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Abstract 

The importance of the financial system to economic development is not quite clear-
cut. Some researchers such as Hicks (1969) hold the view that the financial system plays a 
crucial role in the mobilization of capital for industrialization. On the other hand, there are 
those, who hold a contrary view. In the 1980s, several African governments embarked on 
structural adjustments programs in order to correct the disruptions in their economies. As 
Geo-Jaja and Mangum (2001) note, structural adjustment programs seldom delivered on 
their intended objectives. This paper evaluates the structural adjustment program in Nigeria 
with a view to finding out if it resulted in an enhanced level of financial development. 
Moreover, the relationship between financial development and economic growth during 
post-SAP period is examined using the Spearman rank correlation. The expected outcome 
of the structural adjustment program in Nigeria was marred by policy reversals of 
government. This is a possible reason for the poor performance of the financial sector of 
the economy. Therefore, financial development and economic growth have no consistent 
relationship in post-SAP Nigeria. 
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1.  Introduction 
In the 1980s, several African economies including Nigeria witnessed serious economic disruptions 
which resulted in collapsed currencies and external debt repayment problems. This environment sent 
these troubled countries to seek help from international organizations who required economic reforms 
as a precondition for financial help (Geo-Jaja and Mangum, 2001). The adoption of structural 
adjustment was a part of the broader attempt to reduce the direct control of the economy by regulatory 
authorities. As Bandiera et al. (1999), note that the wave of liberalization in many developing countries 
in the 1980s was characterized by more attention given to market forces in allocating credit through 
freely determined interest rates. Prior to this period, many of the economies relied on the government 
as a source of discipline for economic agents. However, Demetriades and Luintel (1997) argue that any 
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interference in the financial market through credit rationing thwarts economic development with 
adverse consequences on the volume and productivity of investment. 

Another issue that is closely related to market control is tampering with the market mechanism 
through rent-seeking behavior. The issue of rent-seeking behavior is prevalent in many market-oriented 
economies where governments impose restrictions on economic activities. In a rent-seeking situation, 
economic agents are willing to put efforts into securing monopolies or manipulate the machinery of 
government to impose restrictions on market activities for their benefits. According to Claessens and 
Klingebiel (2001), this behavior absorbs huge resources and lead to sub-optimal wealth redistribution. 
Moreover, rent-seeking behavior imposes costs on the society. 

The importance of the financial system to economic development is not quite clear-cut. Some 
researchers such as Hicks (1969) hold the view that the financial system plays a crucial role in the 
mobilization of capital for industrialization. On the other hand, there are those, who hold a contrary 
view. For example, Robinson (1952) argues that economic development creates demand for certain 
financial instruments. The financial system only responds to the demand created as a result of 
economic development. 

The general view is that liberalization is ideal for an economy. Honohan (2000), argues that the 
process of financial liberalization is expected to increase the variability of interest rates with its 
associated distributional consequences. The overall effect is to induce competition within the financial 
services industry. However, the experience of several countries in the 1980s and 1990s indicate 
otherwise. As reported by Caprio and Kliengebiel (1995), many banking systems witnessed problems 
subsequent to liberalization. For example, Chile experienced some banking problems right after the 
financial sector was deregulated. This is evidence that the benefits of liberalization are overstated. 
Bakeart et al. (2001) observe that financial liberalization may not yield intended benefits because of the 
strength of the domestic institutions and possibly other factors especially in developing countries. 
Demirguc-Kunt and Detragiache (1998), conclude that the benefits of financial liberalization should be 
weighed against the increased potential for financial fragility. 

In many developing countries, the pre-liberalization period was associated with administrative 
control of interest rates. In such an environment, retail lending and deposit rates are set below their 
market clearing levels (Scholnick, 1996). One is left with the impression that liberalization is the 
solution to credit allocation problems, which occur as a result of financial repression. Hannan and 
Berger (1991), report results to the effect that, retail interest rate rigidity is caused by either market 
concentration or size of the customer base. They conclude that price rigidity is more pronounced in a 
more concentrated market. In view of the foregoing, this paper attempts to evaluate the success or 
otherwise of Nigeria�s structural adjustment program which began in 1986. Among other things, this 
study seeks to determine if liberalization has created an environment that is conducive to economic 
growth and development. The approach in this paper is to evaluate the temporal relationship between 
the measures of financial development and the index of economic freedom. Moreover, the relationship 
between financial system development and economic growth during the post-SAP period is examined 
using the Spearman rank correlation coefficient. 

2.  Structural Adjustment Program and Economic Growth 
In many developing countries where financial liberalization is pursued as an ingredient of a structural 
adjustment program, the objective is liberate the economy from financial repression. Financial 
repression is a deliberate and calculated distortion of financial prices by regulatory authorities in an 
economy. It includes administrative tinkering by governments with financial prices such as interest 
rates and exchange rates. Both McKinnon (1973) and Shaw (1973) agree that economic growth is 
severely hindered in a repressed financial system by the low level of savings rather than by the lack of 
investment opportunities. In the McKinnon-Shaw model, financial saving responds in a positive way to 
the real rate of interest on deposits as well as the real rate of growth in output. Moreover, investment is 
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negatively related to the effective real rate of interest on loans, but positively related to the growth rate 
of the economy. 

In the McKinnon-Shaw literature, the relationship between economic and financial 
development is based on the debt-intermediation theory of Gurley and Shaw (1955). An increase in 
saving relative to the real economic activity leads to an increase in the level of financial intermediation 
and consequently leads to an increase in investment. Furthermore, an increase in productive investment 
raises per-capita income. Any control of nominal interest rate is an attempt to slow capital 
accumulation because it leads to a reduction in the real rate of return on bank deposits which 
discourages saving. McKinnon (1982) argues that one of the reasons for financial repression is to give 
government power to control chronic fiscal deficits. Cho (1986), justifies financial repression on the 
ground that several developing countries have poorly developed equity markets coupled with a 
preponderance of bank loans in corporate financing. The author argues that full scale liberalization of 
the banking sector would not achieve an efficient allocation of capital unless a well-functioning equity 
market is in place. Another thread of argument in favor of financial repression is premised on imperfect 
information flow in most developing economies. Stiglitz (1993) argues for the use of interest rate 
restrictions to deal with moral hazard, which arises when banks take excessive risk. 

Many developing countries embarked on a program of financial liberalization in order to 
maximize the benefits associated with a free market system. The preponderance of the evidence in the 
financial literature is that market-determined interest rates become volatile subsequent to financial 
liberalization. While analyzing the economies of many developing countries, Arestis and Demetriades 
(1997) observe that liberalization programs are associated with destabilizing effects. Liberalized 
economies are often vulnerable to oscillations and fragility. Only in South Korea is financial reform 
adjudged to be a success. Ozmen (2007) argues that financial underdevelopment can impair the link 
between external saving to finance domestic investment. In a study of ninety developing countries, 
Isaksson (2001) concludes that capital mobility is higher during a post-liberalization period. Aizenman 
(2005) argues that the clamor for developing countires to embarke on capital and financial market 
liberalization is borne out of the desire to achieve economic growth. The author further argues that 
liberalization would make foreign savings available to local entrepreneurs. These views touch on the 
relevance of the Feldstein-Horioka (FH) puzzle. The basis of FH puzzle is the current account identity 
of the form: 

CA SAV INVt t t  (1) 
INV FA SAVt t t  (2) 
In Equations (1) and (2), CAt  is current account, SAVt  is saving, INVt  is investment, and FAt

is financial account. According to FH, if there is perfect capital mobility, one must observe a low 
correlation between domestic saving and investment. Investors in a country do not have to rely on 
domestic savers because there is access to the international markets. By the same token, domestic 
savers have access to foreign investment opportunities. FH estimate the following model: 
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Given perfect capital mobility, one expects the slope coefficient,  to be close to zero for a 
small open economy. For larger economies, the slope coefficient will be higher than zero. The results 
from Equation (3) are interpreted as evidence of the level of capital mobility and capital mobility is 
associated with the level of financial development. 

Loayza and Ranciere (2004) provide a summary of the relationship between economic growth 
and financial liberalization. The modern growth theory reveals two key channels. The financial sector 
impacts capital accumulation as well as the rate of technological development. Thus, empirical works 
of King and Levine (1993) and Levine et al. (2000) find a positive effect of financial development on 
economic growth. On the other hand, the financial crisis literature points to a destabilizing effect of 
financial liberalization. Aghion et al. (2004) and Tornell and Schneider (2004) argue that financial 
institutions overland as a result of financial liberalization. This situation can occur because regulatory 
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authorities lack monitoring capacity and/or banks are unable to discriminate between good and bad 
projects during an investment boom. 

According to Haslag and Koo (1999), financial repression and economic growth are related. 
Moreover, there is a relationship between growth and gross real return on household assets. If we 
assume an economy where household preferences exhibit a constant elasticity of inter-temporal 
substitution, the rate of per-capita output growth is positively related to the gross real return on a 
household�s assets. Therefore, their argument focuses on the negative effect of repression on growth 
rate of per-capita output. Fry (1997) notes that the use of interest rate ceilings in a repressed system, 
distorts the economy in four critical ways. Current consumption is favored compared to future 
consumption. Instead of lending to financial institutions via deposits, potential investors engage in 
relatively low-yielding direct investments. Because of the low level of interest rates, borrowers would 
favor capital-intensive projects. Finally, the pool of potential borrowers is dominated by entrepreneurs 
who possess low-yielding projects. 

Umoh (1995) argues that capital formation framework occurs within the financial system where 
financial institutions perform their intermediation function. Moreover, financial system reforms are 
motivated by the desire to improve the efficiency and stability of the financial structure. In most cases, 
such reforms are aimed at ensuring that market forces perform greater roles in the allocation of 
resources. Umoh further identifies the objective of financial reform as: improvement in the efficiency 
of resource allocation through the market system. In addition to the aforementioned, there should be a 
greater domestic savings mobilization for investment and growth, using market-determined interest 
rates. Finally, financial reform is based on laying a foundation for sustainable non-inflationary or 
minimal inflationary growth. 

In a similar analogy, Demetriades and Luintel (1994,1997), Fry (1997), King and Levine 
(1993), Omole and Falokun (1999), Owoye (1997), Ikhide and Alawode (2001), Levine (1997), 
Claessens and Klingebiel (2001), Gruben et al. (2002), Adebiyi (2002), Ayadi (1996), Chete (2001), 
Oyewole (1994), Reinhart and Tokatlidis (2001) and Gruben and McComb (1999) among other 
financial researchers, agree that financial repression inhibits financial deepening by depressing real 
rates of interest. Demetriades and Luintel (1997) argue that deficiency of financial saving is associated 
with rationing of credit in favor of priority sectors in developing countries. This thwarts economic 
development through adverse effects on volume and productivity of investment. 

A recent trend in the economic development literature is how economic freedom impacts 
growth. Economic freedom index as defined by the Wall Street Journal/Heritage Foundation captures 
several dimensions including trade policy, economic interventions by government, fiscal burden 
imposed by government, judicial efficiency, property rights, transparency and labor matters (Siddiqi, 
2006). Campbell and Rogers (2007) report results which imply a strong positive relationship between 
economic freedom and net business formation. They conclude that economic freedom is a catalyst to 
economic growth. 

3.  Structural Adjustment Program (SAP) in Nigeria 
In the early 1980s, there was a severe pressure on Nigeria�s balance of payments. The situation was 
further complicated by increased debt service burden, a crash in the international oil market, 
deterioration in economic conditions, and accumulated trade arrears. The impact on the economy was 
devastating because it worsened the unemployment level in the face of acute shortage of inputs 
necessary to sustain a satisfactory industrial production (Central Bank of Nigeria, 1986). In 1986, the 
Nigerian government embarked on a Structural Adjustment Program (SAP), in order to correct the 
aforementioned economic ills. The program was classified into three categories: improvement of the 
financial structure; improvement of monetary management; and reform to strengthen capital 
movements and the foreign exchange market (Oresotu, 1992). 

In view of the catalog of economic problems facing the economy, the Nigerian government set 
the following key objectives for its SAP. 
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(i) To restructure and diversify the productive base of the economy so as to reduce 
dependence on the oil sector and imports; 

(ii) To achieve a fiscal and balance of payments viability; 
(iii) To lay the basis for a reasonable non-inflationary growth; and 
(iv) To lessen the dominance of unproductive investments in the public sector, improve the 

sector�s efficiency and intensify the growth potential of the private sector. 
The main strategy designed to achieve these objectives include an adoption of a realistic 

exchange rate policy, liberalization of external trade and payment system, and, adoption of appropriate 
policies in all sectors with greater reliance on market forces. Others include a reduction in 
administrative controls, and rationalization and restructuring of public expenditures and custom tariffs. 
Ikhide and Alawode (2001) contain a comprehensive discussion of the sequencing of SAP in Nigeria. 
They note that the program began with the establishment of a second-tier foreign exchange market 
(SFEM) and subsequently, interest rate liberalization. 

The objectives of interest rate management in Nigeria include the moderation of inflation, 
reduction of pressure on balance of payments position, stability in exchange rate, stimulation of 
savings and investment and the promotion of macroeconomic and financial sector stability. The 
monetary policy reform was geared to stabilize the economy in the short-run and to introduce a market 
system for effective allocation of resources. The efforts were directed at promoting financial savings, 
reducing distortions in investment decisions and inducing an effective intermediation between savers 
and investors. The initial approach included the rationalization of credit controls in such a way that 
banks were given more discretion in allocating credit in the economy. Liquidity and reserve 
requirements measures were relaxed for merchant as well as for commercial banks. 

Interest rates were deregulated in stages. According to Oresotu, retail lending rates, were 
reviewed upward and the minimum rediscount rate (MRR) was also allowed to change. As observed by 
Aziakpono and Babatope-Obasa (2003), the MRR was fixed at 15 percent in August 1987 but was 
reduced to 12.75 percent in December 1987. Subsequent to the initial measure of interest rate 
deregulation, the spread between deposit and lending rates began to widen. For example, in 1989, 
average savings rate was at 16.4 percent while prime-lending rate was at 26.8 percent representing a 
spread of about 10.4 percent. The monetary authorities intervened by limiting the spread between 
deposit, and lending rates. Sanusi (2002a) notes that widening of interest rate spread in the1990s was 
due to the oligopolistic nature of the banking system. 

The reform of the financial structure led to changes in Nigeria�s financial sector in an effort to 
foster competition, strengthen the supervisory role of the regulatory authority and streamline the 
relationship between the public and financial sectors of the economy. To foster competition, new 
financial institutions were granted licenses. For example, Oresotu notes that 79 new banks with 824 
nationwide branches began operations between 1986 and 1991. Odife (1988) contains a more 
comprehensive account of the motivation and design of the structural adjustment program in Nigeria. 

The power of the Central Bank of Nigeria (CBN) was enlarged via two new Decrees: the 
Central Bank of Nigeria Decree #24 and the Banks and Other Financial Institutions Decree #25 
(BOFID). The new laws facilitated the introduction of new financial instruments for the purpose of 
enhancing the ability of the CBN to manage the monetary system. Moreover, according to Sanusi 
(2002a, 2002b), interest rate deregulation de-emphasized the use of credit allocation and control 
policies. It paved the way for the use of indirect controls such as open market operations (OMO), 
reserve requirements, and moral suasion in monetary management (Nnanna, 2001). 

4.  Data and Methodology 
According to Khan (2000), the extent of financial development depends on the volume of bank credit 
as well as the stock market capitalization. In a recent approach Beck et. al (2000) introduce a new 
database on the measures of development, structure and performance of an economy�s financial sector. 
In this paper, some of the variables identified by Beck et. al are employed to test whether or not 
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economic growth and financial development co-move since the introduction of structural adjustment in 
Nigeria. 

Five groups of data employed in this paper are annual data from 1986 through 2003 obtained 
from the World Bank Financial Structure Database and Heston et al. (2002). The first set of data 
measures the size of financial intermediaries in Nigeria. These series are: 

(i) The ratio of deposit money bank assets to central bank assets (DMCD) 
(ii) Ratio of liquid liabilities to GDP (LLGDP) 
(iii) Ratio of central bank assets to GDP (CBGDP) 
(iv) Ratio of deposit money bank assets to GDP (DMGDP). Deposit money banks are 

financial institutions whose deposit liabilities are transferable through checks or some 
other similar payment methods. 

(v) Ratio of bank deposits to GDP (BDGDP) 
(vi) Ratio of financial system deposits to GDP (FSGDP) 
The second set of time annual time series measures the level of activity and efficiency of 

financial intermediaries. The measures include: 
(i) Ratio of private credit by deposit money banks to GDP (PCDM) 
(ii) Ratio of private credit by deposit money banks and other financial institutions to GDP 

(PCDO) 
The third set of time series measures the size, activity and efficiency of the Nigerian stock 

market. These measures include: 
(i) Ratio of stock market capitalization to GDP (SMGDP) 
(ii) Ratio of stock market total value traded to GDP (SVGDP) 
(iii) Ratio of stock market turnover to GDP (STGDP) 
The fourth time series which measures the rate of economic growth is the rate of growth in real 

per capita income. The fifth time series is the Heritage Foundation/Wall Street Journal index of 
economic freedom from the Heritage Foundation. The time series, DMCD, LLGDP, CBGDP, 
DMGDP, BDGDP and FSGDP measure the relative ease as well as the importance of commercial 
banks in providing funds (Creane et al, 2003). More importantly, the LLGDP is a measure of the 
financial depth as well as the overall size of the financial sector of an economy. 

The PCDM and PCDO focus on the claims of financial intermediaries on the private sector. 
This is critical because the main activity of financial intermediaries is to channel savings into 
investments in the economy (Beck et al, 2000). Finally, SMGDP, SVGDP and STGDP measure the 
level of liquidity as well as the efficiency of the stock market. Table 1 gives a description of the time 
series.

Table 1: Data Description 

Data Label Data Description 
DMCD Ratio of deposit money banks assets to Central Bank of Nigeria assets 
LLGDP Ratio of liquid liabilities to GDP 
CBGDP Ratio of Central Bank of Nigeria assets to GDP 
DMGDP Ratio of deposit money bank assets to GDP 
PCDM Ratio of private credit by deposit money banks to GDP 
PCDO Ratio of private credit by deposit money banks and other financial institutions to GDP 
BDGDP Ratio of bank deposits to GDP 
FSGDP Ratio of financial system deposits to GDP 
SMGDP Ratio of stock market capitalization to GDP 
SVGDP Ratio of stock market total value traded to GDP 
STGDP Ratio of stock market turnover to GDP 
GPGDP Growth rate in real per capita income (a measure of economic growth) 
IEF Index of Economic Freedom From Heritage Foundation 
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The Spearman�s (1904) Rho test is employed to analyze the time series described above. This 
test is the nonparametric equivalent of a test of correlation for matched pairs of data. If Xi represents 
economic growth rate series and Yi is the rate of financial development, then one can consider the 
following bivariate random sample of size n, (X1, Y1), (X2, Y2), ..., (Xn, Yn). Let R(Xi) be the rank of 
Xi compared with the other values of X, for i=1,2, .......,n. For example, R(Xi) = 1 if Xi is the smallest 
number in the series. By the same token, let R(Yi) be the rank of Yi for i=1,2,3,........, n. The 
Spearman�s Rho is mathematically defined as in Equations (4) and (5): 
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where,
 = Spearman�s correlation coefficient 

R(Xi) = The rank of variable Xi

R(Yi) = The rank of variable Yi

n = Sample size 
An equivalent but computationally convenient form is given by: 
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Nijsse (1988) contains the justification and use of t test application to the Spearman rho ( ). 
Accordingly, the t test is defined as: 
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The t-test represented by Equation (6) is based on n-2 degrees of freedom. As Conover (1980) 
notes, the Spearman�s rho ( ) is insensitive to some types of dependence in the data; thus, a researcher 
is allowed to be specific as to the nature of the dependence that may be detected. Under this test, the 
null hypothesis is that variables Xi and Yi are mutually independent. In other words, there is no 
monotonic relation between the two variables. The alternative hypothesis is that there is a tendency for 
the smaller values of X to be paired with the larger values of Y, and vice versa. The null hypothesis is 
rejected if the calculated t falls outside the acceptance region based on the level of significance chosen. 

5.  Empirical Results 
The time series behavior of three broad categories of measures of financial development, are presented 
in Figures 1, 2, and 3. Figure 1 shows the movement of DMCD, LLGDP, CBGDP and DMGDP from 
1986 through 2003. DMCD is the ratio of deposit money banks assets to central bank assets, and it is a 
measure of the relative size of financial intermediaries in Nigeria. This ratio began a downward trend 
right immediately after SAP in 1986 and hit a trough in about 1991. Then, in the late 1990s, the 
DMCD began an upward trend. The other ratios (LLGDP, CBGDP and DMGDP) in Figure 1, did not 
grow beyond their 1986 levels. 
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Figure 1: Financial institution size 

The two activity ratios are presented in Figure 2. According to Beck et al (2000), PCDM and 
PCDO isolate credit issued to the private from credit issued to governments and public enterprises. 
Therefore, these two measures define how well financial intermediaries perform their primary function 
of channeling savings into productive investments. The time series behavior of PCDM and PCDO 
indicates a downward movement immediately following the introduction of SAP in 1986. The highest 
level for these ratios was achieved in 1986. Another significant issue is that PCDM and PCDO are the 
same from about 1993 through 2003. The implication is that credit granted by other financial 
institutions in Nigeria during 1993-2003 was insignificant. 

Figure 2: Financial institution activity 

In Figure 3, SMGDP measures the size of the stock market relative to the size of the economy. 
In 1986, SMGDP was at about 3.8 percent and it maintained an upward trend throughout the sample 
period. By 2003, the relative size of the stock market was about 16 percent of GDP. The SVGDP 
measures the degree of liquidity the stock market provides to the economy. The highest level for this 
ratio was achieved in 2003 at about 1.8 percent. The last ratio in Figure 3, STGDP, measures the 
activity or liquidity of the stock market relative to its size. Beck et al (2000) note that a small and 
active stock market will have a high STGDP while a larger but less liquid stock market is associated 
with a low STGDP. Between 1986 and 1995, STGDP was relatively stagnant, but, took an upward 
trend from 1996 through 2003. 
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Figure 3: Stock market characteristics 

Table 2: Rank Correlation Between Economic Growth and Financial Development 

Variable Spearman Rho ( ) t-statistic Probability 
DMCD -0.0795 -0.32 0.7531 
LLGDP -0.0464 -0.19 0.8517 
CBGDP -0.1538 -0.62 0.5440 
DMGDP -0.0155 -0.06 0.9529 
PCDM -0.0237 -0.09 0.9294 
PCDO 0.1166 0.47 0.6447 
BDGDP -0.0547 -0.22 0.8287 
FSGDP 0.0093 0.04 0.9686 
SMGDP 0.0588 0.24 0.8134 
SVGDP -0.0939 -0.38 0.7089 
STGDP -0.1104 -0.44 0.6658 

Table 2 presents the results from Spearman rank correlation test. The objective is to determine 
if the degree of financial development is correlated with the level of economic growth. The authors 
could not examine the issue of causality between economic growth and financial development because 
of insufficient data. In order to determine correlation between economic growth and financial system 
development, each of the eleven measures listed in Table 2 is compared with the measure of economic 
growth as defined in Table 1. The null hypothesis in each case is that economic growth (variables Xi)
and financial development (variable Yi) are mutually independent. The results in Table 2 indicate that 
in each case, the null hypothesis could not be rejected. Therefore, there is no consistent relationship 
between financial development and economic growth in the post-SAP Nigerian economy. 

Table 3: Rank Correlation between Economic Freedom and Financial Development 

Variable Spearman Rho ( ) Probability 
DMCD 0.5523 0.123 
LLGDP 0.4770 0.194 
CBGDP -0.7280 0.026** (significant) 
DMGDP 0.5272 0.145 
PCDM 0.6109 0.081*** (significant) 
PCDO 0.6109 0.081*** (significant) 
BDGDP 0.4770 0.194 
FSGDP 0.4770 0.194 
SMGDP 0.9205 0.000* (significant) 
SVGDP 0.5774 0.104 
STGDP 0.5774 0.104 
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Table 3 shows the results of the monotonic relationship between economic freedom and 
financial development. In four of the cases, the null hypothesis is rejected. This implies that four 
measures of financial system development confirm the mutual dependence between economic freedom 
and financial development. On the other hand, the remainder seven financial development series 
confirm the mutual independence between financial system development and economic freedom. 
Furthermore, the Spearman test was applied to economic freedom and economic growth time series 
from 1995 through 2006. The results imply that both series with  = -0.6031 are mutually independent 
at the traditional levels of significance. 

6.  Conclusion 
The financial sector of the economy could impact economic growth through the catalystic effect of the 
former on technological innovation and capital accumulation. Policymakers often argue that financial 
development and economic growth are positively related. The only unresolved debate is about the 
mechanism and direction of causality (Valderrama, 2003). This paper represents an effort to explore 
the relationship between financial system development and economic growth in post-SAP Nigeria. 
Moreover, this paper also examines if there is a monotonic relationship between the degree of financial 
development and index of economic development in post-SAP Nigeria. Furthermore, an attempt is 
made to evaluate the relationship between economic growth and economic freedom. Due to insufficient 
data, it is not possible to study the direction of causality in the aforementioned relationships. However, 
an effort is made to examine the time series behavior of the measures of financial development since 
SAP began in 1986. 

The results reported in this paper indicate that the relative size of financial intermediaries 
declined shortly after the introduction of structural adjustment and then began to rise in the late 1990s. 
However, the absolute measures of the size of financial intermediaries (LLGDP, CBGDP and 
DMGDP) did poorly in post SAP period. An important observation in the early 1990s when the 
relative size of financial intermediaries hit a trough was the reintroduction of financial regulation 
(Ikhide and Alawode, 2001). For example, in 1991, government began to administer interest rates for 
one more year and in 1993, indirect monetary control instruments were introduced. These financial 
repression measures deterred the growth of financial development. 

In terms of the activity performance of financial intermediaries, there was a decline in the 
claims of financial intermediaries on the private sector after the introduction of SAP. In other words, 
the level of funding by financial intermediaries declined following SAP but began to rise again in the 
late 1990s. However, the post-SAP performance of financial intermediaries in terms of credit to the 
private sector did not surpass the pre-SAP level. It is important to note that the other financial 
institutions in the Nigerian economy became less significant in providing finance to the private sector 
of the economy. Other results of this study include an upward movement in the relative size of the 
stock market. The measure of liquidity of the stock market (SVGDP) performed poorly between 1986 
and 2003. In relation to the size of the stock market, the measure of activity or liquidity recorded a 
moderate upward movement between 1996 and 2003. Finally, the performance of the stock market as a 
measure of financial development is at best described as moderate. 

The results also reveal a lack of consistent relationship between financial system development 
and economic growth in post-SAP Nigerian economy. This conclusion is consistent with results 
reported by Acaravci et al. (2007) on Turkish data but contradicts Ang�s (2007) results for Malaysia. 
The conclusion here is also consistent with the results of Bekaert et al. (2001) who conclude that the 
largest impact of liberalization on growth is recorded for countries with high quality institutions. As for 
the relationship between financial system development and index of economic freedom, the results in 
this paper are at best mixed. Finally, economic freedom and growth are found to be mutually 
independent of each other in Nigeria. 

The key element of the Korean successful experience is sequencing of financial reform 
programs. Sequencing seems to be the bane of the Nigerian program (Soyibo, 1997). The real sector 
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reform was a prerequisite for financial reform. Evidently, the Nigerian government approach was 
characterized by a total reform of the economy. The implication is that too much was undertaken 
within a short period of time. The oligopolistic structure of the Nigerian banking system is also 
identified as one of the impediments to financial reform. According to Nnanna (2001) and Sanusi 
(2002a), very few banks exert so much control over the liquidity of the banking system. Besides this 
problem, the informal financial sector accounts for about 30 percent of GDP (Nnanna, 2001). The 
implication is that there is too much leakage in the financial system, which renders the apex bank 
powerless in controlling money supply. There is a lack of transparency in the banking industry which 
represents a clog in the wheel or progress in Nigeria (Ayadi and Hyman, 2006). Finally, as documented 
by Ikhide and Alawode (2001) the success of the structural adjustment program in Nigeria was marred 
by policy reversals of government. This is a possible reason for the poor performance of the financial 
sector of the economy. Therefore, financial development and economic growth have no consistent 
relationship in post-SAP Nigeria. 
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