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ABSTRACT 

The study examined the effect of financial system on economic growth in Nigeria and South 

Africa 2001 and 2020. To this end, this study decided to regress growth of real per capita income with 

relative financial system size (FSZ) and relative financial system activities (FSA) to finds answers. The 

study is comparative in nature and made use of the autoregressive distributed lag (ARDL) modeling 

technique. It was found that the economies of Nigeria and South Africa are both bank-based in size and 

activities. Findings from the study showed that only financial structure size was negatively significant 

in South Africa, and not significant in Nigeria. Neither the bank-based nor the market-based views are 

consistent with the results; rather, it is consistent with the views of financial services and law and 

finance: financial structure is not an effective way to distinguish financial systems. It was then 

recommended that there should be strengthening of the legal laws and enforcements in Nigeria and 

South Africa.  
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1.  INTRODUCTION 

 

Assessing the link between financial system and economic growth has long elicited 

debate on the benefits and drawbacks of bank-based and market-based models. The yet to be 

resolved dispute could be traced principally to the economies of Germany and Japan which are 

bank-based financial systems as well as England and the United States of America which comes 

under market based financial systems. [2, 6, 14, 27]. Globally, financial systems emanates in 

different dimensions and forms, the significance of financial systems, whether by banks or stock 

markets to economic growth of a country is very vital to policy makers for economic decision 

[28]. Economic growth is simply the ratio or margin of increase in real income during a given 

period, usually a year. It is the rate at which Gross Domestic Product (GDP) of a country is 

growing, positive growth, or decreasing, negative growth [13].  

Financial systems (bank-based and market-based) is broadly defined as the mix of 

financial instruments, financial markets, and financial institutions in a country [18, 22]. 

Financial system with more reliance on the banking system is characterised as bank-based, 

while one that relies more on the stock market is categorised as market-based [12]. More 

formally, financial structure is defined as the degree to which a country has a bank-based or 

market-based financial system [8, 20]. Market-based financial systems reduce the inherent 

inefficiencies associated with banks and are, thus, better at enhancing economic development 

and growth. Bank-based financial systems on the other hand ease distortions emanating from 

asymmetric information through forming long-run relationships with firms and through 

monitoring, contain moral hazard [4, 26]. 

The Financial system of any country consist primarily of the banking sector, the stock 

market and insurance companies. The structure of the Nigerian Financial System (NFS) has 

been through remarkable changes, ranging from their ownership structure, the length and 

breadth of financial instruments used to the number of institutions established, regulatory and 

supervisory frameworks as well as the overall macroeconomic environment within which they 

operate [21]. Deposit Money banks are the most relevant financial institutions in Nigeria to 

encourage and mobilize savings and also channel savings into productive investment units with 

recent developments emerging in the stock market. In light of the preceding, the banking system 

has been the principal channel of financial intermediation, capital formation and most especially 

the implementation of monetary policy [23, 25]. 

Also, South Africa financial system is essentially sound with a sophisticated banking 

system, deep-rooted capital markets, and a well-entrenched non-bank institution, among which 

are insurance companies, pension funds and collective investment schemes. Capital markets are 

comparatively advanced with substantial activity in the derivatives market, securitization and 

hedge fund markets, [22]. Nevertheless, the markets are subject to global risks due to their close 

relationships with offshore markets. According to the National Central Bank, Commercial 

banks form the largest division of the financial sector, with assets of 120% to GDP in 2020 in 

South Africa.  

However, taking into consideration the importance of the banks, the capital markets and 

the challenges that are inherent in both, the vital question is, which type of financial structure 

(bank-based or market based) exerts more influence on economic growth of Nigeria and South 

Africa? The preceding question motivated us to examine the following specific objectives: 

i) To ascertain the relationship between bank-based financial system and economic 

growth of Nigeria and South Africa 
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ii) Determine the relationship between market-based financial system and economic 

growth of Nigeria and South Africa. 

iii) To ascertain the direction of causality between bank-based and market-based financial 

system on economic growth of Nigeria and South Africa. 

The remaining segments of this paper are; the literature review in section two. Section 

three detailed the methodological approach applied. Section four discussed the findings from 

data analysis and section five concluded the study. 

 

 

2.  LITERATURE REVIEW 

2. 1. Theoretical clarification 

The study reviewed the following theories: Financial Services Theory and Law and 

Finance Theory.  

 

2. 1. 1. Financial Services Theory 

The financial services theory [14, 19] is actually consistent with both the bank-based and 

the market-based theory. It embraces both, but minimizes their importance in the sense that the 

distinction between bank-based and market-based financial systems matters less than was 

previously thought; it is the financial services provided that are by far more important, than the 

form of their delivery. According to the financial services theory, the issue is not the source of 

finance. Rather it is the creation of an environment where financial services are soundly and 

efficiently provided. The emphasis is therefore on the creation of better functioning banks and 

markets rather than on the specific type of financial structure in place. 

The literature also shows that banks and markets are substitute sources of corporate 

finance because, when a firm raises capital by issuing new equity, it reduces its need to borrow 

from a bank [3, 15]. As alluded to earlier, what determines the development of one system as 

opposed to another is the characteristics and circumstances in a country, and this has a bearing 

on the effectiveness of the financial system. If banks are better able to handle agency problems 

than markets, then development of the stock market may hamper growth, especially if the 

market develops at the expense of the banking system. Whatever system emerges, given country 

specifics, ought to be able to provide adequate financial services. Therefore, the theory states, 

the type of financial structure is irrelevant. 

 

2. 1. 2. Law and Finance Theory 

The legal-based theory of financial structure promoted by [9, 10, 11] extends the financial 

services theory and unconditionally rejects the bank-based versus market-based debate. The 

legal-based theory argues that finance comprises a set of contracts. These contracts are defined 

and made more or less effective by legal rights and enforcement mechanisms.  

A well-functioning legal system facilitates both the operation of markets and 

intermediaries. It is the overall level and quality of financial services as determined by the legal 

system that improves the efficient allocation of resources and economic growth. According to 

the legal-based theory, the time long debate concerning bank-based versus market-based 

financial systems is analytically vacuous.  
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2. 2. Empirical Review 

Many researchers has examined financial systems (bank-based and market-based), using 

different statistical methods and data have found diverse results and effect across different 

economies. For instance, [23] examined the relative effectiveness of bank-based and market-

based financial development on the economic growth of Nigeria with data from 1989 to 2018 

using the Auto-Regressive Distributive Lag (ARDL) estimation technique. The study found 

that bank-based financial development exerts positive and significant influence on Nigeria’s 

economic performance while stock market-based, rather than contributing positively to the 

economic prosperity, was found to have an insignificant negative effect. Using GDP per capita 

growth for sensitivity analysis also showed a somewhat similar result. From their findings, the 

study concludes that bank-based financial development drives growth in Nigeria more than 

market-based. The study therefore recommends intensive financial literacy and inclusion 

campaign to create awareness and bolster public confidence in the stock market in particular 

and the financial sector in general. 

[29] examined financial structure and economic growth of contemporary African 

economies; The study was anchored on bank based and market-based theory. The study used 

secondary data obtained from World Bank Data Atlas and subjected them to Granger Causality 

technique to test the interaction between independent variables and the dependent variable at 

the 5% level of significance. The findings show that financial structure in BC, MC, LLR, TR 

and VTS had no significant effect on GDP in the contemporary African economies. The result 

further discovered that there was absence of long run relationship in the study. Thus, the study 

concludes that financial structure does not have significant effect on economic growth in the 

contemporary African economies. Hence, the study recommends that financial structure should 

strengthen and enhance availability of money supply to key sector of the economy thereby 

improving economic growth by ensuring financial deepening within the economies and 

providing viable economic environment for financial enhancement to boost investment 

activities within the Nigerian economy. 

[21] investigated the impact of bank and market based financial structure on economic 

growth in Nigeria for the period 1990-2012. The objectives of the study were to determine the 

impact of bank-based financial structure, market-based financial structure and total financial 

services on economic growth. The study used “Expost-facto” research design. Ordinary Least 

Square Regression model was used in data analysis. They found that market-based financial 

structure has negative and insignificant impact on economic growth while bank-based financial 

structure and total financial services have positive and significant impact on economic growth. 

The implication of the finding was that the Nigerian financial structure is bank-based and not 

market-based. It also implies that total financial service is significant to economic growth; 

hence, financial structure classification is irrelevant. It was recommended that efforts should be 

intensified to ensure greater provision of total financial services to the domestic economy. 

Efforts should be geared towards revamping the Nigerian Capital Market activities as a way of 

encouraging its contribution to economic growth. 

[17] evaluates the effect of bank-based and market-based financial systems on income 

distribution using the data of 15 developed and developing countries. For this purpose, firstly 

the type of financial system for selected countries was determined. Then the model of research 

was estimated applying the FMOLS method. In the next step, using OLS method in panel data, 

the effect of the type of financial system on income distribution of the two groups of developed 

and developing countries was estimated in order to come up with a better conclusion.  
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The results indicated that the type of financial system affects income distribution. Market-

based financial system leads to better income distribution in developed countries, while bank-

based financial system reduces income inequality in developing countries.  

[7] investigate whether firms’ access to external financing to fund growth differs in 

market based and bank-based financial systems. Using firm-level data for forty countries, they 

compute the proportion of firms in each country which relies on external finance and examine 

how that proportion differs across financial systems. They found the development of a country's 

legal system predicts access to external finance, and that stock markets and the banking system 

affect access to finance differently. However, there is no evidence that firms' access to foreign 

financing can be predicted by the relative development of stock markets and the bank system. 

 

 

3.  DATA AND METHODOLOGY 

 

For the purpose of this research, secondary data in form of annual time-series data is used, 

and ranges from 2001 to 2020 due to data availability. The secondary data includes growth of 

per capita income (GPKY), ratio of bank credit to the private sector divided by market 

capitalization (known as financial structure size), ratio of bank credit to the private sector 

divided by value of traded shares (known as financial structure activities) [5, 16]. The idea 

behind using these measures is to account for the size or activities of banks relative to the stock 

market. Also, aggregate government expenditures, money supply and inflation rate were used 

as control variables. Data were sourced from the world Bank database and Central Bank of 

Nigeria (CBN) statistical bulletin.  

 

3. 1. Time Series Methodology: The Autoregressive Distributed Lag (ARDL) 

The most popular test for cointegration in most contemporary literatures is the 

Autoregressive Distributed Lag (ARDL) Bounds testing proposed by [24]. Its acceptability has 

been hailed for being; (i) flexible to the problem of order of integration, but none of the variables 

should be I (2); (ii) suitable for sample size study, and (iii) provides unbiased estimates of the 

long run model and valid t-statistics even when some of the regressors are endogenous [1]. The 

Autoregressive Distributed Lag (ARDL) Models have played a prominent role with regards to 

its application in related studies [23].  

Besides other fundamental diagnostic test, the ARDL modeling framework of the relative 

impact of bank and stock market on economic growth is thus provided with three main 

specifications:  
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where βa, b, c, d, e, f, represent the short-run coefficients, 𝛼1, 2, 3, 4, 5, 6 indicate the long-run 

coefficients, Δ refers to the first difference operator, and 𝜇𝑡 is the error term.  

The null hypothesis for the ARDL bound test (H0: 𝛼1 = 𝛼2= 𝛼3 = 𝛼4 = 𝛼5 = 𝛼6 = 𝛼7 = 0) 

implies no cointegration between variables. The alternative hypothesis (H0: 𝛼1 ≠ 𝛼2≠ 𝛼3 ≠ 𝛼4 

≠ 𝛼5 ≠ 𝛼6 ≠ 𝛼7 ≠ 0) indicates the presence of cointegration.  

 

𝐺𝑃𝐾𝑌𝑡 = 𝜎02 + 𝛼1(𝐺𝑃𝐾𝑌)𝑡−1 + 𝛼2(𝐹𝑆𝑍)𝑡−1 + 𝛼3(𝐹𝑆𝐴)𝑡−1 + 𝛼4(𝐺𝑋𝑃)𝑡−1 + 𝛼5(𝐼𝑁𝐹)𝑡−1

+ 𝛼6(𝑀𝑆)𝑡−1

+∈𝑡 … … … … … … … … … … … … … … … … … … … … … … … … … … … . . . … (3.2) 
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where, Eqns 1 – 3 - ARDL Bounds Testing model, ARDL long-run model and ARDL 

short-run models, respectively. 

FSZ  - Financial Structure Size 

FSA  - Financial Structure Activities  

GXP  - aggregate government expenditures   

INF  - inflation rates   

MS   - broad money supply   

𝜎01, 𝜎02, 𝜎03 - Intercepts of the model 

𝜇𝑡2, 𝜇𝑡1 𝑎𝑛𝑑 ∈𝑡 - represents the residual.  

 

where,  

ECT = error correction term derived from equation (3.3), and  

𝛿 = the speed of adjustment 

𝛿 indicates the speed of adjustment parameter, whose coefficient should be negative and 

significant statistically to support the presence of a cointegrating relationship.  

 

 

4.  RESULTS AND DISCUSSION 

 

In analyzing the relative impact of bank and stock market on economic growth in Nigeria 

and South Africa, this section begins with descriptive analysis which is reported in Table 1 

below. 
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Table 1. Descriptive Statistics 

 

 
    Source: Author’s computation  

 

 

The data used in the research have been summarized in Table 1, using descriptive analysis 

in the form of mean, standard deviation, minimum and maximum. The number of observations 

(20) represent the years covered by the study. The growth of real per capita income was more 

FSA FSZ GPKY GXP INF MS

 Mean  1501.983  112.8273  2.607707  6.909001  12.63336  20.56257

 Median  1344.525  101.3350  3.420097  6.519611  12.38637  22.58433

 Maximum  4306.679  324.2571  12.45747  12.36259  18.87365  27.37879

 Minimum  212.5642  43.46673 -4.260113  4.670736  5.388008  11.30051

 Std. Dev.  1037.497  63.82107  3.823975  1.822177  3.703975  5.507018

 Skewness  1.480707  1.936730  0.254693  1.277403 -0.023053 -0.666718

 Kurtosis  4.883764  7.100739  3.810890  5.034422  2.258181  1.847621

 Jarque-Bera  10.26545  26.51646  0.764181  8.888252  0.460351  2.588358

 Probability  0.005900  0.000002  0.682433  0.011747  0.794394  0.274123

 Sum  30039.65  2256.547  52.15415  138.1800  252.6672  411.2515

 Sum Sq. Dev.  20451615  77389.46  277.8329  63.08626  260.6691  576.2176

 Observations  20  20  20  20  20  20

GPKY FSA FSZ GXP INF MS

 Mean  0.727520  1518.424  112.6508  26.86436  12.63336  20.56257

 Median  1.097078  1344.525  101.3350  28.36920  12.38637  22.58433

 Maximum  4.277768  4306.679  324.2571  34.86325  18.87365  27.37879

 Minimum -7.615876  212.5642  43.46673  18.30000  5.388008  11.30051

 Std. Dev.  2.706695  1041.757  63.96351  4.433616  3.703975  5.507018

 Skewness -1.367855  1.417434  1.927061 -0.575959 -0.023053 -0.666718

 Kurtosis  5.658437  4.712244  7.064981  2.647499  2.258181  1.847621

 Jarque-Bera  12.12616  9.140217  26.14860  1.209311  0.460351  2.588358

 Probability  0.002327  0.010357  0.000002  0.546263  0.794394  0.274123

 Sum  14.55040  30368.49  2253.016  537.2871  252.6672  411.2515

 Sum Sq. Dev.  139.1978  20619911  77735.28  373.4820  260.6691  576.2176

 Observations  20  20  20  20  20  20

NIGERIA

SOUTH AFRICA
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for Nigeria (2.60%) as against South Africa’s 0.72%. Again, the relative size and activities in 

the financial system showed that both Nigeria and South Africa’s economies were more in 

favour of bank-based than market based. This is evident as the mean of their respective financial 

structure sizes and activities were well above 100%. So going forward, the impact of financial 

system will be on bank-based. This position agrees with [21]. In sum, both the financial system 

for both Nigeria and South Africa has some semblance from 2001 to 2020, which further 

justifies the purpose of this study.  

To further analyze the relative impact of bank and stock market on economic growth in 

Nigeria and South Africa, the study then proceeds with the conventional test for stationerity of 

the series variable via the Augmented Dickey-Fuller (ADF) unit root test.  

The result is presented in Table 2 below: 

 

Table 2. Stationarity Tests 

 

 
           Source: Author’s computation  

 

 

As earlier stated, time series analysis always begins with unit root test to satisfy the 

stationerity property of the series variables. Table 2 presents the result of Augmented Dickey-

Fuller unit root test on both level and differenced values of the variables, as earlier stated in 

Variables

Test 

Statistic 

with 

intercept

p-values
Order of 

Integration
Variables

Test 

Statistic 

with 

intercept

p-values
Order of 

Integration

GPKY -0.1836  0.9228 D(GPKY) -5.3146  0.0007 I(1)

FSA -3.8622  0.0094 I(0) D(FSA)

FSZ -4.6694  0.0017 I(0) D(FSZ)

GXP -4.3409  0.0035 I(0) D(GXP)

INF -2.9476  0.0595 D(INF) -4.2814  0.0046 I(1)

MS -1.1158  0.6870 D(MS) -3.6893  0.0140 I(1)

Variables

Test 

Statistic 

with 

intercept

p-values
Order of 

Integration
Variables

Test 

Statistic 

with 

intercept

p-values
Order of 

Integration

GPKY -3.3781  0.0261 I(0) D(GPKY)

FSA -3.7754  0.0112 I(0) D(FSA)

FSZ -4.7282  0.0015 I(0) D(FSZ)

GXP -2.1873  0.2171 D(GXP) -3.9101  0.0096 I(1)

INF -2.9476  0.0595 D(INF) -4.2814  0.0046 I(1)

MS -1.1158  0.6870 D(MS) -3.6893  0.0140 I(1)

ADF Tests: Levels ADF Tests First Difference

ADF Tests: Levels ADF Tests First Difference

SOUTH AFRICA

NIGERIA
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equation (3). The result indicates that the stationary of the variables was both at their level and 

first difference in both Nigeria and South Africa. This leads to the conclusion that the variables 

are integrated of mixed order [I(0), I(1)], which satisfies one of the main conditions for using 

ARDL Bounds test and model estimation. 

After confirming the stationarity of variables for the study, the next step is to conduct 

bound F-test for cointegration in order to establish a long-run relationship among the series 

model specified for the study. The results of the bound F-test for cointegration together with 

the asymptotic critical values are reported in Table 3 below. 

 

Table 3. ARDL Bounds test 

 

 
                 Source: Author’s computation  

 

 

The results of the bound F-test for cointegration in Table 3 indicate that cointegration is 

only present for the economic growth and financial system model in both Nigeria and South 

Africa. The computed F statistics of 11.04374 and 4.246319 for Nigeria and South Africa are 

both higher than the upper bound critical value of 3.38. This implies that there is long-run 

relationship between financial system and economic growth Nigeria and South Africa. 

Owing to the fact that a cointegration relationship between the variables has been 

detected, Autoregressive Distribution Lag (ARDL) model is established to determine long-run 

relationship between bank and market based financial system and economic growth in Nigeria 

and South Africa, the result of ARDL test is presented in table below. 

Table 4 presents the results of the estimated long run coefficient using ARDL approach, 

the order of the ARDL is selected based on Akaike Information Criterion (AIC). Based on the 

result in Table 4, the activities of the bank-based financial system are seen to be negative in 

Nigeria and South Africa (- 0.0021; - 0.0005). The result of their insignificant impact is 

inconsistent with both the bank-based and the market-based views. Thus, a lopsided financial 

market and financial activity might impact negatively on the efficient functioning of the 

financial sector in promoting economic growth. It is expedient to note that the result is 

inconsistent with the [29] who showed that that financial structure does not have significant 

effect on economic growth in the contemporary African economies.  

Model Specification F-statistic
5% Upper Bound 

Value
Decision

GPKY MODEL 11.04374 3.38 Reject H0

Model Specification F-statistic
5% Upper Bound 

Value
Decision

GPKY MODEL  4.246319 3.38 Reject H0

SOUTH AFRICA

NIGERIA
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The findings also agree with [14, 23] results that market activity is not a robust predictor 

of economic growth. Rather, the findings are more consistent with the financial structure view. 

The financial structure posits that the Stock market activity is not the most useful way to 

distinguish financial systems (Levine, 2002). 

 

Table 4. Estimated Long-run Co-efficient using ARDL approach 

 

 
 Source: Author’s computation  

 

 

Secondly, the view of the financial structure size, which was more in favour of bank-

based, was revealed to be significant in South Africa but not in Nigeria, but the size in South 

Africa inversely affected economic growth. This finding agrees with [21] who posits that total 

financial service is significant to economic growth, and not their structural classifications. This 

position also agrees with the financial services view.  

Finally, the debate about the relative importance of bank-based and market-based 

financial systems in stimulating economic growth from developing countries, especially Sub-

Sahara African countries, are described as bank-based economies. However, neither the bank-

based nor the market-based financial system can explain economic growth independently; 

rather this study opined that it is the overall provision of financial services (combination of 

banks and financial markets) that are important [5, 8] as well as the legal framework and 

enforcement that makes finance less effective in these countries.  

The findings are inconsistent with both the bank-based and the market-based views, rather 

it agrees with the financial services and law and finance viewpoints: they predict that financial 

structure is not a good way to identify financial systems.  Following the establishment of long-

run relationship between bank-based, market-based financial system and economic growth, it 

Variable Coefficient t-Statistic Prob.    Decision

FSA -0.0021 -1.7705 0.1071 Negatively insignificant

FSZ 0.0262 1.6860 0.1227 Positively insignificant

GXP 1.5383 2.5452 0.0291 Positively significant

INF -0.3552 -2.0287 0.0700 Negatively significant

MS 0.0053 0.0369 0.9713 Positively insignificant

C -3.7947 -0.6817 0.5109 Positively significant

Variable Coefficient t-Statistic Prob.    Decision

FSA -0.0005 -0.7427 0.4747 Negatively insignificant

FSZ -0.0298 -2.3879 0.0381 Negatively significant

GXP -0.4457 -2.6567 0.0240 Negatively significant

INF 0.1690 1.0985 0.2977 Positively insignificant

MS -0.0261 -0.2145 0.8345 Negatively insignificant

C 16.4836 4.9328 0.0006

SOUTH AFRICA

NIGERIA
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is now important to estimate the short-run dynamics of the ARDL model. Recall that it was 

earlier stated that the short-run model estimation is one of the three main estimation methods 

performed when using the ARDL. 

 

Table 5. ARDL Short-run and Error Correction Model Estimate 

 

 
                      Source: Author’s computation  

 

 

Table 5 also revealed that only short-run changes in financial structure size is significant 

in explaining the changes in output per capita and only in South Africa. However, the change 

is said to be negative. The ECT took up its proper sign (ie negative) and was statistically 

significant in both Nigeria and South Africa. There was no case of first order autocorrelation 

problem as the Durbin-Watson statistics for Nigeria and South Africa (ie 1.7507; 1.5877) were 

below 2.0.  

Variable Coefficient Std. Error t-Statistic Prob.   

D(GXP) 0.4165 0.2994 1.3909 0.1944

D(MS) -0.2261 0.0947 -2.3869 0.0382

ECT(-1)* -0.8167 0.0734 -11.1216 0.0000

R-squared 0.9077

Adjusted R-squared 0.8961

Durbin-Watson stat 1.7507

Variable Coefficient Std. Error t-Statistic Prob.   

D(FSZ) -0.0141 0.0033 -4.3166 0.0015

D(GXP) -1.7559 0.2189 -8.0208 0.0000

ECT(-1)* -1.0945 0.1587 -6.8963 0.0000

R-squared 0.8040

Adjusted R-squared 0.7795

Durbin-Watson stat 1.5877

NIGERIA

SOUTH AFRICA

ARDL Error Correction Regression

Dependent Variable: D(GPKY)

ARDL Error Correction Regression

Dependent Variable: D(GPKY)
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4. 1. Diagnostic and Model Stability Tests 

Diagnostic tests show that residual series are normally distributed, homoskedastic and no 

serial correlation. The tests involved are Jacque Berra for normality, ARCH and Berusch-

Godfrey for serial correlation. 

 

Table 6. Diagnostic Tests Estimates 

 

 
 Source: Author’s computation  

 

 

Since the p-value of the probability values of the Chi-square in all the three tests were 

greater than 0.05 (except slightly below for normality in South Africa), it means that the null 

hypotheses are accepted. Hence, we conclude that the data series are overall normally 

distributed, homoskedastic and not serially correlated. 

 

 

5.  CONCLUSION AND RECOMMENDATION 

 

The study examined the effect of financial system on economic growth in Nigeria and 

South Africa 1981 and 2020. One of the greatest challenges of the Sub-Saharan African 

economies today is the lack of financial growth occasioned by financial disintermediation from 

practices. To this end, this study decided to regress growth of real per capita income with 

relative financial system size (FSZ) and relative financial system activities (FSA) to finds 

answers.  

The study is comparative in nature and made use of the autoregressive distributed lag 

(ARDL) modeling technique. It was found that the economies of Nigeria and South Africa are 

both bank-based in size and activities. Findings from the study showed that only financial 

structure size was negatively significant in South Africa, and not significant in Nigeria. As 

opposed to bank-based and market-based views, it is in line with both the law and finance and 

financial services views that we maintain that financial structure is not the best way to 

distinguish financial systems. South Africa and Nigeria's legal laws and enforcements should 

be strengthened, it was recommended.  

Prob. Chi-Square Remark

Jarque Bera test for normality                 0.7503 Normally Distributed

Breusch-Pagan-Godfrey Test for Heteroskedasticity                 0.9951 Homoskedastic Distribution

Breusch-Godfrey Serial Correlation LM Tests                 0.8932 No Autocorrelation

Prob. Chi-Square Remark

Jarque Bera test for normality                 0.0450 Non-Normally Distributed

Breusch-Pagan-Godfrey Test for Heteroskedasticity                 0.6812 Homoskedastic Distribution

Breusch-Godfrey Serial Correlation LM Tests                 0.4211 No Autocorrelation

SOUTH AFRICA

NIGERIA
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