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Abstract  

This paper examines the relationship between private sector credit, interest rate 

spread and Economic growth in Nigeria. The study utilized secondary data 

sourced from the Central Bank of Nigeria statistical bulletin and annual report 

for a period of forty seven (47) years (1970-2017). The conventional unit root 

test based on ADF revealed that variables have unit root at level and become 

stationary after taking their first difference and they are concluded to be 

integrated of order one I(1).  Regression analysis indicates that private sector 

credit is positively related to Economic growth and domestic private investment 

and negatively related to interest rate spread, while Johansen cointegration 

analysis revealed the existence of a long run relationship between private sector 

credit, interest rate spread and economic growth. Granger causality analysis 

revealed the presence of one way causation between private sector credit and 

economic growth (though at 10% level of significance) and another one way 

causation was found to be stemming from private sector to interest rate spread 

which is also at 10% level of significance. The study recommends for policies 

that will strengthen the impact of private sector credit on economic growth, this 

includes the making available of credit to the producers of output domestically 

rather than the extension of credit to the high and risky ventures such as the 

importation of final products which appears to have a high return. Government 

should also adopt a flexible interest rate that will attract investor and reduce 

the wide margin between borrowing and lending rates. There is also the need 

for the formulation of policies that will reduce the transfer of borrowing and 
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credit costs on borrowers alone which discourages borrowing for investment 

purposes. Deposit money banks and regulatory agencies should intensify their 

supervision on investment in the specific venture that attract loan from their 

institutions and  to ensure that the credit that was granted for investment is truly 

utilized for that purpose which will augment causation of investment on 

economic growth in Nigeria.        

   

Keywords: Private Sector Credit, Interest Rate Spread, Economic Growth, 

Cointegration, Causality.  

 

Introduction 

The role of private sector credit in achieving economic growth has been widely 

acknowledge in the financial economics literature in recent years, the specific 

argument on credit and growth nexus is based on the critical role of financial 

institutions in facilitating technological innovation which financial institutions 

perform through the process of financial intermediation and by making credit 

in the form of loan readily available for borrowers with investment potentials 

and can put this financial resources to the most productive use which reflects 

the Schumpeterian postulations on finance and economic growth relationship. 

This relationship has been subjected to empirical verification at both country 

specific and panel scopes. For example Gregorio and Guidotti (1995) 

emphasizes on the roles of financial institutions not only in allocating capital to 

the most productive use but also in efficient management of the financial 

resources, while Greist, Kraft and Mierriks (2009) viewed this relationship from 

the point of providing effective supply of financial resources through credits, 

loans and advances which induces physical and human capital accumulation 

that has direct impact on economic growth. Other studies supporting this 

argument includes; Edral and Okan (2007), Oriavwote and Eshanake (2014), 

Sosback and Piea (2014), these studies supports the existence of a strong link 

between private sector credit and economic growth. It is important to note that 

private sector credit has been a strong variable proxy for financial development 

in most of the recent studies on finance and economic growth relationship, this 

is based on the notion that the role of financial intermediaries revolves around 

the supply of investible funds to individual and institutional investors as 

Nnanna, et-al (2004) and Adeniyi (2006) argued that the scarcity of medium 
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and long term finances is the major obstacle to higher investment and output in 

both developed and developing economies. 

Although, the availability of private sector credit has been identified as a strong 

factor in the growth process, the cost of financial intermediation is theoretically 

pointed as the driving force for accessing and effectively utilizing financial 

resources which have raised a serious concern among real sector operators in 

Nigeria (see Haruna, 2012). The divides existing between the theories of 

financial intermediation and the theories of interest rates is that while the former 

is build on the roles of mobilizing savings, provision of liquidity and payment 

services which facilitates the acts of financial intermediation as a fulcrum for 

the implementation of monetary policies, the later effect the amount of credit to 

be extended to the real sector, as lower interest rate structures is proved to have 

positive effects on investment and output while increase in interest rate as the 

cost of borrowing has an adverse effect on private sector credit as it decreases 

the demand for credit by the real sector (see Branck, Cooper and Moxey, 2016). 

The controversy emanating from the connections between private sector credit, 

interest rate spread and economic growth is that while lower interest rate 

reduces the cost of borrowing and stimulates investment and growth, higher 

interest rates lead to financial disintermediation and discourage borrowing for 

investment which inturn has adverse effect on economic growth.  

A number of empirical studies were conducted on this relationship, for example, 

Aliero, Abdullahi and Adamu (2013) examine the relationship between credit 

to private sector and economic growth in Nigeria, while  Nwaru and Okorontah 

(2014) investigates the significance of bank credit on economic growth within 

the Nigerian economy. Other recent studies on this relationship includes; 

Mushtaq (2016), Nwanne and Nwambeke (2017) and Odufuye (2017).  

Studies on the impact of interest rate on economic growth includes; Obamuyi 

(2009) in a study on the relationship between interest rate and economic growth, 

other studies on this nexus includes; Maiga (2017) and Akinwale (2018). These 

studies focused mainly on either the relationship between private sector credit 

and economic growth or on the connections between interest rates and economic 

growth in both pre and post interest rate reforms and liberalizations while this 

relationship has been empirically proved to be an indirect one. Other limitations 

posed by previous studies is their heavy reliance on cross sectional data which 

suffers the problems of heterogeneity among cross sections that are of different 

stages of financial and economic development stages. It is against this back drop 
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that this present study intends to examine the specific relationship between 

private sector credit, interest rate spread and economic growth in Nigeria. The 

reminder of this paper is structured in six sections including this introduction, 

section two presents the theoretical framework, section three present literature 

reviews, to be followed by methodology, section five presents data analysis and 

discussion of findings and section six concludes the paper  

 

Theoretical Framework 

The classical of interest which is popularly known as the demand and supply 

theory of savings which presumed interest rate to be determined by the forces 

of demand and supply of investment capital and which hold that demand for 

investment capital is determined by its expected productivity while the supply 

of investment capital is determined by time preference. The argument of this 

theory is that while savings depend on interest rate, investment on the other 

hand depends on the productivity of capital which is subject to the laws of 

variable proportion. However, propensity of savings and consumption within 

an economy demonstrate the applicability or otherwise of this theory and its 

postulations of savings depending  on interest rate  is limited as argued by 

Jinghan (2001) that people that have higher Marginal Propensity to save (MPS) 

tend to save a high proportion of their income even at zero interest. 

Improvement on the classical theory of interest is the loanable fund theory 

which includes not only private investment but also includes bonds which 

finances government deficits. Unlike the classical theory of interest, this theory 

presumed that interest rate is determined by the forces of demand and supply in 

the credit market, this implies that the equilibrium of demand and supply of 

loanable funds determine interest rate, though this according to the theory is 

dependent upon the people’s desire to save their financial resources, investment 

motive, the supply of money and the desire to hoard money. Moreso, Rational 

expectation theory holds that variations in interest rate which results to interest 

rate spread is caused by anticipated changes in economic factors as Irungu 

(2013) posits that expectation of rise in interest rate discourages borrowing 

while the anticipation of fall in interest rate increases the willingness of 

investors to borrow. 

The theoretical framework adopted for this study is the neoclassical theory of 

growth with specific interest in the Schumpeter (1934) and McKinnon (1973) 

which holds that distortions within the financial market and fluctuations in the 
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prices of financial costs, prices and interest rate have an adverse effect on 

Economic growth. This model was build on the basis of the negative effects of 

distortions that discourages investment and reduces growth, despite the positive 

relationship between investment and economic growth that was theoretically 

established. One of the Theoretical studies lending to this connection is 

Gregorio and Guidotti (2005) which theorized that low interest rate cause 

financial disintermediation and slower economic growth, though it holds that 

investment is the major link between private sector credit, interest rate and 

economic growth.                

 

Literature review  

A number of empirical studies were conducted on the relationship between 

private sector credit and Economic growth at both country specific and panel 

scopes, for example; Nuno (2012) investigates the impact of bank lending 

activities on economic growth in twenty-seven (27) European Union (EU) 

member countries for a period of ten (10) years, the result of panel analysis 

based on system GMM revealed a negative impact of bank credit to private 

sector and inflation on economic growth, though savings is reported to have a 

positive and statistically significant impact on economic growth in the twenty-

seven countries studied. 

Aliero, Abdullahi and Adamu (2013) examine the relationship between private 

sector credit and economic growth in Nigeria for thirty-seven (37) years from 

1974 to 2010. Results from Autorregressive Distributed Lag (ARDL) bound test 

to cointegration revealed the existence of a significant long-run relationship 

between private sector credit and economic growth in Nigeria. Furthermore, the 

study found no causal relationship between the variables of interest (private 

sector credit and Economic growth). Although the study is designed on a bi-

variate frame-work which could suffer from omitted variable bias, their results 

suggest the prevalence of the independent Schumpeterian hypothesis. 

In a related development, Nwaru and Okorontah (2014) adopted the 

conventional cointegration test based on Johansen and Pairwise granger 

causality test to investigate the significance of bank credit in stimulating 

economic growth and output in Nigeria for the period 1985-2010, findings from 

this study indicates that bank credit constitute a strong source of liquidity to 

both commerce and industries and that private sector credit causes economic 
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growth. Though, increase in the volume of bank credit in recent years is reported 

to have no significant impact on output. 

Covering larger sample period, Mushtaq (2016) investigates the impact of bank 

deposit and bank credit to private sector on economic growth in Pakistan for 

forty-six (46) years (1961-2015) result of cointegration and causality test 

revealed that there is no cointegration and no causal relationship between bank 

deposit and economic growth in Pakistan, but private sector credit exhibit both 

short run and long run causation which runs from economic growth to private 

sector credit which indicates the presence of demand following hypothesis.   

Odufuye (2017) examines the impact of bank credit on the Nigerian economy 

using both commercial credit to small and medium enterprises and private 

sector credit for twenty-three (1992-2015), this study reported an insignificant 

impact of commercial bank credit, private sector credit and money supply on 

economic growth. However, the methodological gap posed by this study is that 

no diagnostic test to satisfy the stationarity of series and this could render the 

finding to be a spurious one. While Akinwale (2018) examines the nexus 

between bank lending and economic growth with the specific interest in 

ascertaining the presence or otherwise of the Greenwood and Jovanovic 

hypothesis on the Nigerian economy between the periods (1980-2016), results 

from the dynamic OLS, regression based on Greenwood & Jovanovic and 

Johansen Cointegration revealed an inverse relationship between bank lending 

rate and economic growth as the result indicates that increase in bank lending 

reduces economic growth.         

The connections of interest rate and economic growth was examined by a 

number of empirical studies, for Example, Obamuyi (2009) investigates the 

relationship between interest rate and economic growth in Nigeria, analysis in 

this study was made based on cointegration and error correction mechanism. 

This study reported the existence of a unique long run relationship between 

lending rate and economic growth, it further revealed that there is no significant 

association between the behavior of interest rate and economic growth in 

Nigeria. 

A more recent study on the relationship between interest rate and economic 

growth in Nigeria is conducted by Maiga (2017) in an attempt to examine the 

effects of investment and interest rate on economic growth in Nigeria, adopting 

OLS based on the classical linear regression model result for this study posits 
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that interest rate has a significant on economic growth such that a 5% variation 

in economic growth is caused by a unit change in interest rate. 

The specific relationship between private sector credit as an indicator of 

financial development and interest rate spread on economic growth has been 

empirically verified and yield various outcomes, to begin with Haruna (2012) 

in an attempt to identify the effects of increase in intermediation cost which are 

hidden as costs and commissions on economic performance in Nigeria. Result 

from this study indicates that depositor and borrowers of credit to and from 

commercial banks have not benefitted interest rate spread though with a 

significant positive impact on economic performance. 

Abubakar and Gani (2013) also examine the relationship between financial 

development indicators and economic growth in Nigeria for forty (40) years 

(1970-2010) results of the cointegration test conducted based on Johansen & 

Juselius and vector error correction mechanism indicates that private sector 

credit, interest rate spread and government expenditure have negative and 

statistically significant influence of on economic growth which according to 

these authors is attributed to the high interest rate which are crowding out 

investment and growth.         

To investigate the effects of interest rate spread on economic growth in 

Botswana, Nanjunga, Ntsosa & Motlaleng (2016) uses Pooled Least Squares 

and Effects test on a combination of time-series and cross-sectional analysis for 

ten (10) years (2004-2014), findings from this study revealed that financial 

intermediation, bank concentration and economic growth exhibit a positive and 

statistically significant association with interest rate spread in Botswana. 

However, this finding is in line with what Ogunbiyi and Ihejirika (2014) 

reported in their studies on the effects of changes in interest rate and the 

profitability of deposit money banks in Nigeria within 13 years (1999-2012) in 

which it is reported that there is a positive and statistically significant 

relationship between net interest margin and profitability of deposit money 

banks in Nigeria. 

In a related development, Saushini and Sheefeni (2016) examine the effects of 

interest rate spread on economic growth in Namibia for the period 1991-2013, 

results from the cointegration test, generalized impulse response function and 

variance decomposition analysis indicates that there is no cointegration between 

interest rate spread and economic growth, though the result of impulse response 

function exhibits a temporary effect of shock among the variables of interest 
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(Interest rate and economic growth) the overall findings of this study suggest 

only a short run effect of interest rate spread on economic growth in Namibia.         

 

Sources of Data and Measurement 

Data for this study were sourced from the Central Bank of Nigeria statistical 

bulletin, annual report of the Central Bank of Nigeria and from the publications 

of the National Bureau of Statistics. The data covered a period of forty seven 

(47) years (1970-2017). The variables  measured includes: Real GDP per Capita 

in U.S Dollar based on the 2000 constant price as a proxy for economic growth 

which stands as the dependent variable, and independent variables of this study 

are; Private Sector Credit Ratio of GDP, the difference between lending and 

deposit rates plus the as a ratio of the cost of financial intermediation represent 

the interest rate spread and, Lastly, domestic privates investment ratio of GDP 

which based on theoretical propositions connect private sector credit, interest 

rate spread and economic growth is included and to avoid possible omission of 

a relevant variable and in line with the theoretical and empirical considerations.   

 

Methodology 

Based on the theoretical framework for this study and previous studies reviewed 

the following model is specified: 

 

RGDPt = βo+β1CPSt +β2IRSt+β3INVt + μt . . . . . . . . . . . . . . . . . . . . . . . . . . . (1) 

 

Where RGDP is Real Gross domestic product, βo is the Constant parameter, 

CPSt  is the volume of Private Sector Credit,β1 β2 and β3   Vector coefficients of 

the explanatory variables and μt is the Stochastic disturbance term. 

If the series variables become stationary and a bi-directional relationship is 

expected as suggested by the literature, the following Multivariate Vector 

Autoregressive (VAR) model is used: 

 

RGDPt = β0+β1RGDPt-1+β2CPSt-1+β3IRSt-1+β4INVt-1 + μt1  ...........................(2) 

 

CPSt = α0+α1CPSt-1+α2RGDPt-1+ α3IRSt-1+α4INVt-1+μt2 …….………………..(3)  

 

IRSt=ȡ0+ȡ1IRSt-1+ ȡ2RGDPt-1+ ȡ3CPSt-1+ȡ4INVt-1+µt3 …..……………………(4) 

 

INVt=ȵo+ȵ1INVt-1+ȵ2RGDPt-1+ȵ3CPSt-1+ȵ4IRSt-1+ µt4 …………………….(5) 
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Where RGDPt  is the Dependent Variable Real Gross Domestic Product,  while 

CPSt , IRSt ,and INVt are explanatory variables.  β0, α0, ȡ0, and ȵo  the Constant 

Parameters in equation (2), (3), (4) and (5) respectively, βs, αs, ȡs and ȵs is the  

Coefficient of the lag values of the explanatory variables . RGDPt-1, is the lag 

values of the dependent variable Real gross domestic product, while CPSt-1 , 

IRSt-1, and INVt-1 are the lag values of the explanatory variables and µs are the 

stochastic disturbance term. 

 

Method of data analysis 

The study has investigated the relationship between private sector credit, net 

interest margin and economic growth in Nigeria. It, therefore, implored the use 

of unit root test to satisfy the stationarity properties of time-series econometrics, 

Augmented Dickey-Fuller (ADF-GLS) unit root test, running multiple 

regressions to ascertain the joint influence of the independent variables on the 

dependent variable, cointegration based on Johansen framework and Granger 

Causality tests. 

 

Approach to unit root 

The stationarity property of a time series data can be examined by conducting 

unit root test in order to ascertain the stationarity or otherwise of the series 

variables. This entails the use of Phillips-Perron (PP) unit root, Dickey-Fuller, 

Augmented Dickey-Fuller (ADF) unit root tests. However, conducting either of 

these test require running Ordinary Least Squares (OLS) regression by running 

level variables on their Lag values (Gujarati and Sanjeetha, 2007).  

Consider a variable y that has a unit root represented by a first order 

Autoregressive AR (1): 

 

yt = ρyt-1 + μt . . .  . .  .  . . .  . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (6) 

 

where yt  is the GDP at time t, μt  is white noise error term assumed to be 

independently and identically distributed with zero mean and constant variance 

and also assumed to be serially uncorrolated. If the absolute value of the 

coefficient ρ is less than 1 (|ρ| < 1), then yt is stationary. If on the other hand, 

the absolute values of the coefficient ρ is statistically equal to or greater than 1 

(|ρ| ≥ 1) then yt is non stationary and unit root exists (Gujarati, 2005).          
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To make variables of this study stationary, the following Augmented Dickey-

Fuller (ADF) unit root model is adopted: 

 

∆yt = β0 + β1yt-1 + α1∑∆yt-1 +μt . . . . .  . .  .  .  .  . .  .  .  . .  .  . . . . . . .  . . . . . . (5) 

 

Where ∆yt is the Differenced value of a given time series variable,β0 is the 

Constant parameter β1 is the  Coefficient of the first lag value of the series 

variable, yt-1 is the First Lag value of a series variable,α1 is the  Coefficient of 

the lag values of the differenced time series variable, ∆yt-1 is the Lag values of 

the differenced series variable and, μt  is the Error term 

 

Causality Test 

The direction of causality between private sector credit and economic growth 

will be examined using the following Unrestricted VAR system of equations: 

 

LRGDPt = α0+∑α1LRGDPt-1+∑α2 LGDPt-1+∑δ1 LCPSt-1+∑δ2 LCPSt-1 +∑δ1 

LIRSt-1 +∑δ2 LIRSt-1 +∑δ1 LINVt-1 +∑δ2 LINVt-1  μt11  . . . . . .. . .. . . . . . . . . ..   (6) 

 

LCPSt = β0 + ∑β1LPSCt-1 + ∑β2LPSCt-1 + ∑λ1LGDPt-1 + ∑λ2LGDPt-1+∑δ2 IRSt-

1 +∑δ2 IRSt-1 +∑δ2 LINVt-1+∑δ2 LINVt-1+μt21 . . . . . . . . . . . . . . . . . . .. . . . .  .(7)  

 

LIRSt= ȡ0 + ∑ȡ1LIRSt-1 + ∑ȡ2LIRSt-1 + ∑λ1LGDPt-1 + ∑λ2LGDPt-1+∑δ2 LCPSt-

1 +∑δ2 LCPSt-1 +∑δ2 LINVt-1+∑δ2 LINVt-1+μt31…….…….. . . . . . . . . . . . . . .. .(8) 

 

LINVt =β0 + ∑β1LINVt-1 + ∑β2LINVt-1 + ∑λ1LGDPt-1 + ∑λ2LGDPt-1+∑δ2 

LCPSt-1 +∑δ2 CPSt-1 +∑δ2 LIRSt-1+∑δ2 LIRSt-1+μt41……. . . . . . . . . . . . . . . . (9) 

 

Empirical results and discussions 

This section presents estimation and discussion of results obtained from 

estimations, begins with the conventional unit root test.   

 

Unit-root test 

To satisfy the stationarity property of series variable, unit root test based on 

ADF was conducted. The Result of the ADF Unit-root test is presented in table 

1 below: 

 



`SSAAR (JMSE); Journal of  June, 2021 

Management Science and Entrepreneurship  

184 | P a g e  
 

Editions 

Table 1:  

Variables Level Values At First 

Difference 

Conclusion 

GDP -7.7156 -5.2248*** I(1) 

CPS -5.7507* -7.1210*** 1(1) 

IRS 12.9548 10.1617*** 1(1) 

INV -7.2440 -8.9799*** 1(1) 

Source: Authors’ Computation Using E-Views 9 

***, **, * denotes Significance at 1%, 5% and 10% respectively  

 

Multiple Regression Result 

The result of the dynamic influence of the explanatory variables on the 

dependent variable is presented in table 2 below: 

 

Table 2: multiple regression result (GDP as the dependent Variable) 

Variables Coefficient Std Error t-Statistics P. Values 

CPS 1.30E+10 3.35E+09 3.896633*** 0.0005 

IRS -6.74E+10 1.06E+10 6.377517*** 0.0000 

INV 8.74E+09 1.73E+09 -5.036977*** 0.0000 

Source: Authors’ Computation Using E-Views 9 

R2=0.567036, Adjusted R2 =0.538171,  Durbin-Watson stat=1.239696 

 

Results from the multiple regression analysis indicate that private sector credit 

is positively related to Economic growth and domestic private investment and 

negatively related to interest rate spread. The result further indicates that 56% 

of the variations in Economic growth are jointly caused by the private sector 

credit, interest rate spread and domestic private investment as shown by the 

value of the computed R2. 

 

Johanson Cointegration  

Result of the Johansen cointegration is presented in table 3 below: 

Table 3 

Trace 

Statistics 

0.05 Critical 

Value 

Hypothesized No. of 

CEs 

P. Values 

58.68188  47.85613 None * 0.0035 
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33.07480  29.79707 At most 1 * 0.0202 

15.95899 15.49471 At most 2 *  0.0025 

0.103010 3.841466 At most 3  0.7482 

Max Eigen 

Value 

0.05 Critical 

Value 

Hypothesized No. of 

CEs 

P. Values 

25.60707 27.58434 None *  0.0076 

17.11581 21.13162 At most 1 * 0.1666 

 15.85598 14.26460 At most 2 * 0.0078 

0.103010 3.841466 At most 3 0.7482 

Source: Authors’ Computation Using E-Views 9 

***, **, * denotes Significance at 1%, 5% and 10% respectively  

Result from Johansen cointegration indicates at least two (2) integrating 

equation based on trace statistics and Max-Eigen Value at 5% level of 

significance.  

 

Granger Causality 

Table 4 presents the result of Granger causality test on the relationship between 

privates sector credit, interest rate margin and economic growth in Nigeria  

 

Table 4 

Null Hypothesis Observation F-Statistics P-Values 

CPS does not Granger Cause GDP 

GDP does not Granger Cause CPS 

31 3.72387* 

3.72387 

0.0078 

0.0378 

IRS does not Granger Cause GDP 

IRS does not Granger Cause GDP 

31 0.27758 

1.64482 

0.7598 

0.2125 

INV does not Granger Cause GDP 

GDP does not Granger Cause IRS 

31 0.37861 

0.85871 

0.6885 

0.4354 

 IRS does not Granger Cause CPS 

CPS does not Granger Cause IRS 

31 0.58903 

6.10293* 

0.5621 

0.0067 

INV does not Granger Cause CPS 

CPS does not Granger Cause INV 

31 0.36893 

1.79014 

0.6950 

0.1869 

INV does not Granger Cause IRS 

IRS does not Granger Cause INV 

31 0.05326 

0.18524 

0.9482 

0.8320 

Source: Authors’ Computation Using E-Views 9 

***, **, * denotes Significance at 1%, 5% and 10% respectively   
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Result from causality test conducted based on the granger framework indicates 

a one way causation running from private sector credit to economic growth and 

another one way causation running from private sector credit to interest rate 

spread. 

 

Discussion of findings 

This study investigates the relationship between private sector credit, interest 

rate spread and economic growth in Nigeria for the period 1985 to 2017. First 

to satisfy the requirement of time-series analysis, the conventional unit root test 

based on ADF was conducted, results from unit root test revealed that variables 

have unit root at level. However, these variables become stationary after taking 

their first difference and they are concluded to be integrated of order one I(1). 

To ascertain the magnitude of the influence of private sector credit, interest rate 

spread and Economic growth in Nigeria, regressions analysis conducted reveled 

a positive relationship between private sector credit and economic growth and 

which is in line with the findings of Nanjunga, Ntsosa & Motlaleng (2016), 

interest rate spread is found to be negatively related to Economic growth which 

is in line with the theoretical framework and in support of the findings of Maiga 

(2017). Investment is also found to be positively related to economic growth 

which is also in line with the findings of   Nwaru and Okorontah (2014).  It also 

discovered from the empirical estimations that 56% of the variations in 

Economic growth are jointly caused by private sector credit, interest rate spread 

and investment.  This is however adjusted to 53% after taking care of possible 

estimation errors as shown by the adjusted R2 value. Results from the Johansen 

cointegration analysis revealed the existence of a long run relationship between 

economic growth and explanatory variables which implies that these variables 

move on the same direction in the long-run. Granger causality analysis 

conducted revealed the presence of one way causation between private sector 

credit and economic growth (though at 10% level of significance) and another 

one way causation was found to be stemming from private sector to economic 

growth which is also at 10% level of significance.      

 

Conclusions and Recommendations  

This study concludes that there is a positive and statistically significant 

relationship between, private sector credit and economic growth in Nigeria, and 
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that the relationship between interest rate spread and economic growth is a 

negative and statistically significant one, and lastly, investment is positive 

related to economic growth in Nigeria. The study also revealed   causality 

running from private sector credit to economic growth and also running from 

private sector credit to interest rate spread in Nigeria. In line with the findings 

of this study, policies that will strengthen the impact of private sector credit on 

economic growth should be put in place, this includes the making available of 

credit to the producers of output domestically rather than the extension of credit 

to the high and risky ventures such as the importation of final products which 

appears to have a high return. Government should also adopt a flexible interest 

rate that will attract investor and reduce the wide margin between borrowing 

and lending rates. There is also the need for the formulation of policies that will 

reduce the transfer of borrowing and credit costs on borrowers alone which 

discourages borrowing for investment purposes. Deposit money banks and 

regulatory agencies should intensify their supervision on investment in the 

specific venture that attract loan from their institutions to ensure that the credit 

that was granted for investment is truly utilized for that purpose this will 

augment causation of investment on economic growth in Nigeria.        
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