced by the disturbance relating to any other observation. Auto correlation can be 

caused by several factors such as specification bias (excluded variable case), manipulation of 

data, data transformation and non-stationary of data. The most celebrated test for detecting 

autocorrelation is that developed by statistician Durbin and Watson. It is popularly known as 

Durbin –Watson d-statistics. 

iv. Co-integration  

Two variables may be co-integrated, if they have a long run equilibrium relation between 

them. As Granger notes, a test for co-integration can be seen as a test to avoid spurious 

regression situation”. In co-integrating, the slope of the parameter is known as the co-

integration parameter. Engle Granger (EG) and augmented Engle –Granger tests are used in 

testing co-integration. Co-integration deals with the relationship amongst a group of variable 

(unconditionally) where each variable has a unit root.     

3.4 Sources of Data and Econometric Software 

This study makes use of secondary data. The time series data on domestic investment, prime 

lending rate, maximum lending rate, monetary police rate and savings the study utilized the 

central bank of Nigeria’s statistical bulletin to obtain these data. Those data are mainly annual 

or time series data which concerns the parameter under study which covers the period of 

1981-2020. The econometric software of e-view version 10 was used in running the 

regression. 

PRESENTATION AND ANALYSIS OF RESULT 

4.1 Unit Root Test 

The time series variables when used in their explosive form, often leads to spurious 

regression results and this misleads policy makers. In other not to obtain spurious result the 

variables were first tested for stationary by employing the Augmented Dickey Fuller test 

(ADF). The Result obtained from the analysis is presented in the table below 

Table 4.1 Unit Root Result      

Variables   ADF Integration Significance 

SAV -4.338828 I (1) 1% 

INV -5.031355 1 (1) 1% 

PLR -4.889735 1 (1) 1% 

MPR -8.635212 1 (1) 1% 

MLR -6.867559 1 (1) 1% 

Source:  E-view 10 version. 
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From the result in table 4.1 above, it is well observed that none of the variables was found to 

be stationary at level, but the entire variables were stationary at 1
st
 difference. This implies 

that all the variables are stationary and at 1% level of significant and this result gives us a 

lead way to co-integration analysis. 

4.2 Co-integration Test  

The second step is the testing of the presence or otherwise of co-integration between the 

variables of the same order of integration through forming a co-integration, that is if in the 

long run two or more variables move closely together, as defining a long run equilibrium 

relationship as the difference between them is not stationary. A lack of co-integration 

suggests that such variables have no long-run relationship. 

Table 4.2 Johansen Co-integration Test 

Hypothesized no of 

(ECS) 

Eigen value Trace statistics 5% Critical 

value 

Prob** 

None*  0.570739  66.61453  60.06141  0.0126 

At most 1  0.399244  35.32401  40.17493  0.1415 

At most 2  0.306285  16.47004  24.27596  0.3465 

At most 3  0.073695  2.939382  12.32090  0.8552 

At most 4  0.002887  0.106980  4.129906  0.7879 

Source: E-view 10 version 

Max-eigen value test indicates 1 co-integration equations at 0.05 *denotes rejection of the 

hypothesis at 0.05 level.  **Mackinnon-Haug-Michelis (1999) p- values. 

Unrestricted Co-integration Rank Test (Trace) 

Hypothesized no of 

(ECS) 

Eigen value Trace statistics Critical value Prob** 

None 
 0.570739  31.29052  30.43961  0.0391 

At most 1 
 0.399244  18.85397  24.15921  0.2224 

At most 2 
 0.306285  13.53066  17.79730  0.1957 

At most 3 
 0.073695  2.832402  11.22480  0.8132 

At most 4 
 0.002887  0.106980  4.129906  0.7879 

Source: E-view 10 version  

Max-eign value test indicates 1 co-integrating equation(s) at the 0.05 level. *denotes rating of 

the hypothesis at the 0.05 level **Mackinnon – Haug-Michelis (1999) p-values. Since co-

integration is a pre-requisite for the Error correction Mechanism, and following our co-

integration result, there is a long-run equilibrium relationship among the variables. 
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Table 4.3: Regression Result of the Study 

First Model 

Variables  Coefficient  Std. error T- statistics Prob** 

C 4.582823 0.964911 4.749479 0.0000 

DPLR(1) -0.189780 0.065551 -2.895158 0.0066 

DMPR(1) -0.287838 0.080210 -3.588561 0.0010 

DMLR(1) 0.387585 0.049862 7.773127 0.0000 

ECM(-1) 0.684826 0.146574 4.672237 0.0000 

Source: E-view 10 version 

R
2
  = 0.784364 

Adjusted R
2
  = 0.758995 

F-Statistics  = 30.91831 

Durbin-Watson = 2.130532 

The R
2
 which is the coefficient of determination or the measure of goodness of fit shows the 

degree of variation in the dependent variables, as explained by the independent variables all 

taken together. The closer our R
2
 is to 1, the better the goodness of fit of the model. From the 

result in table 4.3 above, we found out that our R
2
= 0.784364. This is closer to 1 and thus 

indicates that our model displayed a good fit. The adjusted R
2
 of 0.758995= 0.75 this implies 

that despite the adjustment in the degree of freedom our variables can still explain about 75% 

of the changes or variation in the model. Thus, it is in line with the result of the goodness of fit 

of the model. 

The f-statistics is used to test the overall statistical significance of our parameter in the 

model. If the probability of F in the computed model is greater than the desired level of 

significance (0.5) we accept the null hypothesis and reject the alternative. From the result in 

table 4.3 above the computed value of f is 30.91831while its probability is 0.00000. Since 

its probability is less than 0.05 we accept alternative hypothesis which states that the 

independent variables are jointly statistically significant in explaining the dependent 

variable. 

The Durbin Watson statistic is used to test for the presence or otherwise of autocorrelation 

in our regression model. When the value of our d-w statistics is 2, it means the absence 

of autocorrelation among the explanatory variables in the model.  

The a'priori expectation is determined by the existing economic theory and it indicates the 

signs of the economic relationship under consideration. From the result of our estimated 

model it was discovered that prime lending rate has a negative sign given its value as -

0.189780. This implies that decrease in prime lending rate increase the savings by 18%. 

Monetary policy rate has a negative sign given its value as -0.287838 this suggests that 

negative sign also decreases the savings by 28%. This conforms to our theoretical 

expectation.  
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Maximum lending rate has a positive sign given its value as 0.387585, this implies that 

increase in Maximum lending rate increase the savings by 38%. 

The t-statistics, this helps in detecting the individual statistical significance of parameter 

from the model. It was discovered that only prime lending rate is statistically significant at 

5% level of significant, which implies that they contributed to savings of Nigeria. 

However, monetary policy rate and maximum lending rate are sadistically significant. The 

coefficient of the error correction term carries the correct sign and it is statistically 

significant at 5 per cent level with the speed of convergence to equilibrium of 68 per cent 

SECOND MODEL 

Variables  Coefficient  Std. error T- statistics Prob** 

C 

-0.122542 46.76001 -0.881638 0.3842 

DPLR(1) 

-0.297785 3.690327 -1.164608 0.2523 

DMPR(1) 

-0.056753 3.915481 -2.698909 0.0108 

DMLR(1) 

0.337981 2.714077 4.929782 0.0000 

ECM(1) 

0.694354 0.131176 15.293310 0.0000 

Source: E-view 10 version 

R
2
  = 0.665706 

Adjusted R
2
  = 0.626376 

F-Statistics  = 16.92664 

Durbin-Watson = 1.805013 

 

The R
2
 which is the coefficient of determination or the measure of goodness of fit shows 

the degree of variation in the dependent variables, as explained by the independent 

variables all taken together. The closer our R
2
 is to 1, the better the goodness of fit of the 

model. From the result in table 4.3 above, we found out that our R
2
= 0.665706. This is closer 

to 1 and thus indicates that our model displayed a good fit. The adjusted R
2
 = 0.62 this 

implies that despite the adjustment in the degree of freedom our variables can still explain 

about 62% of the changes or variation in the model. Thus, it is in line with the result of the 

goodness of fit of the model. 

The f-statistics is used to test the overall statistical significance of our parameter in the 

model. If the probability of F in the computed model is greater than the desired level of 

significance (0.5) we accept the null hypothesis and reject the alternative. From the result in 

table 4.3 above the computed value of F is 16.92664 while its probability is 0.00000. Since 

its probability is less than 0.05 we accept alternative hypothesis which states that the 

independent variables are jointly statistically significant in explaining the dependent 

variable. 

The Durbin Watson statistic is used to test for the presence or otherwise of autocorrelation 

in our regression model. When the value of our d-w statistics is 1.8, it means the 

absence of autocorrelation among the explanatory variables in the model.  
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The a'priori expectation is determined by the existing economic theory and it indicates the 

signs of the economic relationship under consideration. From the result of our estimated 

model it was discovered that prime lending rate has a negative sign given its value as 

0.297185. This implies that decrease in prime lending rate increases the investment by 29%. 

Monetary policy rate has a negative sign given its value as -0.105673 this suggests decreases 

the monetary policy increases investment by 0.10%. This conforms to our theoretical 

expectation.  

Maximum lending rate has a positive sign given its value as 0.3379811, this implies that 

increase in Maximum lending rate increase the investment by 33%. 

The t-statistics, this helps in detecting the individual statistical significance of parameter from 

the model. It was discovered that only prime lending rate is statistically insignificant, which 

implies it has not contributed to investment output in Nigeria. However, monetary policy rate 

and maximum lending rate are statistically significant. The coefficient of the error correction 

term carries the correct sign and it is statistically significant at 5 per cent level with the speed 

of convergence to equilibrium of 69 per cent 

4.3 Hypothesis Testing 

In a bid to carry out the necessary empirical analysis a hypothesis were formulated and have 

to be tested to verity the validity or otherwise of such proposition. 

Hypothesis One  

Ho1: Interest rate has no significant effect on savings in Nigeria. 
 

From the above regression result, it was observed that t-test on monetary policy rate is 

statistically significant; -3.588561 (0.0010) this led us to rejection of null hypothesis and 

acceptance of alternative hypothesis which implies that Interest rate has significant effect on 

savings in Nigeria. 

Hypothesis Two  

Ho2: Interest rate has no significant effect impact on investment in Nigeria 

From the above regression result it was observes that t-test on Interest rate is statistically 

significant, with its values as -2.698909 (0.0108) this led us to rejection of null hypothesis and 

acceptance of alternative hypothesis which state that Interest rate has significant impact on 

investment in Nigeria. 

5.0 CONCLUSION & RECOMMENDATION  

5.1 Conclusions 

As have been established in this research that interest rate favours savers when the rate is 

high and not favourable when it is low. Savings is also looked upon as beneficial both for the 

individual and the society at large, thus, an increase in savings will ultimately lead to an 

increase in savings of the community. It was due to this effect that the classists believed in 

thriftiness. They were of the view that an individual saving was a great private as well as 

social virtue. The Keynes were at a different view, which they advocate that individual 

savings is a social virtue but rather supported the view that individual savings is greatly a 

social vice. Increase savings on the part of individuals will result in a general curtailment in 

the expenditure. When savings increase, investment also increases and investment is very 



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 2, Issue 6 (June, 2022) | www.ijaar.org 

 

16 

essential for the economic development of an economy. With increase investment, 

employment is bound to increase which will in turn increase demand, prices, profit and more 

production expansion. 

 This expansion if properly utilized will lead to economic development of a country. 

However in Nigeria, the banking habits are not developed. The average Nigerian still believes 

the best way to save is not by keeping our money in the bank but in communal meetings that 

exist in our communities and keeping ones money under the mattress where it is easily 

accessible. Under this particular sector, large blame goes to illiteracy and ignorance on the 

part of the public as it is deemed that depositing money in a bank requires many formalities 

and bureaucracy. The factor which influences deposit in banks is efficient performances of 

the banks in the process of intermediation. Thus an effective management will induce a lot of 

people to save; this is because there will be confidence. Therefore it could be said that 

interest rate plays a major role on the growth of any nation. 

5.2 Recommendation 

 Monetary authorities should make policies which would help to improve the saving 

culture of the people such as increase in the deposit rate which would lure the people to 

deposit their money in banks thereby increasing the supply of loanable funds. This would 

lead to a fall in interest rate and eventually rise in investment. 

• A reduction in the prime lending rate to investors so as to encourage investors to borrow 

more and increase investment 

• Since savings encourage investment and income lead to savings, a programme or polices by 

the authority that will facilitate an increase in income level of under developed citizen in 

order to ensure sufficient saving that bring about high rate of investment which will 

eventually lead to economic growth and development. 

 

 

 

 

 

 

 

  



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 2, Issue 6 (June, 2022) | www.ijaar.org 

 

17 

References 

 

Acha I. A. & Acha C. K. (2011). Interest Rates in Nigeria: An Analytical Perspective. 

Research Journal of Finance and Accounting, IISTE, 2, (3) 2222-2847 

Adelakun, O. J. (2015). An Investigation of the Determinants of Savings and Investment in 

Nigeria. International Economics and Business 1(2), 1-15 

Adenuga, A. O. (2020) Time Series Analysis of Interest Rate on Investment in Nigeria. Nile 

Journal of Business and Economics14: 52-79  

Adenuga, A.O (2020). Time Series Analysis of Interest Rate on Investment in Nigeria. Nile 

Journal of Business and Economics. 14: (5) 52-79 

Apere, T. O., and Akarara, E. A. (2018) Interest rate and investment decisions: the Nigerian 

scenario. International Journal of Business and Economic Development, 6(3) 1-10 

Bec, E., Stella, E., Victor, M. and Oduh, M.O. (2012). Modelling the long-run Determinants 

of Foreign Portfolio Investment in Nigeria. Journal of Economics and Sustainable 

Development, 3(8): 194-205 

CBN. (2010). Interest Rate Management in Nigeria. CBN Briefs: Central Bank of Nigeria. 

Gini, K. B. and Akokaike, M. N. (2021). Interest rate and portfolio investment in Nigeria 

(1984 2018). Global Scientific Journal: 9(9), 2320-9186 

Inimino, E. E., Abuo, M. A., & Bosco, I. E. (2018). Interest Rate and Domestic Private 

Investment in Nigeria. International Journal of Research and Innovation in Social 

Science 2(10), 198-220  

Inimino, E.E., Abuo, M. A., Bosco, I. E. (2018). Interest Rate and Domestic Private 

Investment in Nigeria. International Journal of Research and Innovation in Social 

Science 5 (7) 198-206 

Keynes, J. M. (1936). The General Theory of Employment, Interest, and Money, New York: 

Harcourt, Brace and World, 472p. 

Leen,W.  (2015). The Impact of Interest Rate Liberalization on Investment in Nigeria; An 

M.Sc. dissertation submitted to the Department of Economics Faculty of the Social 

Sciences, University of Nigeria, Nsukka. 

Lewis, A. (2010). The Theory of Economic Growth. New York: Harper and Row. 

Muntanga M. S. (2020). The impact of interest rates on savings and investment in Zambia 

(1980 2018). School of Social Sciences Cavendish University Zambia 

Ndukwu, E.C. (1991). Interest rates, bank deposits and growth of the Nigerian economy. 

National Institute of Social and Economic Research (NISER) Monograph Series. No.4, 

1991 

Nwanne, T. F. I. (2016). Implications of savings and investment on economic growth in 

Nigeria. European Journal of Accounting Auditing and Finance Research 4(2), 20-32.  

Odoko, F. O. (2012). “Towards Developing a Vibrant Bonds Market in Nigeria”, Central 

Bank of Nigeria Economic and Financial Review, March  

 Ogoe, I. L. (2019). Impact of Interest Rate on Investment Decision in Nigeria: An 

Econometric Analysis, A B.Sc. Research Project submitted to the Department of 

Economics, Caritas University, Enugu. 

Ojima, D. and Emerenini F. M. (2015). Impact of Interest Rate on Investment in Nigeria. 

Developing Country Studies. 5(3),103-115 

Olaniyi, E. (2019) How much is too much? The threshold effects of interest rate on growth 

and investment in Nigeria. Journal of Management and Administration 1(4) 69-82 

Onwumere, J.U.J., Okore A. O. and Imo G. I.(2012) The Impact of Interest Rate 

Liberalization on Savings and Investment: Evidence from Nigeria Research Journal of 

Finance and Accounting 3(10), 130-140 



African Journal of Business and Economic Development | ISSN: 2782-7658 

Vol. 2, Issue 6 (June, 2022) | www.ijaar.org 

 

18 

Osuji O (2020). Impact of Interest Rate Deregulation on Investment Growth in Nigeria. 

International Journal of Economics and Financial. 10(2), 170-180 

Osuji O. (2021) Impact of Interest Rate Deregulation on Investment Growth in Nigeria. 

International Journal of Economics and Financial Issues, 10(2), 170-180. 

Pagano, M. (1993). Financial Markets and Growth: An Overview, European Economic 

Review, 37, 613-622. 

Reinhert, C & Ostry, J. (2016). Savings and real interest rates in developing countries. 

Maryland: University of Maryland. 

Smithin, O. A. (2013). “Interest Rate Policy, Savings and Investment in Nigeria" Central 

Bank of Nigeria Economic and Financial Review, 31(3): 34-52. 

Soludo, C.C. (2011). Issues on the level of interest rate in Nigeria. Central Bank of Nigeria.. 

Tang, F.M; Selavanathan, S.M & Selavanathan, N. (1990) Real interest rate and the 

mobilization of private savings in Africa: A case Study of Kenya. AERC Research 

Paper 2. Nairobi: Initiative Publishers. 

Tondl, P.B. (2016). Interest Rate Variation And Investment Determination In Nigeria, 

International Business Management, 4 (2), Pp. 41-46 

Udonsah, I. L. (2012) The impact of interest rate on investment decision in Nigeria. An 

econometric analysis  (1981-2010). Department of Economics. Faculty of Management 

and Social Sciences  Caritas University  Emene, Amorji-Nike, Enugu State 

Udude C. C. (2015) Impact of interest rate on savings on the Nigeria’s economy (1981-2013). 

Journal of Policy and Development Studies. 9(3),73-87 

Vilfredo, P.  (2018). Investment Diversification. Journal of Management, 6(5):13-16 

Wuhan, L. S., & Adnan K. (2015) “The effect of interest rate on investment; Empirical 

evidence of Jiangsu Province, China”, Journal of International Studies,8(1), 81-90 

 


