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Abstract 
This paper sets out to examine the impact Credit to the Private Sector on 

manufacturing sector’s output in Nigeria.  For this purpose, empirical data was 

utilized from 1981Q1 to 2015Q4. The order of integration of each series was 

determined by testing for stationarity using Augmented Dickey Fuller (ADF) and 

Phillip-Perron (PP) tests. The Johansen’s cointegration test was then carried out 

to determine the presence of long-run equilibrium relationship amongst the 

variables. The Johansen’s cointegration tests results showed that all the variables 

are cointegrated thus indicating the presence of a long-run equilibrium 

relationship amongst the variables under study. To draw empirical evidences, 

both long-run and short-rum Error Correction Model (ECM) were estimated and 

the Wald test of coefficients restrictions were performed to establish the financial 

sector-real sector (manufacturing sector) linkage in Nigeria by determining the 

casual effects among the coefficients of the variables. The results revealed that 

both in the long-run and shortrun, private sector’s credit have significant negative 

effects on manufacturing sector’s output. Based on the results, the study concludes 

that the financial sector causes growth in the real sector (manufacturing), thus, 

depicting the supply-leading response. 
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Introduction 
Traditionally, credit enhances the 

productive capacity of firms and 

enhances their potential to grow the 

economy, as captured in the supply-

leading hypothesis, which postulates that 

the activities of the financial institutions 

serve as a useful tool for increasing the 

productive capacity of the economy 

(Olowofeso, Adeleke, & Udoji, 2015). 

Thus, one would expect from a cursory 

look at the data on credit to private sector 

to manufacturing Sector to stimulate the 

sector’s output. 

However, over the years, the performance 

of the manufacturing sub-sector to GDP 

has declined steadily. For instance, while 

the industrial sector (comprising of 

manufacturing and solid minerals) 

accounted for about 24.93 and 23.71 

percent of economic activity, the 

manufacturing sub-sector contributed a 

little less than 9.95 and 9.54 percent of 

GDP in 2014 and 2015 respectively. 

Overall average manufacturing capacity 

utilization which fluctuated between 70 

and 75 percent between 1975 to 1980 fell 

persistently to 56.22 percent in 2010 

(Central Bank of Nigeria’s (CBN) 

Annual Report, 2015). 

Some scholars have argued that there is a 

disconnect between credits from the 

banking system and Manufacturing 

Sector’s Output. In otherwords, the 

Nigerian financial system has not been 

inclusive due to its incapability to 

disburse credit to the real sector (Tawose, 

2012; Owolabi, & Adegbite, 2014; 

Nwakanma, Ikechukwu, & Omojefe, 

2014; Igbinedion, & Ogbeide, 2016). 

Thus, credits to manufacturing sub-sector 

do not translate into increased 

manufacturing capacity utilization. As a 

result; private sector credit and 

manufacturing output linkage have been 

a major issue in the discourse and debate 

for rapid industrial development in 

Nigeria (Bakare-Aremu, & Osobase, 

2014). 

Against this background, this paper 

attempts to explore the empirical nature 

of the linkage between credit to private 

sector and Manufacturing Sector’s 

Output. Specifically, this paper seeks to 

examine the long-run and short-run links 

between private sector credit and 

manufacturing capacity utilization in 

Nigeria. This would enable us to find 

plausible answers to this question: how 

does Nigeria stimulate the domestic 

economy using monetary incentives such 

as credits to the private sector, to 

achieved rapid industrialization of the 

Nigerian economy? In other words, the 

empirical knowledge would help argued 
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for the use of monetary policies for the rapid and effective industrialization of the 

Nigerian economy. 

The rest of the paper is structured into five sections. Following the introduction, 

Section two presents the review of related literature and the theoretical framework, 

Section three contains the methodological steps adopted for the study. In Section four, 

we present the empirical analysis and discussions of results, while section five 

concludes and recommends policy options for Nigeria’s industrialization. 

 

Literature Review: 

In this section, firstly, we attempt to provide the theoretical and empirical explanation 

of the linkages between credits to private sector and Manufacturing Sector’s Output; 

and then secondly, we advanced an argument why the relationship may be an effective 

means for achieving rapid industrialization in the Nigerian economy. 

We started by relating these variables to the Financial-Real sector relation. In this 

study, the real sector comprises households, nonfinancial organizations and Non-Profit 

Institutions Serving Households (NPISH) involved in the production and distribution 

of goods and services (from a combination of factor resources), necessary to meet the 

consumption demand of an economy. On the otherhand, the financial sector comprises 

organisations providing financial goods and services, which includes financial 

intermediation (comprised of depository corporations, non-depository corporations 

and insurance corporations) and other supporting activities that facilitate and add to 

financial intermediation. In addition, it included non-profit financial institutions that 

facilitate the workings of the financial market (CBN, 2011). 

 

The Link between Financial Sector and Real Economy: Supply-Leading 

Response versus Demand-Following Response 

The linkage between the financial sector and the real sector can be explained with two 

contrasting views namely; supply-leading response and demand-following response. 

Since Schumpeter (1911) cited in Odhiambo (2008), put forward arguments pointing 

at the productivity and growth-enhancing effects of the services provided by a 

developed financial sector, a considerable amount of theoretical literature has 

emerged. Initially, this literature focused on the question whether the financial sector 

plays a causal role in rapid industrialization of an economy or vice-versa. However, 

the recent debate and discourse have shifted to the supply-leading response and 

demand-following response hypotheses (Audu & Okumoko, 2013; Isu & Okpara, 

2013; Saqib, 2015; Tari, & Oliver, 2017).  

The supply-leading response postulates that the existence of financial institutions and 

the supply of their financial assets, liabilities and related financial services in advance 

of demand for them. In otherwords, the industrialization of the economy generates 
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additional and new demand for financial services, “which bring about a supply 

response in the growth of the financial system” (Patrick 1966 cited in Isu & Okpara, 

2013.This would provide efficient allocation of resources from surplus units to deficit 

units, thereby leading the other economic sectors in their growth process. 

On the other hand, the demand-following responses opined that it is the development 

of the real sector of the economy that accelerates financial development. In 

otherwords, real sector development encourages the demand for financial services, 

which are passively met by the establishment of new financial institutions (Adeusi & 

Aluko, 2015). 

Another issue in the theoretical debate of link between financial sector and real 

economy is the intermediation rate of financial institutions and monetary policy 

impulse (Iganiga & Usifo, 2012). The framework is illustrated in figure 1. 

Financial markets 

  

Financial Institutions        Real 

economy 

 

Figure 1: The Link between Financial Sector and Real Economy  

Source: Authors modification of Iganiga & Usifo (2012) 

 

Although a model has been put forward that drives a formal link between financial 

intermediation and growth (industrialization) of an economy, the literature considers 

two interrelated issues: it analyses how financial intermediation affects economic 

growth or industrialization and it studies how the growth of financial institutions might 

itself affect the evolution and growth of financial intermediation as shown in figure 1. 

It follows that improved financial Institutions stimulates the level of investment and 

income, on one hand, and enhances manufacturing capacity utilization, on the other 

hand. Accordingly, Beck, Levine, & Loayza (2008) argued that efficient financial 

market helps to moderate costs of transaction and information asymmetries modify the 

constraints and incentives of financial agents, as well as foster efficient allocation of 

resources by ensuring allocation of same to their most productive use. 

In summary, therefore, the supply–leading phenomenon forms the theoretical basis for 

this work because it performs two functions: first, it transfers resources from 

traditional (non-growth) sectors to modern sectors; and second, it promotes and 

stimulates an entrepreneurial response in the modern sectors through catalyzing the 
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capital accumulation (including both human and physical capital) and by increasing 

the rate of technological progress. 

By implication, Nigeria’s industrial development will entail a deliberate and sustained 

application and combination of suitable technology, management techniques and other 

resources to from the traditional low production to a more automated and efficient 

system of mass production of goods and services. 

 

The Link between Credit to Private Sector, Commercial Bank’s and 

Manufacturing Sector’s Output: Empirical perspective 

A number of studies have examined the link between Credits and Manufacturing 

Sector’s Output using Nigerian data (Ubi, Lionel, & Eyo, 2012; Iganiga, & Usifo, 

2012; Imoughele & Mohammed, 2013; Toby & Peterside, 2014; Ogunsakin, 2014; 

Onodugo, Anowor, Ukweni, & Ibiam, 2014; Bassey, Asinya, & Amba, 2014; 

Nwakanma , et al., 2014; Lawrence, 2015; Olowofeso, et al., 2015; Igbinedion, & 

Ogbeide, 2016; Ebele & Iorember, 2016; Bada, 2017). The results of these empirical 

studies are mixed. An attempt will be made to highlight the major empirical issues and 

findings from this vast literature. Although most of these studies found credits to have 

a positive and significant effect on output which consequently led to the 

industrialization of the economy (supply-leading response), however, other studies 

have failed to confirm a positive relationship between credits to private sector, and 

output growth of the real sector (demand-following response). Thus, the empirical 

literature has not been conclusive. 

For example, Igbinedion, and Ogbeide, (2016) investigated the nexus between 

monetary policy and manufacturing capacity utilization in Nigeria for the 1980-2014 

period, using an error- correction modeling approach. Their findings showed that 

current and past values of lending rate adversely affect manufacturing performance, 

but manufacturing responds positively to the current period’s banking credit, 

confirming that policy to enhance access to funds can stimulate investment in 

manufacturing sub-sector in Nigeria. On the other hand, Ogunsakin, (2014) found 

financial sector reforms particularly credit to the private sector in Nigeria to have no 

significant impact on the growth of manufacturing out-put in Nigeria during study 

period (1970-2012). This is similar to the findings of Bassey, et al., (2014) argued that 

bank credit finance on industrial sector failed to explain the variation in industrial 

output, implying that the industrial sector has been poorly funded and that access to 

bank credit finance has been limited. 

In terms of methodological approaches, studies that attempted to estimate the 

relationship between banking system Credits and Manufacturing Sector’s Output used 

a variety of techniques, ranging from Ordinary Least Square (OLS) method (see 

Imoughele & Mohammed, 2013; Bassey, et al., 2014; Lawrence, 2015; Ebele & 

Iorember, 2016); the Autoregressive Distributed Lag Bound (ARDL) and Granger 

Causality techniques as in Nwakanma , et al., (2014); as well as Vector Auto-

regressive (VAR) method (see Iganiga, & Usifo, 2012; Bada, 2017), to Cointegration 

and Error Correction techniques (see Tawose, 2012; Igbinedion, & Ogbeide, 2016).  
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In addition, while most of these studies used variables such as industrial output, 

exchange rate, interest rate, money supply, balance of trade, and total reserves, several 

other studies included stabilisation instruments particularly monetary policy (see Ubi, 

Lionel, & Eyo, 2012; Bakare & Osobase, 2014).   

The methods adopted in some of these studies were appropriate; however, their 

estimation technique and variables included in their models were not well articulated. 

For example, Igbinedion and Ogbeide (2016) used GDP as a proxy for manufacturing 

output in their model which estimated the impact of financial sector reforms on 

manufacturing output sector output in Nigeria. This is inappropriate because output 

indicates the level of productivity in the economy and does not necessarily measure 

the manufacturing sector output in the economy. 

Moreover, while most of these works claim to have obtained empirical results on the 

impact of banking system on industrial output, there was no attempt to relate credits 

to Private Sector and Manufacturing Output in Nigeria. The present study considers 

analyzing effectiveness of Credit to the Private Sector on Manufacturing Output in 

Nigeria. We argued that the link between these variables could potentially explain how 

to achieve an inclusive and sustainable industrialization of the Nigerian economy.  

 

Methodology: 

To uncover the long-run and short-run links between private sector’s credits and 

manufacturing output in Nigeria, we employ the Error Correction Model (ECM). The 

choice of Error-Correction methodology is because it integrates short-run dynamics 

with long-run equilibrium. Specifically, the error correction methodology incorporates 

time-series analysis within a dynamics framework that enables one to discern both 

long-run and short-run relationship between the variables in a unified system while 

retaining its quality of consistency (Bassey, at el., 2014). Firstly, we examined the 

stochastic properties of the variables by conducting a trend analysis as well as unit root 

test in order to determine the order of integration of the variables. Secondly, we 

estimated a simple linear model and an Error Correction model of the variables, in 

order to determine the long-run and short run coefficients. Model robustness test was 

carried out to confirm the validity and efficiency of the parameters of the estimated 

model. Thirdly, causal effects of manufacturing output was determined on the 

estimated coefficients of credits and financial deepening indicators by performing a 

Wald test for coefficient restrictions on the coefficient of these variables (Klasen, 

2010).  This will establish the financial sector-real sector (manufacturing sector) 

linkage in Nigeria. All the tests and estimation was conducted using econometric 

computer software package, EViews 8.0.    

 

Dataset, Description and Trend Analysis of Variables 

In terms of dataset and data sources, this paper used mainly secondary data of quarterly 

frequency from 1981Q1-2015Q4, obtained from the Central Bank of Nigeria 

Statistical Bulletin (2015) publication which was retrieved from the official website of 

Central Bank of Nigeria. The variables employed included; manufacturing sector 

output (MANPUT) as a percentage to GDP, banking system credit to the economic 
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agents in the private sector (CPS), and banking sector credit to government (NET). 

Credit to government (net) plus the private sector together adds up to constituent 

banking system credit to the economy. In addition, broad money supply (M2) which 

includes M1, savings and time deposits and foreign currency deposits at DMBs, as a 

percentage of GDP, maximum Lending Rate (LR) charged by banks for lending to 

customers.  

Figure 2 shows the line graph which depicts the behaviour between the variables under 

study. It could be observed that Prior to 2000, manufacturing sector output percentage 

to GDP has been increasing at a constant rate with both credit to private sector above 

it. Although, following the reforms in the 2000s, credit to private sector and money 

supply consistently rose over the period reaching a peak in 2009; although, 

manufacturing output initially rose but declined until in 2011 when it began to rise. 

On the other hand, bank credit to government declined and was negative following the 

reforms in the 2000s. Traditionally, it is expected that the increased credits to private 

sector will trigger off a rise in manufacturing output.  

From figure 2, it could also be observed that the behaviour of these time series 

indicated that they do not fluctuate along a constant mean and variance. In other words, 

the variables are non-stationary at level. Thus, a unit root test is necessary to determine 

the stochastic property of the series. 

 
Figure 1: Line graphs of MANPUT, CPS, M2, LR and NET (1981-2015) 

 

Model specification 

For the purpose of achieving the main objectives of this paper and from theoretical, 

and review of empirical studies, we specify the model as follows; 
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𝑴𝑨𝑵𝑷𝑼𝑻 = 𝒇(𝑪𝑷𝑺, 𝑴𝟐, 𝑳𝑹, 𝑵𝑬𝑻)………………………………………………. (1) 

These can be expressed into their econometric form as follows; 

𝑴𝑨𝑵𝑷𝑼𝑻𝒕 = 𝜷𝟎 + 𝜷𝟏𝑪𝑷𝑺𝒕 + 𝜷𝟐𝑴𝟐𝒕 + 𝜷𝟑𝑳𝑹𝒕 + 𝜷𝟒𝑵𝑬𝑻𝒕 + 𝝁𝒕…………..…. (2) 

The equations (2) above ignore any reference to the long-run aspects of decision 

making, that is, the procedure of differencing results in loss of valuable long-run 

information in the data. However, Co-integration fills this gap by including an error 

correction term lagged, one period i.e ECMt-1 integrates short-run dynamics in this 

long-run models. Therefore, the adopted Error-Correction Model (ECM) for this study 

takes the following form; 

∆𝑴𝑨𝑵𝑷𝑼𝑻𝒕 = 𝜶𝟎 + 𝜶𝟏∆𝑪𝑷𝑺𝒕−𝟏 + 𝜶𝟐∆𝑴𝟐𝒕−𝟏 + 𝜶𝟑∆𝑳𝑹𝒕−𝟏 + 𝜶𝟒∆𝑵𝑬𝑻𝒕−𝟏 −

𝑬𝑪𝑴𝒕−𝟏 + 𝝁𝒕…...…………………………………………………………….   (3) 

Where ECMt-1 is one period lag of the residual term from the long-run relationship, in 

other words, it is also known as equilibrium error term of one period lag that guides 

the variables of the system back to equilibrium. Ut
 is the white noise error term, 1 --- -

-4 and α1… α4 are long-run and short-run parameters. 

 

Stochastic Properties of the Series 

The Augmented Dickey Fuller (ADF) and Phillip-Peron (PP) unit root tests indicated 

that at first difference, the test statistics are greater than the critical values at 5% level 

as shown in Table 1.   

 

Table 1: Unit Root Results 

 Level First Difference  

 ADF PP ADF PP Comment 

MANPUT -1.5088 -1.4493 -11.7596** -12.3276** I(1) 

 {-3.4423} {-3.4425} {-3.3327} {-3.4427}  

CPS -2.3349 -2.4609 -11.6315** -11.6314** I(1) 

 {-3.4425} {-3.4425} {-3.4427} {-3.4427}  

M2 -2.4386 -2.5990 -11.6228** -11.6228** I(1) 

 {-3.4425} {-3.4425} {-3.4427} {-3.4427}  

LR -2.8969 -2.7285 -11.6616** -12.6194** I(1) 

 {-3.4425} {-3.4425} {-3.4427} {-3.4427}  

NET -1.2892 -1.8717 -11.7049 -11.7936** I(1) 

 {-3.4425} {-3.4425} {-3.4427} {-3.4427}  

 

The bold figures are the tests statistics. Those enclosed in parenthesis-{ } are the 

critical values at 5% level .(**) indicates significance at 5% level. 

Source:  E-view 8 Output 
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As revealed in table 1, all the series are integrated of order one – I(1). Since the series 

are confirmed to be non-stationary at level, then their linear combination is expected 

to give a stationary result in the long-run or the variables are expected to converge to 

equilibrium in the long-run. Co-integration test was used to determine the existence of 

long-run equilibrium relationship among the variables of the study. 

 

Table 2: Result of Test for Co-integration Rank 

Trace test indicates no cointegrating eqn(s) at the 0.05 level 

Max-eigenvalue test indicates 1 cointegrating eqn(s) at the 0.05 level 

* denotes rejection of the hypothesis at the 0.05 level 

λ Trace = Trace Statistic 

λ max = Maximum eigenvalue 

Source: Source:  E-view 8 Output 

 

The result of Johansen co-integration test in table 2 revealed that there is one co-

integrating equations in the system with its Maximum Eigen-value, while Trace 

statistic revealed no cointegrating equation at 0.05 level of significance since its value 

is less than critical values at 5 percent. Therefore, the null hypothesis of no co-

integration is rejected in favour of the alternative hypothesis of the presence of co-

integration among the variables. Based on the result in table 2, it can be concluded that 

the variables of the study bear a long-run equilibrium relationship. 

 

Empirical Results and Discussions: 

The empirical results from table 3 revealed that in the long-run, credit to private sector 

and Commercial Bank’s loans & advances to manufacturing sector have significantly 

negative effects on manufacturing sector’s output. We emphasize here that these 

finding do not contradict the trend analysis which revealed negative correlation 

between them. However, this is not consistent with theory because a well-developed 

financial sector is expected to provide efficient allocation of resources from surplus 

units to deficit units, thereby leading the other economic sectors such as the 

manufacturing sector, in their growth process. A simple but important implication of 

this is that credit to private sector and Commercial Bank’s loans & advances to 

No. of CE(s) λ Trace 5% 

Critical value 

λ max 5% Critical value 

None * 90.64 95.75 44.92 40.08 

At most 1  45.72 69.82 17.85 33.88 

At most 2 27.87 47.86 10.94 27.58 

At most 3 16.93 29.80 9.444 21.13 
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manufacturing sector have not been effective in enhancing the capacity of 

manufacturing sector output in Nigeria.  

 

Table 3: Estimates of Long-Run and Short-Run ECM  Equations 

Long -Run Equation Short- Run Dynamic Equation 

Variable Coefficie

nt 

t-

Statist

ic 

Prob

. 

Variab

le 

Coefficie

nt 

t-

Statist

ic 

Prob

. 

C 1.442** 4.7760 0.000

0 

ECM(-

1) 

-

0.0924** 

-

2.2054 

0.030

0 LCPS -0.646** -

5.4462 

0.000

0 

C -0.0025 -

0.4442 

0.658

0 

LM2 0.645** 5.5841 0.000

0 

∆LCPS 0.0303 0.3005 0.764

5 

LLR 0.074 1.3575 0.177

9 

∆LM2 -0.0244 -

0.1753 

0.861

2 

LNET -0.057** -

2.4356 

0.016

8 

∆LLR -0.0340* -

1.8466 

0.068

1     
∆LNE

T 

-0.0673 -

1.1265 

0.263

0 

Model Diagnostics/Robustness Test 

R2 0.510 
  

R2 0.115 
  

Adj-R2 0.484 
  

Adj-R2 0.056 
  

DW 0.50 
  

DW 1.97 
  

F-Test 19.548** 
 

0.000

0 

F-Test 1.95* 
 

0.080

9 

LM Test 125.8561 
 

0.000

0 

LM 

Test 

0.089494 
 

0.915

5 

Jarque-Bera 2.966405 
 

0.226

9 

Jarque

-Bera 

867.0370 
 

0.000

0 

Note that figures in (**) represent Significant at 5 percent level of significance, and 

(*) Significant at 10 percent level of significance.  

Source:  E-view 8 Output 

 

On the other hand, the empirical results from table 3 revealed that the estimated error 

correction term for the short-run equation (3) is consistent with the expected negative 

sign and significant at 5% level. In other words, the coefficient of ECM indicated a 

quarterly speed of adjustment from long-run disequilibrium of about 9.2% per 

quarterly. Thus, the significant and negatively signed coefficient of the Error 

Correction term validates the cointegration test results and suggests the existence of 
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long-run equilibrium relationship between the variables in the model. This also 

suggests that there is feedback adjustment mechanism from short-run to long-run 

equilibrium among the variables under study. In other word, the economy responds to 

deviations from equilibrium in a balancing manner and as such, if the short run 

variables deviate from equilibrium, they tend to re-adjust themselves back to 

equilibrium in the long run. Furthermore, as shown in Table 3, only Lending rate 

carried the expected sign and is significant at 10% level. This implied that lending rate 

of commercial banks have significant negative effect on manufacturing sector output 

in the short-run. For instance, a 1% rise in lending rate will trigger about 3.4% decrease 

in manufacturing sector output. Although, the estimated coefficients of credit to 

private sector, and credit to government carry the expected signs, but are not 

significant. Such is same with the coefficients of money supply. Thus, it could be 

deduced that credit to government and  money supply have the potential of negatively 

influencing in manufacturing output in Nigeria. 

Based on the results of the regression shown in table 3, model diagnostic test statistics 

was carried out. This is, in order, to confirm the validity and efficiency of the 

parameters of the model estimated, that is, to ensure that the estimated coefficients are 

Best, Linear Unbaised (BLU) estimators. It is also to confirm that the model is robust 

for analysis and policy formulation. The diagnostic statistics revealed that the adjusted 

R-square of the long run model shows that about 48.8 percent of the variation in 

dependent variable (MANPUT) is explained by the combined effects of all the 

independent variables, thus, suggesting that data fit the model fairly well. The F-

statistic value of 19.5 further confirms the overall significance of the long-run model.  

 

Wald Test for Coefficient Restrictions: 

In the long-run equation, the Wald test results are presented in table 4a which shows 

that both credit to private sector and money supply drives or influences manufacturing 

sector output in the long-run. This implies that the coefficients of financial deepening 

indicators (credits to private sector and money supply as a percentage to GDP) cause 

manufacturing output.  Thus, it could be deduce that financial sector causes growth in 

the real sector (manufacturing), thus, depicting the supply-leading response. 

 

Table 4a: Wald Test on the Coefficients of LCPS and LM2 in the Long-Run 

Equation 

Null Hypothesis Test Statistic Value P-Value 

C(2)=C(4)=0 Chi-square 18.26245* 0.0000 

(*) denotes rejection of the hypothesis at the 5% level of significance while (**) 

denotes accepting of the hypothesis at the 5% level of significance 
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From the table 4b, Since the chi-square value is not significant at 5% level, we cannot 

but accept the null hypothesis and conclude that the coefficients of credit to private 

sector and money supply does not cause manufacturing sector’s output in the short-

run. Thus, it could be implied that there is no causal effect between financial sector 

and real sector in the short-run.  

 

Table 4b: Wald Test on the Coefficients of LCPS and LM2in the Short-Run 

Equation 

Null Hypothesis Test Statistic Value P-Value 

C(2)=C(4)=0 Chi-square 0.252335** 0.8811 

(*) denotes rejection of the hypothesis at the 5% level of significance while (**) 

denotes accepting of the hypothesis at the 5% level of significance 

 

Conclusion and Policy Recommendations: 

The main focus of this paper was to analyze the impact of Credit to the Private Sector 

on manufacturing sector’s output in Nigeria. For this purpose, empirical data was 

utilized from 1981Q1 to 2015Q4. To draw empirical evidences, both long-run and 

short-rum error correction model were estimated and the Wald test of coefficients 

restrictions were performed to establish the financial sector-real sector (manufacturing 

sector) linkage in Nigeria by determining the casual effects among the coefficients of 

the variables. Based on the results, we can conclude that credit to private sector have 

significant and negative effect on manufacturing sector’s output in the long-run. 

Furthermore, the financial sector causes growth in the real sector (manufacturing), 

thus, depicting the supply-leading response. 

However, credit to private sector, and credit to government carry the expected signs, 

but are not significant. Such is same with the coefficients of money supply. Thus, it 

could be implied that there is no causal effect between financial sector and real sector 

in the short-run. 

The policy implication is that, in the long-run, improvement in the financial 

intermediation role of financial institutions will enhance the link between credits, and 

manufacturing sector’s output in Nigeria.  This is an important channel through which 

financial resources can be mobilized for productive investment in the industrial sector. 
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