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Abstract 

The study examines the influence of Deposit Money Banks 

on Nigerian Economy from 2009-2018. To facilitate the 

study, a simple model was specified using the variables; 

gross domestic product (GDP) as our dependent variable, 

deposit money banks credit (DMBC), lending rate (LR) and 

financial deepening (FD) as independent variables. Data 

for the variables were collected from the Central Bank 

Statistical Bulletin and analyzed with the aid of Eview 8.0. 

Our result revealed that deposit money banks credit has a 

positive and significant influence on Nigerian economy. We 

therefore recommended among others that Greater efforts 

should be made to make available, short, medium and long 

term loans to productive investments like the manufacturing 

sector, agricultural sector and SMEs as they constitute an 

integral part of the growth and transformation process of 

an economy like that of Nigeria as this will induce 

employment and income of the various economic agent and 

a productive economy. 

 

Introduction 

Deposit Money banks’ have traditionally played an important role in financing various 

sectors of the economy especially in developing nations such as Nigeria. This is 

because banks are mainly involved in financial intermediation process.  

Financial intermediation is the process through which financial institutions transfer 

financial resources from surplus units of the economy to deficit units. However, for 

financial institutions to discharge this role effectively, they have to be developed in 

terms of liquidity, variety of financial assets and efficiency in credit allocation. Rajan 
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and Zingales (2002) concisely reasoned that a developed financial sector should reflect 

the ease with which entrepreneurs with sound projects can obtain financial resources 

and the confidence with which investors anticipate adequate returns. The system 

should also be able to gauge, subdivide, and spread difficult risks, letting them rest 

where they can best be borne and should be able to do all these at low cost. With this, 

more savings, investment and high productivity will be ensured and hence economic 

growth. 

Economic growth has been a major objective of successive Nigerian governments. 

During the colonial period, the focus was on the provision of physical infrastructure 

in the belief, in line with the prevailing economic ideas, that the facilities would induce 

the private investments that would produce the desired growth. After independence 

the government became more directly involved in promoting economic growth. The 

thinking this time was to nurture private entrepreneurs and mobilize needed domestic 

resources for investment in some preferred sectors. This brought banks and their 

intermediation function into prominence in the economic history of Nigeria. 

Deposit money banks have not performed satisfactorily in the area of capital projects 

and promotional activities to stimulate interests among their customers on new 

projects which the bank consider necessary and profitable. This can be attributed to 

the inadequate capital base, the high rate of interest charged on loans borrowed and 

high cost of building houses. New initiatives are therefore needed to tackle these 

problems. Consequently, the banking industry and in particular the commercial banks 

in Nigeria have failed to develop and impact positively on the economy as expected, 

even though commercial banking started in Nigeria over one hundred years ago. It is 

based on these facts that the study would focus on the influence of deposit money 

banks on the Nigerian economy.  

 

Objectives of the Study 

The objective of this study is to examine the influence of deposit money banks on the 

Nigeria economy. Specifically, the study is set to; 

1. Evaluate the influence of deposit money banks credit on Nigerian economy, 

2. Determine the influence of deposit money banks’ lending rate on Nigerian 

economy, 

3. Ascertain the influence of financial deepening on Nigerian economy. 

 

REVIEW OF RELATED LITERATURE 

Banks generally are among the most important financial institution that play essential 

role in economy of a community, country or society. They are engaged in some form 

of borrowing, in lending and some other financial obligations such as receiving 
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deposits irrespective of the payment of interest and the granting of money (loans) and 

acceptance of credit or the purchase of bills, cheque and securities. A Deposit Money 

Bank (DMB) is a privately owned bank that provides a wide range of financial services 

both to the general public and to firm. DMBs function in various dimensions in an 

economy which include: Acceptance of deposit from customers for safekeeping, 

lending to customers, provision of loans and overdraft, discounting bill of exchange. 

However, a bank's major operation is the acceptance of deposits and granting of loans 

to different kinds of customers. 

 

Functions of Deposit Money Banks 

Jensen and William (1976) explain that the principal economic functions performed 

by commercial banks are as follows:  

(i) To act as a financial intermediary between lenders and borrowers, by 

originating loans and performing the necessary monitoring of borrowers.  

(ii) To engage in valued asset transformation, i.e., from highly liquid deposit 

accounts to a portfolio of less liquid, generally larger denomination, riskier 

assets; and 

(iii) To play a central role in the economy’s payments system. These economic 

functions are carried out through the traditional banking activities of 

providing highly-liquid demand accounts, and aggregating those funds into 

larger, less liquid, risky loans,  

(iv) To act as both collection and paying agents for customers, participating in 

interbank clearing and settlement systems to collect, present, be presented 

with, and pay payment instruments.  

 

The Concept of Economic Growth 

The concept of economic growth is viewed as an increase in the net national product 

in a given period of time (Dewett, 2005). He went further to explain that economic 

growth is generally referred to as a quantitative change in economic variables, 

normally persisting over successive periods. Todaro and Smith (2006) defined 

economic growth as a steady process by which the productive capacity of the economy 

is increased over time to bring about rising levels of national output and income. 

Jhingan (2006) viewed economic growth as an increase in output. He explained further 

that it is related to a quantitative sustained increase in the country’s per capita income 

or output accompanied by expansion in its labour force, consumption, capital and 

volume of trade.  

The main characteristics of economic growth are high rate of growth of per capita 

income or output, high rate of productivity, high rate of structural transformation, 
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international flows of labour, goods and capital (Ochejele, 2007). Economic growth 

can also be measured in terms of Gross Domestic Product (GDP) and Human 

Development Index (HDI), which is an index that measures national growth based on 

measures of life expectancy at birth, education attainment, literacy and adjusted real 

per capita income. Looking at the above definition we can conclude that economic 

growth is when there is a sustained increase in the actual output of goods and services 

per head.   

 

Deposit Money Banks and Economic Growth 

The development of banking sector and growth of modern economies seems 

inseparable. Until the late seventh century, there had existed no modern banking 

institution anywhere   in   the   world, and   there   had no   modern developed economy. 

There are many factors which determine the level and interest rate of development of 

an economy. These include the natural resources endowment, supply of skilled labour 

and, of course, capital. Capital is critical factor required in the process of economic 

development. This includes real capital such as machineries and equipment and 

financial capital. The quantum of financial capital required before there could be any 

meaningful economic development also underscores the importance of banks. An 

individual’s savings are not usually large enough to procure all his needed resources 

for development. The saver may not also possess the ability and the initiative that 

investment calls for.  The banks therefore, aggregate the small savings of the 

individuals and hold these, away from the consumption, ready for investment. 

Consequently; investment in large physical projects is possible because qualified 

investors have access to the substantial stock of funds in temporary residence with the 

banks. This intermediation function of the banks facilitates development as it 

encourages savings and investments both of which are economically very rewarding. 

Banks also influence the quantum of purchasing power available for the investment 

and consumption expenditures. The banks do this through their power to expand or 

contract credit. By their policies, banks also affect (e.g. prices of the various financial 

claims) the direction of funds to alternative uses. The banks determine whether credit 

will be available for financing investment in agriculture, industry or consumption. 

How banks perform this role affects the pace and pattern of development in different 

sectors of the economy. Banks are very different from other financial intermediaries 

because of the “high degree of liquidity” of their demand deposits as well as their 

ability to “create” and “destroy” money. In a modern economy, the greater proportion 

of the money supply is deposit money created by commercial banks. Banks, as a group, 

therefore constitute the principal supplier of the medium of exchange. 
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Empirical Review 

 In order to examine the relationship that exists between deposit money banks and 

sustenance economy growth, previous studies have used several analytical approaches. 

These include cross country growth regression used by King & Levine (1993); panel 

techniques used by Rioja & Valev (2003) and time-series used by Demetriades & 

Hussein (1996). 

Several empirical studies have examined the impact of deposit money banks and 

economic growth of the Nigerian economy generally. For instance, Onuorah and 

Ozurumba (2013) examines the relationship between deposit money bank credit and 

economic growth in Nigeria The study used Secondary data from  banks credit on 

sectorial distribution such as production, General commerce, services and others were 

spread across the period 1980- 2011. Various statistical technique such as Diagnostic 

test, Unit root, co-integration Var model and Casuality test were used to test the 

stability function, stationary properties, variable relationship and casuality effect of 

the variable. The study also showed that all the  bank credit measures such as Total 

Production Bank Credits, Total General Commerce Bank Credits, Total Services Bank 

Credit, and Other Banks Credit did not granger cause GDP instead GDP exerted 

influencing factor on them. More so, short run relationship exited between bank credit 

measures and GDP as sustainable key player in the economy. 

Samson and Abass (2013) examine the role of banks deposit money in the growth of 

Nigerian economy. The study was based on time series 1974 to 2010. The co-

integration and error correction model and structural analysis were used, both ADF 

and PP was adopted in testing for the unit root. At the end of our analysis, they 

discovered that there exist a long-run relationship between the dependent variable 

GDP and commercial banks credit, interest rate, deposit liabilities of commercial. 

Yakubu and Affoi (2014) analyze the impact of the commercial banks credit on 

economic growth in Nigeria from 1992 to 2012. In order to examine the role of 

commercial bank credit to the economy, the commercial bank credit to the private 

sector of the economy is used to estimate its impact on Nigeria’s economic growth, 

which is proxy by gross domestic product. Using the ordinary least square it was found 

that the commercial bank credit has significant effect on the economic growth in 

Nigerian. 

Samsom and Tarila (2014) examined the role of deposit money bank’s intermediation 

role on economic growth and development in Nigeria. Using time series data from 

1973-2011, they found that credit allocation to production sector significantly promote 

economic activities. 

Olokoyo, Taiwo and Akinjare (2016) investigated the impact of deposit money banks 

activities on economic development in Nigeria. Employing simple percentage, one 



 

Page 463                                                               JMSE Vol. 20 (7) 2020 ISSN – 2370-9878 

 
 
 

sample test and ANOVA, their result revealed that deposit money banks activities have 

significant impact on economic development in Nigeria. 

Okereke and Kurotamunobaraomi (2016) investigated the impact of corruption in 

deposit money banks on the Nigerian economic growth. Using the ordinary least 

square regression analysis, they found that corruption (CORA) has no significant 

impact on economic growth in Nigeria. 

Ali, Jatau and Ashami (2016) analyzed the impact of the Deposit Money banks’ credit 

on investment in Nigeria. Time series data for thirty one year period 1981 to 2012 

were collated and analyzed through Ordinary Least Squares (OLS) regression 

technique. The empirical result shows that both total Deposit Money banks credit and 

Interest rate exert a positive and significant impact on investment in Nigeria.  

 

Theoretical Review 

The following theories relating to financial institutions will be discussed. 

Theory of Mobilization of Savings    

Mobilization of savings is one of the major functions of financial institutions. By 

mobilizing the savings of millions of savers in an economy and the channelling of 

same to the deficit spending units, the funds or capital needed for economic growth 

and development is enhanced.  Saint-Paul (1992) identified capital accumulation as a 

major determinant factor in the development process in relating the growth rate of an 

economic output to that of its capital stock. They pointed out the dual role of capital 

as creating productive capacity and effective demand.  In their model, capital stock 

(investment) was assumed to be equal to saving that is I= S. According to Harrod, who 

viewed an increase in capital stock as synonymous with investment, is a dependent 

factor of the rate of growth of income, which determines the level of savings. 

Financial Repression Hypothesis   

This theory is usually associated with the works of Cameron (1973), McKinnon (1973) 

and Shaw (1973), and holds that financial development would contribute most 

significantly to economic growth if the authorities were not to interfere in the 

operations of the financial institutions. Poor performance by banks and other financial 

institutions is thus often attributed to interest rate regulation, ceilings on deposit and 

loan rates and official guidelines pertaining to lending operations.  Such interference 

results in a low and often negative real rate of return on financial assets and therefore, 

in deficient savings being mobilized and channeled into investment projects (Agu, 

1988). The proponents of this hypothesis therefore advocate a positive real interest and 

financial liberalization. Free market forces would then ensure an optimal financial 

structure for development and eliminate the fragmentation of markets that is financial 

dualization and all the attendant distortions of the proper operation of the market 
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mechanism. According to the financial repression hypothesis, government legislation 

and policies may distort the operation of the market mechanism in determining the 

“prices” of financial resources.  As the major effects of such repression are limited 

savings because of interest ceilings, the hypothesis can be ultimately reduced to 

official interest rate policies.  It is however, recognized that other forms of financial 

repression might result from such other factors as portfolio regulation and oligopolistic 

financial markets (Galbis, 1982). The financial repression hypothesis also focuses 

attention on the level of interest rates on the savings instruments available to the public 

in relation to the rate of inflation.  If real rates of interest have been positive over a 

period of time, it may be said that there has been no financial repression, but financial 

deepening.    

 

Economic growth models   

The Neo-classical growth model   

Until recently, growth theorizing was dominated by the Solow model, which was first 

proposed as an alternative to the Harold-Domar model, which holds that various steady 

state rates of growth are all independent of the rate of savings, even though the levels 

of the variables are affected by savings.  Thus any increase in growth rates resulting 

from increased saving is only temporary, as under the framework; only through 

technological progress can continuous economic growth be achieved. Furthermore, 

Solow argued that exogenous technological improvement and capital accumulation 

drive economic growth. Based on his analysis of the American data from 1909 to 1949, 

he observed that 87.5% of growth of that period was attributable to technological 

change, and 12.5% to the increased use of capital. The result of the Solow growth 

model was that many came to believe that financial markets had only minor influence 

on the rate of investment in physical capital, and the changes in investment were 

viewed as having only minor effects on economic growth.    

Endogenous growth models   

The body of literature that challenged the assumptions of the Solow model came to be 

known as endogenous growth model. Though the initial arguments were on 

“convergence” that is the inability of the Solow model to explain the diversity of the 

observed growth rates across countries. Various studies have incorporated the role of 

financial markets in the endogenous growth model. In an endogenous model of 

growth, it has been argued that financial development can affect growth in three ways; 

namely raising the efficiency of financial intermediation, increasing the social 

marginal productivity of capital and influencing the private savings rate. This makes 

well-functioning financial markets at the core of endogenous technical progress 

because a well-functioning financial system increases the efficiency of the human 
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capital as well as the physical capital. Moreover, productive financial service improves 

and expands the scope of innovative activity. These have been confirmed by various 

studies. Levine (1997) stressed the informational role of financial intermediation in an 

endogenous growth model and argues that its role is crucially related to productivity 

growth of capital. In a related study, Bencivenga and Smith (1991) stressed that 

through its reduction of liquidity risks, efficient financial intermediation stimulates 

savers to hold their wealth increasingly in productive assets, contributing to productive 

investment and growth. Levine (1997) followed the same line of thought, but stressed 

the importance of stock markets in stimulating the financing of investment in less 

liquid investment projects, as well as the diversification of portfolio risk. In addition, 

he explicitly modelled a two-way relationship between financial markets and 

economic growth. Saint-Paul (1992) also emphasized the development of a well-

functioning stock market in stimulating economic growth, especially as it affects the 

sharing of risks of entrepreneurs. The endogenous growth model provides an 

understanding of the importance of financial development in economic growth; a point 

often obscured in the neoclassical growth models.    

 

METHODOLOGY 

The research design adopted for this study is the analytical/causal research design. 

This establishes relationship between the dependent variable and independent 

variables. Data from 2009-2018 were sourced from Central Bank of Nigeria (CBN) 

statistical bulletin. By virtue of the nature of this empirical study the descriptive 

statistics, correlation analysis and ordinary least square (OLS) regression method were 

used in our analysis. The statistical analysis package employed was the Eviews 8.0. 

 

Model Specification 

The model for this study is tailored after the model of Samson and Abass (2012) who 

investigated the impact depositing money in the bank has on the growth of Nigerian 

economy and subsequently modified. This functional relationship between the 

dependent variable and its associated independent variables can be expressed as 

follow: 

 GDP = F (DMBC, LR, FD) 

Putting the above relationship in a linear econometrics form, we have: 

GDPt + α0 + α1DMBC+ α2LR + α2FD + Et 

Where; 

GDP = Gross Domestic Product 

DMBC = Deposit Money Banks Credit 

LR= Lending Rate 
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FD = Financial Deepening (MS/GDP) 

 

Apriori Expectation 

The Gross Domestic Product (GDP) is expected to have a direct relationship with 

Deposit Money Banks Credit (DMBC) and Financial Deepening (FD), and an inverse 

relationship with Lending Rate (LR). 

 

PRESENTATION AND INTERPRETATION OF RESULT 

Descriptive Statistics  

The table below present a descriptive statistics of the time series data of the dependent 

and the independent variables. The essence of this is to indicate the level of disparity 

among the variables. 

Table1: Descriptive Statistics Result 

 GDP DMBC LR FD 

Mean  83983.70  16182.39  17.08700  19.92500 

Median  84568.09  16441.65  16.86000  19.65500 

Maximum  127762.6  22521.93  18.99000  21.31000 

Minimum  44285.56  9102.050  16.02000  18.24000 

Std. Dev  26417.79  5007.896  0.809788  1.071429 

Skewness  0.112122 -0.140433  1.249305  0.137283 

Kurtosis  2.029005  1.613043  4.205773  1.851244 

Jarque-Bera  0.413798  0.834389  3.207059  0.581261 

Probability  0.813102  0.658893  0.201185  0.747792 

Observations   10 10 10 10 

Source: Researcher computation 2019 

 

The table above shows the descriptive statistics of the variables used in the analysis. 

The table shows that from 2009-2018, the average deposit money banks credit 

(DMBC), lending rate (LR) and financial deepening (FD) variables were16182.39, 

17.09 and 19.93 respectively. These indicate that the variables exhibit significant 

variation in terms of magnitude, suggesting that estimation at levels may introduce 

some bias in the result. It is observed that the variables like gross domestic product, 

lending rate and financial deepening are positively skewed, meaning they have been 

rising overtime, while deposit money banks credit is negatively skewed which 

indicates that it has been falling within the period under study. The descriptive analysis 
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also revealed that the variables are not normally distributed as observed from the 

Jarque-Bera probability. 

 

Correlation Matrix  

In an attempt to explore the relationship between the dependent variable and the 

explanatory variables used in the study, we carried out a correlation analysis using the 

Spearman rank order correlation method. The correlation matrix is used to determine 

the direction and the strength of the relationship between the variables. The result is 

presented below. 

Table 2: Correlation Result 

 GDP DMBC LR FD 

GDP 1.00    

DMBC 0.98 1.00   

LR -0.34 -0.28 1.00  

FD 0.01 0.09 0.67 1.00 

 

The table above shows how the variables relate to one another in the sample period 

from 10 years from 2009-2018. The table reveals that the coefficient of correlation of 

the variable with respect to itself is 1.00. This indicates that there exists a perfect 

correlation between a variable with respect to itself. The result shows that there exists 

a positive relationship between gross domestic product (GDP) and deposit money 

banks credit (DMBC), and financial deepening (FD), with a coefficient of 0.98 and 

0.01, 0.10 respectively. These signify that the variables are moving together in the 

same direction and that strong relationship exist between gross domestic product and 

the explanatory variables. Lending rate (LR) on the other hand, had a negative 

relationship with gross domestic product as shown by its coefficient of -0.34. 

 

Regressions Analysis 

Variables Coefficient  T.Stat Prob. 

DMBC 5.16 10.65 0.00 

LR -506.47 -0.14 0.89 

FD -1530.04 -0.52 0.62 

R2 0.96            F.Stat  48.93          DW. Stat 1.18   Prob (F.Stat) 0.00 

 

An examination of the result reveals that about 96% systematic variations in Nigerian 

economy (GDP) in the long run is explained by the regressors as shown by the 

coefficient of determination (R2). The remaining 3% systematic variation is attributed 

to the error term (Et). 
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On the basis of the overall statistical significance of the model as shown by the 

probability of F-statistics, it was observed that the overall model was statistically 

significant and it passes the test at 5% level of significance. Thus, all the explanatory 

variables jointly have a significant influence on Nigerian economy. The existence of 

a significant relationship between the dependent variable and all the independent 

variables is therefore validated. 

On the basis of the individual statistical significance of the model as shown by the T-

statistics, the result shows that only deposit money banks credit (DMBC) hasa 

significant influence on Nigerian economy during the period under review. 

The result also reveals that deposit money banks credit and lending rate were rightly 

signed while financial deepening was wrongly signed. The coefficient of DMBC of 

5.16 indicates that a unit increase in DMBC will bring about 5.16 units increase in 

GDP. While the coefficients of LR and FD of -506.47 and -1530.04 indicate that a unit 

increase in LR and FD will lead to 506.47 units and 1530.04 units decreases in GDP 

respectively. 

The Dublin Watson Statistics of 1.18 indicates the presence of autocorrelation in the 

model. 

 

CONCLUSION AND RECOMMENDATIONS 

This study has investigated the influence of Deposit Money banks on Nigerian 

economy from 2009-2018. This has become necessary in the wake of unproductive 

nature of the Nigerian economy even after the availability of credit facilities to the 

private sector of the economy by the various Deposit Money Banks in Nigeria. To 

achieve this objective an econometric model was specified and estimated via the 

Ordinary Least Square (OLS) technique to ascertain the relationship between gross 

domestic product and the explanatory variables. The variables were subjected to 

descriptive statistics and correlation analysis. Regression analysis was performed to 

test the hypotheses of the study. The study found that the Deposit Money Bank’s credit 

has significant influence on Nigeria economy within the period under study. Based on 

the empirical findings of the research, the following recommendations are offered to 

enhance the rapid development of the Nigeria economy. 

1. Greater efforts should be made to make available, short, medium and long term 

loans to productive investments like the manufacturing sector, agricultural 

sector and SMEs as they constitute an integral part of the growth and 

transformation process of an economy like that of Nigeria as this will induce 

employment and income of the various economic agent and a productive 

economy.   
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2. Lending rate on credit facilities should be drastically reduced, Deposit Money 

banks should grant soft loan to private sector of the economy and also reduced 

stringent policies in supply of credit to productive sectors of the economy as 

this will make Deposit Money banks credit to have a robust effect on economic 

growth 

3. Central Bank of Nigeria (CBN) should ensure stability in money supply by 

putting in place policies that will help regulate the flow of money in the 

economy. 
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