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ABSTRACT 

This study examined the effect of financial deepening on gross national savings in Nigeria. 

Time series data were sourced from Central Bank of Nigeria Statistical bulletin and 

publications of Nigeria Bureau of Statistics from 1987-2020. Gross national saving was 

modeled as the function of Private sector credit, Broad money supply, Capital market 

development, financial market openness, Number of commercial bank branches and money 

market development. Ordinary least square methods of cointegration, granger causality test, 

unit root test and Vector error correction model.  The study found that 97 percent of 

variation on gross national savings can be traced to variation in financial sector deepening. 

The estimated model found that financial market openness and number of commercial banks 

branches have negative effect on gross national savings. The study also found that capital 

market development, money market development, money supply and credit to private sector 

have positive effect on Nigeria gross national savings. The Augmented Dickey Fuller test, 

proved that variables were co-integrated of order I(1) and as such, deemed fit for 

employment in subsequent econometric estimations. From the findings, the study concludes 

that financial deepening has significant effect on Nigeria gross national savings. We 

recommend that Policies should be advanced to enhance the operational efficiency of the 

financial market and there should be full deregulation of the money market rate to enable 

investors in the financial market have equitable return on investment and Central Bank of 

Nigeria should ensure increase in the operational efficiency of the banking sector such as the 

re-introduction of the rural banking scheme to enhance deposit mobilization from the rural 

areas. 

 

Keywords: Financial Deepening, Gross National Savings, Emerging Financial Market 



International Journal of Advanced Academic Research | ISSN: 2488-9849 

Vol. 6, Issue 12 (December, 2020) | www.ijaar.org  

 

161 
 

INTRODUCTION  

Saving and investment are two key macro variables with micro foundations which can play a 

significant role in economic growth, inflation stability and promotion of employment 

especially if seen in the context of a developing country like Nigeria. For self-reliance and 

growth objectives, mobilization of domestic resources and their efficient utilization are the 

two major policy oriented focuses today. Savings and investment plays a key role in 

promoting economic growth of any nation. Theories of savings and investment suggests that 

savings causes investment and thereby increases economic growth.Savings creates capital 

formation and it further leads to technical innovation and progress which helps with the 

economies of large-scale production and increases specialization, which helps to accelerate 

the productivity of labour, it further results to increased gross domestic product. Thus savings 

leads to fuller utilization of available scarce resources in an efficient way, increase in the size 

of national output, income and employment, thereby solving the problems of inflation, 

unemployment and balance of payment, poverty, inequality; and making the economy free 

from the burden of foreign debt and leads to state of better welfare. The vicious circles of 

poverty in developing countries can also be broken through sufficient savings, and it is the 

main key to economic development as well.  

Economic theory acknowledged that a developed financial market is a factor that determines 

the level of domestic savings. The emergence of financial sector is a deliberate and conscious 

effort of the modern man to bridge gaps associated with an un-intermediated economy. 

Generally, financial intermediation is successful to the extent that it is characterized by 

confidence, cost and convenience (Odior, 2013). The critical role that financial intermediaries  

play in financing real sectors in dates back to post independence, their primary role in these 

sectors is credit extension.  

The development of financial market can be measured in terms of credit issued to private 

sector to liquid liabilities, domestic credit to the private sector to gross domestic products the 

ratio of liquid liabilities to gross domestic products are included to capture the impact of 

stock market development, the stock market capitalization to gross domestic products 

turnover ratio, value traded ratio, number of listed companies, are examined. The ratio of 

broad money and narrow money is also employed to examine the structure of the financial 

system and its importance. Despite the widespread financial   sector reforms that have taken 

place, Nigeria financial sector still exhibits some level of inefficiency, illiquidity, thinness 

and limited range of financial instruments and investment opportunities. Owing to 

widespread over-regulation of the financial systems, the country continues to experience high 

levels of capital flight and financial intermediation bottlenecks (Odior, 2013). Financial 

intermediation of is ineffective as evidence has shown that significant proportion of Nigerian 

has no access to financial services thereby increasing the level of banking density. 

Financialsector deepening allow savers to invest in a broad range of quality investment and 

risk-sharing instruments and allow borrowers to likewise tap a broad range of financing and 

risk management instruments. Financial sector deepening is widely believed to confer 

important stability benefits to an economy, albeit with caveats. For instance, by increasing 

transaction volumes, it can enhance the capacity to intermediate capital flows without large 

swings in asset prices and exchange rates. But it can also attract volatile capital inflows, 

complicating macroeconomic management. 

Financial sector deepening provides alternative sources of funding during times of 

international stress, limiting adverse spillovers, as evidenced in the global crisis. At the same 

time though, deepening can occur too quickly, leading to credit booms and subsequent busts. 
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It is an increased ratio of money supply to gross domestic product or given price index. In 

other terms, it is an improvement or increase in the areas of financial services focused to all 

societal levels in any community. Role of financial deepening in the growth of financial 

processes of any country is very vital.  

Informal savings channels are prevalent in view of the grossly inadequate formal financial 

systems and leading to capital flight, low level of domestic resource mobilization and 

untapped resources in the informal sectors with considerable financing gap, which adversely 

affected development and poverty alleviation in African countries (Anyanwu, 2014). 

Significant proportion of Nigerian is financially excluded as financial services are lacking in 

rural area of Nigerian communities. The consequences are the continuous existence of 

financial dualism and financial leakages in the economy. Significant proportion of the money 

supply is outside the banking sector making difficult for the monetary authorities to control 

the volume of money in circulation. The over-regulation and control of the financial system 

restrict the ability of the financial system to efficiently fund investment. From the above, this 

study examined the effect of financial deepening on Nigeria gross national savings which is 

lacking literature. 

LITERATURE REVIEW 

Financial Deepening  

Conceptually, Shaw and McKinnon (1973) referred financial deepening as the improvement 

or increase in the pool of financial services that are tailored to all the levels in the society. 

That it also refers to the increase in the ratio of money supply to gross domestic products or 

price index which ultimately postulates that the more liquid money is available in the 

economy, the more opportunities exist in that economy for continued and sustainable growth. 

Financial deepening implies the ability of financial institutions to effectively mobilize 

savings for investment purposes. It enables the commercial banks perform their intermediary 

functions and achieve its operational objectives. Financial deepening reduces the extent and 

significance of information asymmetries (Stiglitz and Greenwald, 2003) and allows for 

commercial banks risk transformation and monitoring (Diamond, 1984).  

 

Financial deepening thus is a quantitative measure of monetary and financial aggregates such 

as M1, M2 and M3 to the gross domestic product.  The concept denotes that, more liquid 

money is available in the banking sector and the financial market.  Lozano-Vivas and Pastor 

(2006) opined that  the depth of the financial market can also be measured in the ratio of 

money supply to gross domestic product, is a function of domestic credit provided by 

banking industry as a percentage of gross domestic product, domestic credit to private sector 

as a percentage of gross domestic product, financial savings to gross domestic product, rate of 

inflation, real lending rates, deposit money bank assets to gross domestic product, currency 

outside banks to money supply.  The depth of the financial market effects of high interest rate 

encourages savings and discourages investments, thus the increased liabilities of the banking 

system to give more resources to investments is more efficient. However, the problem with 

financial deepening and liquidity of the commercial banks in  the underdeveloped nature of 

Nigeria financial market, mismatch of policies, financial dualism and influence of the 

international financial environment on Nigeria financial market.  

Savings 

Keynesian economist defined savings as the amount left over when the cost of a person's 

consumer expenditure is subtracted from the amount of disposable income that he or she 

earns in a given period of time. Savings is also the portion of disposable income not spent on 

consumption of consumer goods but accumulated or invested directly in capital equipment or 
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in paying off a home mortgage, or indirectly through purchase of securities. 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. Though the contribution of saving and investment to economic 

growth has been invariably assumed to be positive theoretically, still the relationship among 

them is a matter of empirical investigation.  

Savings and investment are the basic requirements for economic growth and development in 

any nation. Savings and investment have been considered as two macro-economic variables 

for achieving price stability and promoting employment opportunities thereby contributing to 

sustainable economic growth (Shimelis, 2014).  

Savings are predominantly mentioned as domestic sources of capital mobilization. Since 

savings are a significant domestic source of capital mobilization, then it is important to 

determine what factors affect savings. Within the empirical studies studied, it is possible to 

observe a large number of determinants of different character that determine savings, such as 

the following groups: financial determinants (deposit interest rate, financial markets 

development, stock market development), demographic determinants (dependent population 

rate, life expectancy, urbanization rate), education and employment (education level, form of 

employment), government policy (public revenue and expenditure, public savings / budget 

deficit, forms of social assistance), income, macroeconomic uncertainty (inflation, CPI 

changes), external factors (export-import ratio) price, current account balance, commodity 

balance).  

With the dual gap theory, it is plausible to accept that sufficient domestic savings might not 

be generated to allow the domestic economy to grow at an acceptable level since there is 

always the need for a foreign complement. Such complement only come in form of foreign 

exchange  to augments excess of exports over imports (X-M) and borrowed capital as 

represented by (S-I). The requirements of the two gaps may be different over time, which 

depends on the seriousness of the needs in the economy (Salman, undated). Countries may 

prefer to trade off the opportunity cost of investment for import of capital goods to enable 

quicker capital formation, depending on choices. The role of domestic investment is germane 

to the retention of capital within the domestic economy as investment outside the economy in 

overseas investment indicates the preference of investors for external investment rather than 

domestic investment. 

The determinants of investment are much clearer with the empirical literature than when 

theoretical arguments are postulated on investment in many countries including Nigeria. 

Nnanna et al (2004), authoritatively posit that the main determinants are in two forms: the 

finance and investment model. The finance model was however employed in the regression 

estimates carried out. The investment model starts with Cobb-Douglas production function 

measures capital or investment in physical assets first.  Then it was specified to include the 

distortions and accompanying shocks, constraints and exogenous shocks in the macro 

economy as follows:  

Y = f (A, K, L) = A, L        (1) 

Where Y represents output, K is the capital stock, L labour supply and A the total factor 

productivity. 

K f (r pscner Y):        (2) 
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Where r, psc, ner and Y represent prime lending rate, (PLR), credit to the private sector, 

nominal exchange rate and national income respectively. The finance model of determinants 

of investment in Nigeria could be seen to be mainly from debt and non-debt sources that 

could be domestic or foreign with the following model, 

PSC f (SAVS, INV),                  (3) 

 Where, PSC, SAVS and INV represent private sector credit, National Savings, and Investment 

respectively (Investment is divided into two parts namely PUV Public and Private 

Investment). 

Supply Leading Hypothesis 

This theory was authored by Schumpeter (1911) and later adopted by scholars such as 

McKinnon (1973); Shaw (1973); Gupta (1984); Fry (1988); Greenwood and Jovanovich 

(1990) and Bencivenga and Smith (1991). This theory postulates that financial development 

in any country causes economic growth. In an economy with no friction in the transaction, 

information and monitoring costs, no financial intermediaries are needed. According to the 

theory, if transaction, information and monitoring costs are sufficiently high, then, no 

exchange among economic agents is necessary. These desires led to the emergence of 

financial institutions and markets that make up the financial sector. According to this theory, 

a well-developed financial sector will ensure reduced transaction, information and monitoring 

costs thereby increasing the efficiency of intermediation.  

The theory postulates that a well-developed financial intermediary facilitates the development 

of the economy through mobilization of savings, facilitation of trading and the diversification 

of risks among others. These important services lead to efficient allocation of resources; a 

more rapid accumulation of physical and human capital; and a faster technological innovation 

which eventually leads to a faster and long-term economic growth (Schumpeter, 1911). This 

theory fits this study since it provides one of the possible explanations of how development in 

the financial sector affects the disbursement of credits to the private sector and drives 

economic growth.  

Demand Following Hypothesis 

Moving away from the neo-classical state equilibrium analysis, to a highly developed 

financial system, consisting of financial intermediaries, leads to a demand following 

phenomena (Patrick, 1960). Under this, in response to the demand from real economy, there 

are the development of modern financial institutions, their financial assets and liabilities, and 

related financial services. This model postulates that the developments of the real economy 

will in itself induce increase in demand for financial services. The increase demand for 

financial services will spontaneously generate or lead to the introduction of new financial 

institutions and markets which will satisfy that increased demand for financial services.  

This theory is important to this study as it provides a different view that the developments in 

financial deepening does not necessarily lead to economic growth. It also provides an 

alternative explanation suggesting that economic growth drives deepening of the financial 

sector. The evolutionary development of the financial system is a continuous result of the 

pervasive, widespread process of economic development. The financial system is influenced 

by economic environment, institutional framework and also by individual motivations, 

attitudes, tastes and preferences. The demand for financial services is a function of growth of 

real output, commercialization, monetization of agriculture and other traditional subsistence 

sectors.  
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The faster the growth in real national income, the greater will be the demand for external 

funds by enterprises. According to this theory, financial intermediation therefore plays a vital 

role, as internal funds generated are not sufficient for firms to finance expansion. The theory 

is thus applicable in this study since it postulates that finance intermediaries are important but 

only as a passive and permissive to growth process. 

The demand-following view of the deepening of the financial markets is merely a lagged 

response to economic growth (growth generates demand for financial products). This implies 

that any early efforts to develop financial markets might lead to a waste of resources which 

could be allocated to more useful purposes in the early stages of growth. As the economy 

advances, this triggers an increased demand for more financial services and thus leads to 

greater financial deepening. The demand-following pattern should be expected to establish a 

causality that runs from growth to finance at a later stage of development. More advanced 

economies may accordingly be expected to exhibit this direction of causality (Agu & 

Chukwu, 2008). 

 

Financial Repression Theory  

Governments and particularly developing country governments have intervened extensively 

in order to divert large amount of funds to the priority sectors such, state owned enterprises, 

small and medium scale firms and to a lesser extent housing, exports and underdeveloped 

regions. One way that government’s finance expenditures in excess of tax revenues is to force 

the private sector, insurance companies, pension funds, commercial banks and other public 

financial institutions to buy government securities at below market yields as generally returns 

on government securities is much below the market rates of interest.  

Another way in which government can borrow at low rates of interest is by setting high liquid 

asset ratios and ensuring that government securities are the only eligible assets that satisfy 

this requirement. Also, by setting high reserve requirements, the government can borrow 

indirectly from the banking system at a zero. Finally, governments may set ceilings on 

interest rates to limit competition from the private sector for loanable funds (Fry, 1997 and 

Giovannini and de Melo, 1990). Thus; financial repression is not a precise concept since the 

controls imposed on financial markets are a combination of price and quantity restrictions.  

A typical set of restrictions includes the prohibition on domestic residents from holding 

financial assets abroad, coupled with compulsory quotas of government bonds in financial 

intermediaries The rationale for financial repression has been the response to the simplistic 

interpretations of Keynesian theories: It was thought that, by controlling interest rates at 

reasonably low levels and by expanding the scope of government direct intervention, 

investment would greatly increase. According to Prebisch (1974), government intervention 

aimed at controlling interest rates accelerates growth. The author contends that lower interest 

rates encourage savings and that the government should lower interest rates to a level where 

full employment is achieved.  

Financial repression, Stiglitz and Weiss (1984) tried to show that raising interest rates beyond 

a certain level may lower banks' overall return. Hence, even if the government selected 

projects at random, lowering the interest rate could increase the expected quality of borrowers 

and this effect would be even greater if the government had some positive selection 

capabilities (Fry, 1997). Thus, financial repression can be used as the basis of an incentive 

scheme to encourage higher savings and more efficient allocation of capital. Financial 

repression, thus, creates a scarcity. Some investors will get the capital they want at the 

interest rate being offered, while others will not. 
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The Keynesian Theory of Absolute Income Hypothesis 
According to Froyen (1998), Keynes in his theory argues that consumption is a key element 

in income determination. Based on the fundamental psychological law, men are disposed to 

increase their consumption as their income increases but not as much as an increase in their 

income. According to his psychological law, the Keynesian consumption function equals:  

10,0  bbYaC Da         (4)  

C is real consumption and YD is real disposable income, which is equal to GNP minus taxes. 

The intercept is a, it measures the consumption at zero levels of income. The parameter b is 

the Marginal Propensity to Consume (MPC) which measures the increase in consumption per 

unit increase in the disposable income (𝛥C/𝛥YD). The ratio of consumption to income is 

termed as the Average Propensity to Consume, which is written as follows  

bY

a

Y

C
APC

DD 
                (5)  

The APC is greater than the MPC, by the amount a/Y. Hence the APC declines as Income 

increases. This implies that as income of the households rises; they consume a small fraction 

of income, which means that their larger portion of income is saved. The Marginal Propensity 

to Save (APS) is a larger fraction of income equals (1-APC), or  

 bYabYaAPS D  1//1                (6)  

If the disposable income ( DY ) is equal to zero, saving is negative or very low, and generally, 

the income-savings relationship is not proportional. The theory assumes that rich people save 

more than poor people, other things hold constant (Froyen, 1998).  

Permanent income hypothesis  

The permanent income hypothesis (PIH) is a post-Keynesian consumption theory, developed 

by Milton Freidman in the year 1957. In this model, it is assumed that households’ marginal 

propensity to consume is fixed. Although this view is incompatible, it applies to an 

unforeseen change in expectations or unexpected large loss of financial assets. Such 

circumstances would likely affect households’ willingness to spend. Besides, the households' 

willingness to spend might fluctuate or is more likely to change over time (Froyen, 1998).  

The consumption is proportional to permanent income function: DkYC  (2.4). Here, 
DY  is 

a permanent income, and k is the factor of proportionality (k > 0). Permanent income is an 

expected average long term income from both "human and non-human wealth", which is both 

expected labor income (human capital) and the expected earnings from assets holdings (non-

human wealth). It assumes also a random element to consumption known as transitory 

consumption. The measured income can be written as 
tp YYY               (7)  

According to PIH, it is only the permanent income that influences consumption. Even though 

consumption is a transitory component of consumption, but it is independent of transitory 

income. According to him, individuals in each period adjust their estimates of permanent 

income by a fraction j of the discrepancy between actual income in the current period and the 

prior period’s estimates of permanent income. It is shown by the following equation:  

   1011   jYYtjYY t
p

t
p

t
p               (8)  

This equation confirms the backward-looking expectation theorem, which states that 

individuals revise their estimates of permanent income based on how the last periods’ actual 

income differed from the last period’s estimate of permanent income (Froyen, 1998).  

The PIH can explain the confusion about the consumption-income relationship both in the 

short and long run. In short-run, years of high income will be the ones of positive transitory 
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components of income. But in the long-run, this relation is approximately proportional, given 

equation (2.4), with a constant APC equal to k. Lastly, considering that consumption rises 

only with an increase in permanent income, in the high-income years the ratio of 

consumption to measured income will be low (Froyen, 1998).  

Life Cycle Theory of Consumption  
According to Froyen (1998), the Life Cycle Hypothesis was developed by Albert Ando, 

Richard Brumberg, and Franco Modigliani in 1963. The main aim of saving in the LCH is to 

accumulate savings for retirement. Individuals are assumed to plan their expenditures based 

on the expected income over their lifetime. Besides, individuals plan to continue lifetime 

earnings in T equal installments (Froyen, 1998). Hence, the following consumption equation 

simplifies the model:  

  tt AeYNYTCt  11/1 1         (9)  

LCH suggests also that the consumption would be quite unresponsive to change in current 

income ( tY1 ) that did not also change the average expected future income. From equation (9), 

the following expression is derived; TYC tt /1/ 1              (10)  

Therefore, an income that was expected to persist through the working years would mean that 

the expected annual labor income (Y
1e

) also rose and the effect of the consumption would be 

much greater as shown by the equation:  

  TNTNTYCYC e
ttt //1/1// 11        (11)  

The LCH accounts for the dependence of consumption and saving behavior of the 

individual’s position in life. The young who enters the labor force have a relatively lower 

income and possibly a negative saving rate. Then, in middle age income may vary and the 

saving level also increases. In retirement which the last stage of life causes income to fall and 

might call upon the period of the dissaving (negative rate of saving).  

When considering the analysis of LCH by the previous researchers, the following are the 

important predictions revealed, that individuals maintain their standard of consumption 

throughout their lifetime period (Tesha, 2013). LCH suggests that GDP growth will increase 

aggregate savings because it increases the lifetime earnings and savings of younger age 

groups compared to older age groups. Thus, countries with higher GDP growth rates are 

expected to have higher savings than countries with lower growth rates (Athukorala and Sen, 

2004). 

Random Walk Theory of Consumption  
The theories of PIH and LCH talked above assume that consumers have certainty about their 

future income. In practice, these two hypotheses are not predictable with a high degree of 

certainty. It means that there is uncertainty about the future; hence this set of doubt caused 

Robert Hall in 1978 to develop a new theory of consumption by incorporating elements of 

uncertainty in both LCH and PIH to derive a new theory known as the random walk theory. 

The theories of PIH and LCH talked above assume that consumers have certainty about their 

future income. The consumer chooses to consume in each period, it means that in period t-1, 

t, t+1, etc, so that they maximize their lifetime utility with the condition that lifetime utility 

equals their lifetime resources or income. The utility maximization condition is equalizing the 

marginal utility gained in each time. It can be specified as follows:  

     11  CtMUCTMUCtMU             (12)  
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When introducing uncertainty in this equation of the consumer utility, this latter will be no 

longer be certain to maximize his or her lifetime utility. Robert Hall applied the rational 

expectations theory to explain the consumer under uncertainty. This theory is to equalize the 

marginal utility in period t with the expected marginal utility in period t+1. Thus, the 

modified rule for utility maximization is given as     tt CMUCMUE 1 , this implies that 

the reliable utility (U) depends on the total consumption. So, the rule of utility maximization 

will be written as:     CtCtE 1         (13)  

However, the expected value of consumption   1CtE  is not observable; Robert Hall 

applied the theory of rational expectations to the theory of consumption. According to him, 

the observed consumption behavior can be written:  CtCt 1    (14)  

Where δ is expected consumption due to sudden or surprise rise is income. This theory states 

that there is uncertainty about future income, it may increase or decrease over time. When 

individuals get an unexpected rise in their income, their consumption also increases, and 

when income declines the consumption is reduced. This kind of change is unpredictable. 

Hence, the change in consumption in case of uncertainty is random (Dwivedi, 2010). 

Empirical Review  

Kudaisi (2013) investigated the determinants of domestic savings in West Africa using panel 

data collected from 1980-2006. The theoretical foundation for the study is a random walk 

Hypothesis, generalized ordinary squares, and fixed-effect model, used as econometric tools. 

The results showed that the dependency ratio, the interest rate is negative and insignificant on 

domestic savings. But the growth of GDP is positive and statistically insignificant. Moreover, 

the government budget surplus and inflation rate are found to be statistically significant and 

the development of the West Africa financial market has a positive effect on savings. The real 

interest rate and terms of trade have an insignificant impact.  

 

Lucky and Uzah (2016) examined factors that determine Nigerian capital formation. The 

objective was to test Jhingan’s propositions for sources of capital formation in Nigeria. Time 

series data were sourced from Central Bank of Nigeria (CBN) Statistical Bulletin. Nigerian 

Gross Fixed Capital Formation (GFCG/GDP) was modeled as the function of Broad Supply 

(M2/GDP), Credit to Private Sector (CPS/GDP), Gross National Savings (GNS/GDP), 

Commercial Banks Lending Rate, Exchange Rate (EXR), Inflation Rate (INFR), External 

Debt (EXTD/GDP), Public Expenditure (PEX/GDP), Government Revenue (GR/GDP), 

Terms of trade (TT/GDP) and Operating Surplus (OPS/GDP). Cointegration Test, 

Augmented Dickey Fuller Unit Root Test, Granger Causality Test and Vector Error 

Correction Model were used to test the dynamic relationship between the variables. Findings 

proved that M2/GDP, GNS/GDP, EXR, EXTD/GDP, TT/GDP have negative and 

insignificant effect on capital formation while CPS/GDP, LR, INFR, PEX/GDP, GR/GDP 

and OPS/GDP have positive and insignificant effect. The model summary revealed 86.0% 

explained variation and f-statistics 12.38458 probability of 0.000004. The study concludes 

that the variables have significant impact on Nigerian Gross Fixed Capital Formation and 

confirm the Jhingan’s proposition. It was recommended that the financial sector should be 

deepened, policies should be directed to discourage capital flight and government expenditure 

should be directed towards infrastructural development as against consumable goods to 

enhance capital formation in Nigeria 

Ahmad and Mahmood (2013) worked on macroeconomic determinants of domestic Savings 

in Pakistan. The co-integration using Autoregressive Distributed Lag Model (ARDL) bound 

testing approach for co-integration techniques to check the robustness for long-run 



International Journal of Advanced Academic Research | ISSN: 2488-9849 

Vol. 6, Issue 12 (December, 2020) | www.ijaar.org  

 

169 
 

relationship and error correction Mechanism. They found that per capita income inversely 

related to domestic savings rate, both in the long-run and as well in the short-run 

significantly. The exchange rate and inflation rate harm savings. Moreover, trade openness is 

positively associated with national savings in Pakistan.  

 

Ogbokor (2014) examined determinants of savings in Namibia through the use of co-

integration and error correction mechanisms for the period stretches from 1991 to 2012. Here, 

macroeconomic quarterly data sets were used. The results of the co-integration tests suggest 

that there is a long-run relationship between savings and the explanatory variables used in the 

study. Thus, inflation and income have a positive impact on savings, while the population 

growth rate has negative effects on savings. Further, deposit rate and financial deepening 

have no significant effect on savings. Finally, the need to achieve a higher rate of savings in 

Namibia implying income levels cannot be overstretched.  

 

Moussavou (2017) analyzed the determinants of the domestic savings in Congo-Brazzaville. 

The results obtained from the VECM show that in the long term, the terms of the exchange, 

the rate of inflation, the real interest rates, the gross domestic product per capita and the 

financial deepening moved of a period, explain the domestic savings. On one hand, terms of 

the exchange, per capita GDP, and the financial deepening moved of two periods, affect the 

domestic savings. On the other hand in the long-run, these results show that the terms of the 

exchange, the inflation rate, and the real interest rates influence the domestic savings in 

Congo-Brazzaville.  

 

Beshir (2017) used the co-integration and vector error correction model (VECM) to examine 

the factors affecting savings, real GDS, and the causal relationship between the Gross 

Domestic Savings (GDS) for Ethiopia of time series data. Results showed that gross domestic 

savings in Ethiopia are affected by age dependency ratio, real exchange rate, real interest rate, 

real gross domestic product, foreign capital inflow, and money supply both in the short and 

long run. The elasticity of the exchange rate concerning domestic savings is high and 

significant in the long run. This implied that continuous depreciation of the real exchange rate 

has a direct impact on domestic savings encouragement.  
 

Byiringiro & Yu (2017) analyzed the Responsiveness of National Savings to the Monetary 

Policy and Economic Growth Strategies in Rwanda, where they used Keynesian Economic 

Model, Johansen co-integration test, the Dynamic Error Correlation Model, and Vector 

autoregressive estimates, on the time series data collected (1980-2015). Findings revealed 

that economic growth strategies increase national savings, through Foreign Direct Investment 

as it is significant in the short and long run while the other two variables (Exports and 

Deposits Interest rate) are only significant in the long-run.  

 

Asghar and Nadeem (2016) examined both short-run and long-run causal relationship 

between national savings and its selected determinants in Pakistan for the period 1984-2014. 

Using the Johansen cointegration and Vector Error Correction Model (VECM), the results of 

the study indicate that foreign remittances, economic stability, and population have a positive 

impact on savings while government stability and income inequality affect negatively 

savings. Using the Toda Yamamoto Causality test the study indicates that there is 

bidirectional causality between income inequality and foreign remittances, income inequality 

and population size, government stability and population size, savings, and income 

inequality.  
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Ogren (2018) examined the determinants of the saving behavior in 15 OECD countries, using 

panel data from 1995-2016. The findings showed that factors such as uncertainty 

unemployment as precautionary savings and the intensity of fiscal policy are found to have a 

significant effect on the level of total household income. There are other determinants, like 

demographic factors which contribute less to the explanation of unemployment but not 

inflation of the level of saving.  

METHODOLOGY 

This study is designed to examine the effect of financial sector deepening on gross national 

savings in Nigeria financial market. The research design adopted in this study is the 

descriptive research method which is largely quasi-experimental. The data used in this study 

were collected from secondary sources. The instrument utilized for the collection of 

secondary data is documentation for Central Bank of Nigeria Statistical Bulletin. The study 

utilizes the secondary source because it provided a basis for purposeful and gives direction 

for research work. 

The main tool of analysis is the Ordinary Least Squares (OLS) using the multiple regression 

method for a period of 34 years, annual data covering 1987– 2020. Statistical evaluation of 

the global utility of the analytical model, so as to determine the reliability of the results 

obtained were carried out using the coefficient of correlation (r) of the regression, the 

coefficient of determination (r
2
), the student T-test and F-test. 

Model Specification  
GNS = f (PSC, MS, NCM, CMD, MMD, FMO)  (15) 

It is empirically stated as  

GNS = 0 PSC1  NCBMS 32  CMD4 MMD5 + FMO5 +µ  (16)  

Where  

GNS = Gross national savings as percent of gross domestic product 

PSC = Private sector credit as percent of gross domestic product  

MS       =     Broad money supply as percentage of as percent of gross domestic product 

NCB     = Number of commercial banks branches  

CMD   =  Capital market development as market capitalization to as percent of gross domestic 

product. 

MMD =  Money market development as value of money market transaction to gross domestic 

products  

FMO =  Financial market openness as value of foreign portfolio investment as percent of gross 

domestic product 

0   = Regression Intercept 

1   - 6             = Coefficient of the independent variables to the Dependent   

  variable 

µ  = Error term 

Estimation Methods  

Dickey-Fuller Test  
The common practice of including the time or trend variable in the regression model to data 

is valid only for stationary time series. When variables are non-stationary, it is most of the 

time alleviated by taking the first difference. This study used the Augmented Dickey-Fuller 

(ADF) test, which follows the same features as the Dickey-Fuller statistic, by adding the 

lagged value of the dependent variables (Gujarati & Porter, 2009). ADF test aims at checking 

for the presence of a unit root in a time series.  
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Johansen Cointegrating Test  
Two economic series are co-integrated if they have a long-run relationship or equilibrium 

relationship between them (Gujarati & Porter, 2009). Regarding the need to test for 

cointegration among the time series variables, two approaches can be used viz: Engle-

Granger approach which is useful in a simple model with two variables and Johansen’s co-

integration approach which is suitable for a multivariate series (Wakyereza, 2019). Since the 

Engle-Granger approach is a single-equation-model-based approach and our model uses more 

than two variables, the Johansen co-integration methodology becomes convenient to this 

study. 

Granger Causality for VECM  
VECM is a special case of the VAR model that uses applications that increase the possibility 

of measuring the interaction between variables known as Granger causality. The latter is used 

to determine the direction of causality the unidirectional, bidirectional relationship-or 

independence between variables. This model aims to decide whether the past value of 

independent variables, helps to predict the value of the explanatory variable. For instance, A 

granger causes B, otherwise, it can be called A non-granger causes (Ahmad, 2015). 

Vector Error Correction Model (VECM)  
The restricted VAR model with cointegration restrictions built into the specification that 

restricts the long-run behavior of the endogenous variables to converge to their cointegrating 

relationship by an ECT (Stock &Watson, 2011; Gujarati & Porter, 2006). By not considering 

the deterministic trend terms, the multivariate VECM can be written as follows: 




  
1

1 11 .......,1,
p

i ttti TtUEycYt        (17) 

The ECT is represented by 1,  EtytytYt , and 𝜑 is the speed of adjustment coefficient 

of the correction. The dependent variable is a function of its lag, function of the lagged values 

of the other regressor in the model, an error correction term, and a stochastic error (Stock and 

Watson, 2012).  

VECM is obtained VAR Model must be differenced which means that a lag is lost and the 

VECM will be estimated by (p–1) across the entire Model. Everything on the LHS up to the 

coefficient of the correction (𝜑) represents the short-run dynamics. The ECT (Et-1) is what 

contains the long-run information that is derived from the cointegrating relationship using 

OLS regression. The ECT is defined by the following equation: 111   ttt XaYE  . Where the 

long-run cointegrating relationship between x and y is shown by the parameters a and δ. The 

coefficient of the correction captures the speed at which the dependent variable converges to 

the long-run equilibrium after changes in the explanatory variables (Stock and Watson 2012). 

It is known as the speed of adjustment.  
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EMPIRICAL RESULTS AND DISCUSSION OF FINDINGS 

Table 1: Unit Root Test  
Variable  ADF Statistic  MacKinnon 

@ 1% 

MacKinnon 

@ 5% 

MacKinnon @ 

10% 

Prob. Order of Int Summary  Conclusion  

ADF @ Level  

GNS -0.406960 -3.646342 -2.954021 -2.615817 0.8966 1(0) Not stationary  Accept HO 

FMO -1.077410 -3.646342 -2.954021 -2.615817 0.2638 1(0) Not stationary  Accept HO 

CDM -1.352099 -3.670170 -2.963972 -2.621007 0.4274 1(0) Not stationary  Accept HO 

MMD -1.746020 -3.661661 -2.960411 -2.619160 0.3991 1(0) Not stationary  Accept HO 

MS -0.751179 -3.646342 -2.954021 -2.615817 0.8196 1(0) Not stationary  Accept HO 

NCB -2.524652 -3.646342 -2.954021 -2.615817 0.1190 1(0) Not stationary  Accept HO 

PSC -0.757446 -3.661661 -2.960411 -2.619160 0.8171 1(0) Not stationary  Accept HO 

ADF @ Difference  

GNS -6.985316 -3.661661 -2.960411 -2.619160  0.0000 1(I) Stationary  Reject HO 

FMO -9.212560 -3.679322 -2.967767 -2.622989  0.0000 1(I) Stationary  Reject HO 

CDM -6.208434 -3.653730 -2.957110 -2.617434  0.0000 1(I) Stationary  Reject HO 

MMD -9.239670 -3.661661 -2.960411 -2.619160 0.0000 1(I) Stationary  Reject HO 

MS -8.144964 -3.661661 -2.960411 -2.619160 0.0000 1(I) Stationary  Reject HO 

NCB -5.793704 -3.653730 -2.957110 -2.617434  0.0000 1(I) Stationary  Reject HO 

PSC -5.798816 -3.679322 -2.967767 -2.622989 0.0000 1(I) Stationary  Reject HO 

Source: Extract from E-view 9.0 (2021) 

ADF test sets a selection criterion that the null hypothesis of a unit root is rejected in favor of 

the stationary alternative in each case if the t-statistic is lesser than the critical value; also the 

p-value is less than the critical value of 5% (Chipote & Makhetha-Kosi, 2014). At first sight, 

the study opted for the ADF test to check the series and it is observed that the variables were 

non-stationary at levels. However, after the first difference, we found both the series to 

become stationary (table 1). Therefore, there is a possibility to investigate the existence of a 

long-run relationship among the variables by the use of Johansen cointegration testing 

procedures. 

 
Table 2: Unrestricted Cointegration Rank Test (Trace)    

Hypothesized  Trace 0.05     

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

None *  0.831770  155.7477  125.6154  0.0002    

At most 1 *  0.699664  98.71027  95.75366  0.0308    

At most 2*  0.518109  70.21898  69.81889  0.0487    

At most 3  0.422715  36.85779  47.85613  0.3543    

At most 4  0.293566  19.27637  29.79707  0.4732    

At most 5  0.224954  8.155539  15.49471  0.4489    

At most 6  2.79E-05  0.000894  3.841466  0.9769    

Unrestricted Cointegration Rank Test (Maximum Eigenvalue)    

Hypothesized  Max-Eigen 0.05     

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

None *  0.831770  57.03746  46.23142  0.0025    

At most 1*  0.699664  58.49129  40.07757  0.0346    

At most 2*  0.518109  43.36120  33.87687  0.0330    

At most 3  0.422715  17.58142  27.58434  0.5303    

At most 4  0.293566  11.12083  21.13162  0.6353    

At most 5  0.224954  8.154646  14.26460  0.3632    

At most 6  2.79E-05  0.000894  3.841466  0.9769    

Normalized cointegrating coefficients (standard error in parentheses)    

GNS FMO CMD MMD MS NCB PCS  

 1.000000  0.197291  0.305910 -0.081869 -0.050231 -0.000195 -1.093354  

  (0.02654)  (0.08034)  (0.11697)  (0.23773)  (0.00053)  (0.21356)  

Source: Extract from E-view 9.0 (2021) 

The results in table 2 of both trace and Trace tests revealed that there is two cointegrating 

equation. This suggests that there is a long-run relationship between the variables used in this 
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study. Evidence from the normalized cointegration model proved that financial market 

openness and capital market development have positive long effect on gross national savings 

while money market development, money supply, number of commercial banks branches and 

private sector credit have negative long run effect on gross national savings. 

Table 3: Pairwise Granger Causality Tests 
 Null Hypothesis: Obs F-Statistic Prob.  

 FMO does not Granger Cause GNS  32  0.67670 0.5167 

 GNS does not Granger Cause FMO  0.95258 0.3983 

 CMD does not Granger Cause GNS  32  10.8463 0.0003 

 GNS does not Granger Cause CMD  0.30429 0.7401 

 MMD does not Granger Cause GNS  32  1.27318 0.2962 

 GNS does not Granger Cause MMD  0.13001 0.8786 

 MS does not Granger Cause GNS  32  0.80433 0.4578 

 GNS does not Granger Cause MS  2.15663 0.1352 

 NCB does not Granger Cause GNS  32  0.13306 0.8760 

 GNS does not Granger Cause NCB  11.1142 0.0003 

 PCS does not Granger Cause GNS  32  0.56070 0.5773 

 GNS does not Granger Cause PCS  1.48840 0.2437 

Source: Extract from E-view 9.0 (2021) 

The results of the granger causality test are summarized as follows: 

There is no causal relationship between financial market openness and gross national savings; 

accept null hypothesis and there is no causal relationship between gross national savings and 

financial market openness; accept null hypothesis. There is causal relationship between 

capital market development and gross national savings; reject null hypothesis but there is no 

causal relationship between gross national savings and capital market development; accept 

null hypothesis. There is no causal relationship between money  market development and 

gross national savings; accept null hypothesis and no causal relationship between gross 

national savings and money market development; accept null hypothesis.There is no causal 

relationship between money  supply  and gross national savings; accept null hypothesis and 

no causal relationship between gross national savings and money supply; accept null 

hypothesis. There is no causal relationship between number of commercial banks branches  

and gross national savings; accept null hypothesis but  causal relationship between gross 

national savings and number of commercial banks branches; reject null hypothesis. There is 

no causal relationship between private sector credit and gross national savings; accept null 

hypothesis and no causal relationship between gross national savings and private sector 

credit; accept null hypothesis. 
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Table 4: Error Correction Model  
Variable Coefficient Std. Error t-Statistic Prob.   

C 0.472868 0.823747 0.574046 0.5711 

FMO -0.005278 0.006657 -0.792885 0.4353 

CMD 0.034005 0.021120 1.610072 0.1199 

MMD 0.132611 0.044302 2.993352 0.0061 

MS 0.138304 0.081462 1.697770 0.1020 

NCB -0.000556 0.000197 -2.827240 0.0091 

PCS 0.419834 0.073208 5.734806 0.0000 

ECM(-1) -0.614274 0.259735 -0.054954 0.9566 

R-squared 0.976883     Mean dependent var 8.027879 

Adjusted R-squared 0.970410     S.D. dependent var 3.412063 

S.E. of regression 0.586938     Akaike info criterion 1.979421 

Sum squared resid 8.612398     Schwarz criterion 2.342210 

Log likelihood -24.66044     Hannan-Quinn criter. 2.101488 

F-statistic 150.9191     Durbin-Watson stat 1.701281 

Prob(F-statistic) 0.000000    

Source: Extract from E-view 9.0 (2021) 

The results in Table 4 showed that the error correction terms carry negative signs. The speed 

of adjustment in the first equation is approximately 61.4 percent per period towards the long-

run equilibrium. This means that there is a high speed of adjustment of gross national savings 

which may reflect a high pressure on the variable in restoring to the equilibrium in the long 

run due to any shocks or disturbance (Chipote & Asrat, 2016).  The adjusted R
2
 shows that 97 

percent of variation on gross national savings can be traced to variation in financial sector 

deepening. The estimated model found that financial market openness and number of 

commercial banks branches have negative effect on gross national savings. The negative 

effect of the variables contradicts our-priori expectations and the objective financial sector 

reforms such as the deregulations of the financial sector in the structural adjustment 

programme. The findings also negative the objective of financial market internationalization 

to attract foreign investors. The findings contradict the findings of Lucky and Uzah (2016) on 

the factors that determine capital formation. Furthermore the study found that capital market 

development, money market development, money supply and credit to private sector have 

positive effect on Nigeria gross national savings. The positive effect of the variables confirms 

our a-priori expectations and the objectives of the financial market reforms such as the 

banking sector consolidations and recapitalizations. 

 

CONCLUSION AND RECOMMENDATIONS 

This study examined the effect of financial deepening on Nigeria gross national savings using 

time series data from 1987-2020.  From the findings, the study conclude that financial market 

openness have negative and no significant effect on gross national savings, number of 

commercial banks branches have positive  and significant effect on gross national savings. 

Money market development  have positive  and significant effect on gross national savings, 

private sector credit have positive and significant effect while money supply and capital 

market development have positive but no significant effect on gross national savings. The 

study makes the following recommendations: 

 

1. Policies should be advanced to enhance the operational efficiency of the financial 

market and there should be full deregulation of the money market rate to enable 

investors in the financial market have equitable return on investment. 
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2. Central Bank of Nigeria should ensure increase in the operational efficiency of the 

banking sector such as the re-introduction of the rural banking scheme to enhance 

deposit mobilization from the rural areas. 

3. There is need for expansionary monetary policy to enhance credit to the private sector 

of the economy, this will create employment and enhance national savings. 

4. The government should transform the financial sector of the country and regulatory 

obstacles should be removed and policies that encourage savings should be put in 

place in the financial market and create favorable condition in order to mobilize 

domestic savings from the small depositors. 
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