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Abstract 
The Nigeria economy in the past few years has witnessed series of 

renaissance from various factors dampening its supposed long overdue 

developments. Prominent of the factors is corruption which has been 

perceived in the literature as a fundamental impediment to the growth 

process of developing countries like Nigeria. Corruption by extension has 

been debatably linked to the financial sector on the ground that banks 

actually expedite the medium through which looters implement their illicit 

financial dealings.   Nonetheless, far less attention has been noticed to date 

on the interplay between financial sector, corruption and industrialization 

process of evolving economy like Nigeria. Hence, the paper seeks to 

investigate the extent to which corruption inhibits the financial system in 

enhancing the industrialization process with focus on Nigeria. The paper 

lends credence on the standpoints that the financial system is inseparable 

from corruption manifested by the overwhelming incidence of money 

laundry in the country in recent times. The study employs Auto-Regressive 

Distributed Lag (ADRL), ADF unit root test, Granger causality test and 
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Ordinary Least Square methods on time series (secondary) data, covering 

1984 to 2014. Findings of the study reveals that both financial system 

development and corruption exert negative influence on the industrial 

sector contribution to GDP in Nigeria. While the two independent variables 

did not granger cause each other, the study concludes that financial sector 

development and corruption inhibit industrialization process in Nigeria. To 

surmount the challenges, the continual implementation TSA is seen as 

pertinent coupled with selective investment in the industrial sector to ensure 

the growth potentials in that industry is fully exploited and achieved. 

 

Keywords: Industrialization, Corruption, Financial Sector, Development, 

Economy, Countries and Challenges. 

 
 

 

Introduction 
For more than two decades, 

industrialization has been at the 

forefront of the fundamental 

components responsible for the 

sustained economic growth in the 

developed nations and the industrial 

sector by theoretical underpinning, 

constitutes the key source through 

which this is achieved overtime and in 

recent time.  Consequently, an attempt 

by developing economies to surpass 

its level of inputs based economy 

characterized by the predominance of 

agriculture, must take a holistic 

approach towards invigorating its 

industrial sector. This is predicated on 

the fact that, efficiency of the 

industrial sector is not only a 

necessary condition for 

industrialization but also inevitably 

needed to enhance the expansion 

capacity of the productive and export 

base of every economy, increase 

employment rate, abate rural-urban 

migration and as well mitigate 

poverty. This however, cannot be 

achieved by coincidence but rather 

requires a favorable interplay between 

the industrial sector and other key 

sectors in the economy of which the 

financial sector has received copious 

attention in recent times.   

The role of the financial sector as 

catalyst of industrialization has been 

evidently established in the literature 

on the ground that industrial activities 

and growth are highly susceptible 

without adequate and sustained 

investment precipitated by sufficient 

finance. Some scholarly views aver 
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that, there exists a sturdy bond between financial intermediation and growth in 

the industrial sector (Schumpeter, 1912; Mckinnon, 1973; Shaw, 1973). 

According to these views, increased financial accessibility and savings heighten 

investment mainly in the industrial and manufacturing sectors which in effect, 

stimulate a desirable impact on economic growth and development. Similarly, 

effectiveness of the financial sector has been unarguably advocated as a major 

necessity to growth in the industrial sector because financial institutions 

mediate the financial strength of firms in maintaining the level of operation 

needed to keep them on existence and expand their economies of scale. It is 

noted that the presence of efficient financial system is instrumental to enhancing 

availability of funds to firms. For example, funds which are needed to explore 

new investment opportunities, maintain the existing process and invigorate the 

shrinking businesses are basically provided by financial institutions through 

debt and equity.  

Notwithstanding the preponderance of views expediting the significant roles of 

financial sector in the industrialization process, it is highly disheartening to note 

that the industrial sector in developing economy like Nigeria has suffered from 

decades of neglect and underperformance despite its natural and human 

resources abundance. Similarly, a number of plans and reforms by successive 

governments to ameliorate deficiency in the industrial sector had witnessed 

several setbacks going by the meager sectoral contribution of the industrial 

sector to the gross domestic product recorded over time. Several factors have 

been attributed to the challenges embattling the achievements of 

industrialization in the Nigerian economy, prominent of which corruption has 

been perceived in the literature as a highly destructive impediment. While 

corruption by extension has been debatably linked to the financial sector on the 

ground that banks actually expedite the medium through which looters 

implement their illicit financial dealings, it has equally been identified as a 

factor hindering the financial sector from playing its central role in the Nigerian 

economy. Hence, there exist conflicting views on the interplay among 

industrialization, corruption and the financial sector of evolving economy like 

Nigeria.  

Sequel to the above and given the state of the country which is at policy 

quandary on the approach to adopt in liberating itself from a predominantly 

consuming nation to a commercially mechanized economy, policymakers, 

researchers, development economist and the political thespians have a lingering 
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question reverberating in their mind as to “what can Nigeria hope for?”. This 

question is very germane to the road map of industrial journey in the economy 

going in retrospect by series of failed development plans and economic policies 

targeted at strengthening the industrial sector of the economy (the first National 

development plan; The Indigenization Policy (Decrees) of 1972 and 1977; the 

Structural Adjustment Program (SAP), 1986; Bank Consolidation, 2004).  

A survey of literature on the subject matter revealed majority of empirical 

findings have been largely directed towards the financial system-growth nexus 

(Tobechi et al.,2016; Kiprop, 2015, Maduka and Onwuka, 2013; Emeka and 

Aham, 2013) far less attention has been noticed till date on the interplay 

between financial sector, corruption and industrialization process of evolving 

economy like Nigeria. Hence, the paper seeks to investigate the extent to which 

corruption inhibits the financial system in enhancing the industrialization 

process with focus on Nigeria. The paper lends credence on the standpoints that 

the financial system is inseparable from corruption manifested by the 

overwhelming incidence of money laundry in the country in recent times. 

Consequently, the primary objective of the paper is to explicate two major 

components relating to industrialization in Nigeria; financial sector-

industrialization nexus with and without corruption.  

This study, therefore, will be of value addition by providing complementary 

evidences to the stock of existing empirical studies on the Nigerian economy. It 

is believed that this country specific study will be imperative to propose policy 

recommendations considered necessary to further enhance financial sector 

operation in delivering a sustainable industrialized economy which is resistant 

of corruption to the Nigerian populace and Africa at large. 

 

Literature Review 

Financial System-Industrialization Nexus 

There are empirical divergences in the literature over the roles of the financial 

system in the industrialization process; whereas some standpoints see the role 

as inconsequential, others see it as momentous. This is grounded on the fact that 

the direction financial system’s influence on industrial sector depends largely 

on whether firms are more vulnerable financially during contraction or 

expansion and whether the firm’s level of operation has a higher external 

financial dependence or not. Hence, there exists an inconclusive debate on the 

financial system-industrial growth nexus. In a collaborative view, Ewetan and 
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Ike (2014) aver that there is mixed evidence within the literature supporting 

either a positive or negative link between financial sector development and 

industrialization. 

Iftikhar and Abbas (2016) finds the interaction term of Private Credit to GDP 

and liquidity need of banks in Pakistan to be statistically negatively significant. 

The study concludes that financial development in banking sector reduces 

growth volatility of industries that are highly dependent on external liquidity. 

In similar view, empirical evidences from Oke et al (2016), expedite that the 

innovation in the components of financial system captured by the level of 

financial deepening (lending rates, exchange rates and ratio of bank deposits 

liability to output), responded negatively to the productivity growth of the 

industrial output. According to the result of findings by Ewetan and Ike (2014), 

the ratio of broad money stock to GDP has a negative relationship with 

industrial output and the granger causality test reveals long-run unidirectional 

causal link running from industrialization to financial development in Nigeria. 

These findings are in consonant with Udoh & Ogbuagu (2012) Raddatz’s 

(2006), Larrain (2006); Beck, Lundberg, and Majnoni (2004). 

On the contrary, copious of empirical findings have identified a positive link 

between the financial sector and industrial sector growth.  The findings of 

Adekunle et al. (2013), reveal that a functional and efficient financial system 

heightens the sustainability of business opportunities, ease access to funding, 

encourages savings and trading as well as expedite distribution and exchange 

of goods and services. This finding authenticates Gehringer (2013), who finds 

that financial liberation impacts positively on industrial output, productivity 

growth and economic growth among European Union members. Adopting an 

industry-level data approach to financial and industrial developments, Beck and 

Levine (2002) finds that an efficient financial development accelerates the 

growth of financially dependent industries. This is also the view shared by Duru 

and Kehinde (2012) and Loayza and Ranciere (2006). 

 

Corruption- Financial System Nexus 

In examining the degree of interplay between corruption and the financial 

system, two strands of views are observable. Whereas one standpoints expedite 

corruption manifested by series of fraudulent acts in the financial institutions 

has impediment to the growth in the sector, others explicate the financial system 
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as corruption enhancer as evident from series of reports on capital flight and 

money laundering in recent time. These views are evaluated in what follows.  

Osondu et al (2014) examine the impact of institutional reforms on financial 

sector development in Nigeria using data that span the periods of 1996 to 2011. 

The study finds that measures of institutional reform effect strongly on financial 

sector development in Nigeria, implying the need for institutional reforms that 

can promote viable regulatory system for the enhancement of contract 

enforcement; property right protection, corruption control; and to avoid any 

form of politically motivated violence in Nigeria. A more precise effect of 

corruption is noticeable in the reduction of domestic investment and savings 

which excites capital flight and eventually weakens national banking system. 

Ayaydin and Baltaci (2014) examines the role of corruption and banking sector 

development on stock market development using a panel data of 42 emerging 

economies for the period 1996 to 2011. Findings of the study reveals that there 

exists a negative relation between level of corruption and financial system 

improvement. The work of Hillman and Krausz (2004), suggest that financial 

intermediation is related to corruption in several ways. The authors advanced 

that the development of financial system relies heavily on well-established and 

implemented rules and regulation. To enforce these laws, regulators themselves 

may however be, a source of corruption and that in other case, financial 

intermediaries may themselves be party to corruption through ownership of 

firms and through their ties with corrupt government officials.  This explains 

the reason why public office holders easily find their ways to misappropriate 

public funds to their own benefits through the financial institutions. In a 

corroborating view, Wilson (2016)1 who opines that “some banks have been 

found sometimes to aid corruption in terms of reporting obligation.  He further 

explains that banks failed to report certain financial transactions to the 

appropriate authorities and thereby encouraging illicit financial dealings in the 

financial sector. 

Implication of the foregoing provides evidence of the presence of relationship 

between financial sector development and corruption. As much as it established 

that studies on the impacts of this interplay on industrialization process of 

emerging economy like Nigeria is very scanty and highly limited, the literature 

 
1 Thisday Newspapers 9201).  Accessed from www.thisdaylive.com on December 11, 2016. Mr. Wilson 

Uwujaren was as at the time of this report The Head of Media and Public Affairs, of the Economic and 

Financial Crimes Commission (EFCC). 
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is inconclusive on directional of relationship between the two variables. Hence, 

this present study aside the fact that it under goes a prolific study of impacts of 

financial sector growth and corruption on industrialization in Nigeria, the exact 

direction of interlock between the two will be carefully examined.  

 

Methodology and Data 

This study employed annual time series data for the period 1984-2014 accessed 

from World Development Indicators (WDI), Nigeria Bureau of Statistic (NBS) 

as well as CBN Statistical Bulletin to examine the dynamic interaction and 

presence of a long-run relationship among the empirical variables.  

 

Model Specification 

To examine the relationship between financial sector development on 

industrialization in Nigeria, this study relies heavily on theoretical underpinning 

of the supply-leading hypothesis (King and Levine (1993). This hypothesis 

according to Odhiambo (2008), proposes that financial sector development 

stimulates the real sector of the economy. The supply of financial services hence 

provides the incentive for industries to expand and thrive. In addition, the model 

was modified with the inclusion of corruption and bank lending rates/ In effects, 

the study models the impacts ratio of credit to the private sector to GDP as proxy 

for financial development2, corruption perception index as proxy for corruption3 

and interest rate4 on industrial sector proxy by share of industry in the GDP. In 

this regard, therefore, the empirical model is specified as thus: 

 

………………………………………………….. (1) 

……………………………….. (2) 

 

IND is Industrial sector which is defined as the productive section of an 

economy, comprising agriculture, forestry, solid minerals construction, 

fisheries, and manufacturing. The share of industry in gross domestic product 

measures the totality of the sector’s contribution on the value of total domestic 

production. This is calculated as a proportion of the entire output. 

 
2 See Sanusi and Salleh (2007); Kiran et.al. (2009); Fang (2014) Lin and Huang (2012) 
3 See Shuaib et al (2016); Odubunmi and Agbelade (2014); Rotimi et al, (2013) 
4  See Oke et al, (2016); Ewetan and Ike (2014) 

),,( CIPINTFIDFIND =

tttt CIPINTFIDIND ++++= 3210 
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Presentation and Analysis of Results 

Table 1. Descriptive Statistics 
 

Mean Minimum Maximum Std. Dev. Observations 

IND 37.41365 21.99242 52.99716 8.742876 30 

DCF 24.6207 4.909406 48.67183 11.92698 30 

CIP 2.97 0 27 6.484419 30 

INT 6.411439 0.316667 11.06417 2.829894 30 

Source: Author’s computation 

 

Table 1 reports summary statistics of the variables used in the analysis for the 

whole sample which include: industry share in GDP (IND), credit to the private 

sector to GDP (DCF), corruption perception index (CPI) AND interest (INT). 

 

Table 2. Unit Root Test Results 

Variables ADF T- Statistics ADF Critical at 5% Order of Integration 

IND -5.922820 -2.976263 I(1) 

DCF -5.202930 -2.981038 I(0) 

CIP -5.133769 -2.971853 I(1) 

INT -6.005716 -2.976263 I(I) 

Source: Author’s computation 

We notice that a set of the variables are significant (stationary) at 5%, significant 

at level I(0) while other sets are at first difference 1(1) levels. 

 

Cointegration Test 

The results of table 2 indicate that the variables are integrated I(0), I(1) and I(2). 

For this reason, ARDL approach is used for cointegration of the model. The 

main advantage of this approach lies on the fact that it obviates the need to 

classify variables into I(1) or I(0). 

 

Table 3: ARDL Bounds Test for Cointegration 

Variables F– Statistics Cointegration 

F(DCF, CIP, INT) 7.277751 Cointegration Exist 

Critical value   
 

Lower Bound Upper Bound 

1% 4.29 5.61 

5% 3.23 4.35 

10% 2.72 3.77 
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Notes: *** Statistical significance at 1% level; ** Statistical significance at 5% 

level; * Statistical significance at 10% level. The lag length k=4 was selected 

based on the Akaike information criteria (AIC). Critical values are obtained 

from Narayan (2005) case III for 30 observations. The number of regressors are 

3. 

Source: Author’s computation 

Going by the underlining assumptions of the ARDL Model, one set assumes 

that all variables in the model are I(0) and the other set assumes they are all I(1) 

and I(2). If the calculated F-statistic exceeds the upper critical bounds value, 

then the H0 is rejected. If the F-statistic falls within the bounds then the test is 

inconclusive. Lastly, if the F-statistic falls below the lower critical bounds 

value, it implies that there is no co-integration. 

Hence, from the ARDL Bound Test cointegration results, the value of the F-

static (7.277751) exceeds the critical values at the upper bound (5.61 at 1%, 

4.35 at 5% and 3.77 at 10%). Therefore, the empirical findings lead to the 

conclusion that a long run relationship exists among financial sector 

development, corruption and industrialization in Nigeria. Thus, we conclude 

that there is cointergration between our dependent variable (INDI) and the 

independent variables (DCF, CIP, and INT). 

 

Cointegration Long Run Form and Coefficients 

Having established the existence of Cointegration between the variables, we 

conduct a cointegration coefficient test to examine long run relationship form 

as explicated below. 

 

Table 4: Long Run Coefficients 

Long Run Coefficients 

Variable Coefficient Std. 

Error 

t-Statistic Prob.    

CIP -7.959412 2.132821 -3.731870 0.0020 

DCF -0.805481 0.246029 -3.273929 0.0051 

INT 0.016906 0.666716 0.025357 0.9801 

C 68.009730 10.862290 6.261086 0.0000 

The long-run coefficients, at the bottom of the output, show that the long-run 

impact of a change in (DCF) on (IND) has essentially no lagged-effects. The 
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long-run change is very close to being equal to the initial change (the coefficient 

is close to one). 

Source: Author’s computation 

The long-run coefficients, at table 5 show that the long-run impact of a change 

in financial sector development and corruption on industrialization has 

essentially no lagged-effects. Hence, the long-run’s speed of adjustment is very 

high in the case of CIP (-7.9594) and DCF (-0.8055).  

 

Regression Result 

Our empirical evidence reveals that relationship between DCF, CIP, INT and 

IND though negative, it is statistically significant at 5%. The coefficient of 

determination (R2) is 0.791373. The result shows that about 79% of variation in 

IND is caused by variations in the explanatory variables. The F-value calculated 

is 5.172599 with probability value 0.002063 and this shows that the whole 

model is statistically different from zero. 

The D W measures for the presence of autocorrelation in the model. However, 

it is noticed that the model is free from autocorrelation since the DW statistics 

value is 2.43 which implies the model is reliable in explaining the relationship 

financial sector development, corruption and industrialization in Nigeria. 

 

Industrialization, Corruption and Financial Sector Development Nexus 

Variable Coefficient Std. Error t-Statistic Prob.   

D(IND(-1)) 0.193005 0.336724 0.573185 0.5750 

D(IND(-2)) -0.455893 0.178915 -2.548103 0.0223 

D(CIP) -0.577386 0.363302 -1.589274 0.1328 

D(CIP(-1)) 7.429465 1.612312 4.607956 0.0003 

D(CIP(-2)) 5.877445 2.247374 2.615250 0.0195 

D(DCF) -0.329692 0.130358 -2.529121 0.0231 

D(DCF(-1)) 0.426844 0.186029 2.294498 0.0366 

C 65.93306 14.52254 4.540051 0.0004 

CIP(-1) -7.713058 1.640034 -4.702988 0.0003 

DCF(-1) -0.791076 0.178324 -4.436164 0.0005 

INT(-1) -0.074697 0.770442 -0.096953 0.9240 

IND(-1) -0.949029 0.354206 -2.679310 0.0172 

R-squared (0.791373)      F statistic (5.172599) Prob (0.002063) D.W. 

2.431277 

Source: Author’s computation 
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The result from table 3 implies that there is negative relationship between DCF 

and IND in both periods and are not statistically significant at 5% level. This is 

indicative of the fact that financial system development exerts some negative 

influences on the industrial sector growth in Nigeria one of which is noticeable 

in the role the financial institutions play in enhancing financial crime and capital 

flight in the country. It is noted that most of the looted funds could have been 

very useful for investment in the industrial sector and hence, stimulating the 

process of industrializing the Nigerian economy.  Similarly, this results 

authenticates the empirical findings of negative interaction between financial 

sector development and industrial sector as advanced by Iftikhar and Abbas 

(2016), Oke et al (2016), Ewetan and Ike (2014), Udoh & Ogbuagu (2012) 

Raddatz’s (2006), Larrain (2006); Beck, Lundberg, and Majnoni (2004) 

Furthermore, corruption perception index was equally negative but significant 

implying that corruption hinders industrial sector growth in Nigeria. This 

corroborates the findings of Adenike (2013), Rotimi (2013) and Odunbunmi 

and Agbelade (2014). 

 

Granger Causality Test  

The Granger Causality test is performed to indicate the causal association which 

occurs between each of the independent variable and the dependent variables in 

the equation. 

 

Table 5. Financial Sector Development and Corruption interlock 

Source: Author’s computation 

 

Table 5 above represents the result of the Granger causality test conducted to 

determine the direction of causality between corruption and financial sector 

development in Nigeria. The P-value of the joint effect of bank credit to the 

private sector as a ratio of GDP on industrial the share corruption is 0.7852. 

Consequently, we fail to reject the null hypothesis that financial sector 

development does not Granger cause corruption in Nigerian economy. Further 

examination of the direction of relationship between the two variable reveals 

 Null Hypothesis: Obs F-Statistic Prob.  

 DCF does not Granger Cause CIP  28  0.24442 0.7852 

 CIP does not Granger Cause DCF  0.64372 0.5345 
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corruption also does not Granger cause financial sector development as 

explicated by the probability value of 0.5345. Two factors can be identified for 

this direction of relationship. One, the recent adoption and implementation of 

TSA (treasury single account) by financial institutions in Nigeria has check-

mated financial looping in the public sector. In the corroborative view, et al 

(2017) noted that “primarily ensures accountability of government revenue, 

enhance transparency and avoid misappropriation of public funds. It further 

notes that TSA will helps to ensure proper cash management by eliminating idle 

funds usually left with different deposit money banks and in a way enhance 

reconciliation of revenue collection and payment.”  This view was also shared 

by Okechukwu and Chukwurah (2015) who noted that “the implementation of 

TSA is a critical step towards promoting transparency, reducing corruption and 

diversion of public funds, elimination of idle funds left in numerous accounts 

in commercial banks usually used to bear interest for corrupt entities and easier 

reconciliation of revenue collections and payments. With TSA, series of money 

laundering have been experienced as looters could no longer use the banks for 

their illicit financial transactions. Secondly, the institutional reform of the 

present administration has been firmly directed towards fight against corruption 

both at private and public institutions including the commercial banks. This is 

evident in the latest release of corruption ranking by transparency international 

where Nigeria is out of the 10 most corrupt countries by taking the 28th position 

on the list. 

 

Conclusion 

The paper was motivated by series of failed industrialization plans in the 

country for mre tw decades. In effects, it investigates the interlock between 

under-industrialization, corruption and financial system development in 

Nigeria. Findings of the study reveals that both financial system development 

and corruption exert negative influence on the industrial sector contribution to 

GDP in Nigeria. While the two independent variables did not granger cause 

each other, the study concludes that inhibits industrialization process in Nigeria. 

To surmount the challenges, the continual implementation TSA implementation 

is seen as pertinent coupled with selective investment in the industrial sector to 

ensure the growth potentials in that industry is fully exploited and achieved. 
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