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Abstract

This paper examined finance-growth nexus in the finance industry and the influencing factors of economic indicators which
deliberate on the performance of the Solow Growth model to prove the actuality of financial development (FD) inside the
economic growth (EG) model, based on the regional data from 1980 to 2017 in Africa. We applied the econometric method
of GMM style panel vector autoregressive (PVAR) and panel quantile regression (PQR). With the optimal finance-growth out-
come, the review shows that the economic indicators influence the finance-growth nexus. The quantile results show that high
economic indicators help to strengthen the finance-growth nexus, whereas low economic indicators hinder it. The GMM
style PVAR results present a mixed effect in terms of the connection and marginal significance, indicating that FD has a varied
impact on economic growth. Last, the granger causality results show a two-way causal association amid finance-growth in
Western, Central, Eastern, and Southern African economies and a unidirectional causal link of finance-growth in Northern
Africa. The policy conclusion is that to gain the long-term economic benefits of FD, African countries should strive for low
and steady economic stability. To attain the required economic stability, it may be important to use suitable fiscal and mone-
tary policies.
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and inclusion remain substantially reduced in this region,
which is relatively developed, and developing countries
represent a mix of different aspects. Africa’s FD is still
quite low in comparison to other international regions,
despite a series of measures aimed at strengthening it
(Aluko & Obalade, 2020). Rajan and Zingales (1998)
suggest that trade and economic openness are essential
for the proper improvement of the monetary situation.

Consequently, there is no well-organized, well-run, or
widely recognized organization in Africa in the responsi-
bility of emerging, supporting policy execution, and
incorporating all African countries. The West, South,
North, Central, and East regions of Africa serve as the
foundation for economic blocs like the Economic and
Monetary Community of Central Africa (CEMAC),
East African Community (EAC), Southern African
Development Community (SADC), and Economic
Community of West African States (ECOWAS). The
sub-regional groupings all have a distinct objective, and
via the merger of their nations, they are liable for various
industrial achievements in the regions. Their activities
have contributed to differences in regional progress and
change. Consequently, it may be inaccurate to compare
African nations without taking variation into consider-
ation. Similarly, it could be challenging to put the find-
ings of such a study into reality as there is no centralized
organization in place to apply such policies on a wider
scale. This study will help financial sector authorities
select suitable management techniques that will increase
the overall value of their organizations. The results of
this study will also help policy-makers create thorny stra-
tegies and programs to promote the expansion and sus-
tainability of the financial sector in Africa. Additionally,
supervisory organizations in Africa, like the Bank of
Africa and other authorities that oversee the capital mar-
ket, may use the study’s findings to enhance their policy
structure. Furthermore, by offering more recent empiri-
cal facts on corporate and firm financial performance,
the study improves the already-existing finance literature
in Africa. This serves as a reserve for scholars and aca-
demics who want to learn more about this topic, which
is very advantageous to academia.

A critical review of these studies discovered two
common limitations: (i) inconclusive results of the sub-
jects and (ii) little recognition of moderating economic
stability variables (FDI, INFLATION, and GFE) to
analyze the responsiveness of finance-growth, espe-
cially within the African context. This has led to a new
area of research focusing on environmental determin-
ism within the framework of financial development
(Nasreen et al., 2020; Omri et al., 2019). In line with
the limitations found in earlier studies, this study seeks
to examine the responsiveness of moderating economic
stability variables (FDI, INFLATION, and GFE) in

finance-growth nexus. This objective is divided into
two sub-objectives. First, we analyze how (i) how
finance reacts to shocks to economic growth using
PVAR and (ii) due to the disparities among the selected
countries in Africa, we examined heterogeneous
responses of FD-EG nexus among the selected African
countries using PQR.

The below are the contributions made by this review:
First, while there have been various reviews on finance-
growth nexus in Africa, many of these reviews have paid
little consideration to the controlling effects of economic
stability indicators, (FDI, INFLATION, and GFE).
This research contrasts with prior studies in this respect
since it analyzes the literature on the FD-EG nexus with-
out sighting the controlling parameters. Preceding
reviews (Aluko & Obalade, 2020; Ibrahim & Alagidede,
2017; Manu et al., 2020) reiterated the empirical litera-
ture’s findings and techniques on the FD-EG nexus while
neglecting variables that have negative or positive mod-
erating effects on the FD-EG nexus. Second, this study
accounts for geographical variability by looking at the
topic from the perspective of Africa’s five geographical
regions (Western, Southern, Northern, Central, and
Eastern). According to the literature in Africa, many
studies in Africa address the problem by focusing on
Africa as a whole, a region in Africa with income levels,
or sub-groups with less attention on the corresponding
sub-regions. By researching the problem from subre-
gions, the study aims to give empirical findings not only
for comparison but also for specific regional policy deci-
sions. We fill this study need by integrating empirical evi-
dence that shows that FD-EG nexus is influenced by the
level of some key economic stability indicators (FDI,
INFLATION, and GFE). Our goal is to examine the
variables that influence the FD-EG nexus to offer scho-
lars a picture of recent research and to suggest policy
inferences for future research. Insight into the elements
that influence the FD-EG will be used to help policy-
makers in various sub-regions design policies. As a result,
policymakers must have a thorough understanding of
the factors that promote or obstruct the finance-growth
nexus to create policies that will help finance drive EG.
Policymakers will be able to properly evaluate these vari-
ables in their drive to boost EG via the financial sector if
they have a thorough knowledge of their moderating
effect. The results of this survey shed light on the critical
role that macroeconomic stability indicators (FDI,
INFLATION, and GFE) play in determining the influ-
ence of FD on EG. This research explores the need for
solid institutions for FD and growth by combining
empirical information from prior studies. It also empha-
sizes the need for governments to achieve the long-term
economic benefits of FD by ensuring macroeconomic
stability. In the FD-EG nexus, the level of FD and EG is
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also important, according to this poll. Consequently,
impending studies should integrate these metrics in deter-
mining the impact of FD on EG. Lastly, our study pro-
vides policymakers with the required FD policy options
to promote growth. Comprehensive established improve-
ments, the retention of stable economic stability, and the
design of measures that can increase FD-EG are exam-
ples of such policy alternatives.

Theoretical Background
Financial Structure and Finance-Growth Nexus

The point of view primarily grounded on the financial
institutions emphasizes the high quality effect of banks
within the economy by way of increasing venture effi-
ciency, the control, and liquidity risk, efficiency of cap-
ital apportionment and company sovereignty
(Diamond, 1984), assembling capital to make the most
economies of scale, taking gain of economies of scale
and statistics collecting and processing (Beck et al.,
2004), and accelerated performance and price of debt
corporations, mainly in countries with susceptible
agreement enforcement abilities (Rajan & Zingales,
1998). Further, the bank based likewise emphasizes the
weaknesses of the financial market-based systems.
Perhaps, as economic markets firms disclose informa-
tion swiftly and publicly, man or woman traders do
not have any incentive to acquire records (Boot et al.,
1993; Stiglitz, 1985). Similarly, in contrast to banks
that act as associations of investors coordinated, mar-
kets dearth incentives efficient to control corporations
and reduce cthical danger submit-loan, intending to
result in substitutions property. Moreover, liquid mar-
kets can create a feeling of myopic funding because
buyers can sell their shares at a low value, which has
much less incentive to workout strict control of corpo-
rations (Bhide, 1993). Thus, financial market-based
systems are inaudible in treating both the unruly of the
business enterprise and short-termism. In dissimilarity
to the vision based on the bank, the market-based view
emphasizes the prominence of financial markets for
EG. For example, excellent markets strong enticements
to encourage individual stockholders to study compa-
nies, such as information that is unidentified to others
can certainly translate into earnings (Holmstrom &
Tirole, 1993). Financial markets also improve commu-
nal governance, and risk supervision support and
transfer through modification of financial resources
(King & Levine, 1993). Furthermore, the point of view
based on the market believes that the bank’s innovation
by preventing the extraction of rents of information and
protection of signatures established by the Bank with
close firm ties competition in the market (Rajan &
Zingales, 1998). For example, once the privileged banks

obtain evidence about corporations, firms have to pay
more for countless access to capital, reducing the firm’s
effort to undertake innovative activities and profitability.
Meanwhile, the powerful banks may conspire with the
manager’s firm against other creditors and deter the effi-
cient cooperation government (Beck et al., 2000).

Financial Development-Economic Growth

In Latin American economies, Campos and Karanasos
(2008) used a database of the World bank’s financial
structure to explore the impact of financial structure indi-
cators on FDI inflows as a % of GDP. Using System
GMM, Blundell and Bond (1998) found that financial
liberalization has a positive substantial impact on the
attraction of foreign capital flows, stressing the necessity
to engage in financial reform. With a focus on 29 econo-
mies, Schmitz (2011) used indicators from the EBRD
transition Report to analyze the determinants of FDI
from 1989 to 2007 and found that strong financial insti-
tutions have a positive impact on foreign capital flows.
Soumare and Tchana (2011) used indicators originating
from the database of IMF to analyze the bi-directional
causality between reform of the financial system and FDI
in 29 countries for the period 1994 to 2006. Through
PVAR and Granger Causality analysis, they found the
direction of the causal effect. Furthermore, they estimate
a three-stage least squares (3SLS) of the relation between
the development of the banking sector and foreign direct
investment flows and stock Market development (SMD)
and foreign capital inflow. The result suggests the exis-
tence of interrelationships while the 3SLS result provides
evidence that the stock market has a significant causal
effect on foreign capital inflows. Exploring the role of
FD in attracting FDI, Dellis (2019) relied on OECD’s
database for foreign direct investment statistics, the
author drew financial variables from the WDI Database
and the FD Database of IMF. In the study, the financial
system encompasses 25 indicators covering the financial
market, FD, stock market development, and banking
governance. The results of the two-step [V-GMM exhibit
that the host country’s efficient financial system with
diversified sources of funds acts as the key determinant
of FDI inflows increasing the multinational firm’s partic-
ipation in the economic growth.

Bayar and Gavriletea (2018) in their study use panel
data analysis to investigate the relationship between FD
and FDI inflows in Eastern and Central countries of the
European Union for the period 1996 to 2015. They
found that no co-integration exists between FD and for-
eign capital inflows. Tsaurai and Makina (2018) directed
their research towards the analysis of the influence that
threshold levels of FD have on FDI inflows in 21 devel-
oping countries, they found that well-developed banking



SAGE Open

and stock market have a significant effect on FDI
inflows. Furthermore, a high level of bond market
development has a significant effect on foreign capital
inflow. Abdul Bahri et al. (2019), use co-integration,
cross-sectional dependency auto-regressive distributed
lag (CS-ARDL), VECM, and FMOLS analysis to
explore the upshot of FD on FDI inflows in five econo-
mies in Asia including the Philippines, Thailand,
Singapore, Malaysia, and Indonesia from 1980 to 2017.
They find that the decision of investors relies on the
status of the financial system, furthermore, the causal-
ity test reveals that there is a short and long-run rela-
tionship between FD and FDI inflows.

Azman-Saini and Law (2010) examined the role of the
host country’s domestic financial markets in mediating
the effects of FDI on growth. With a sample study of 91
counties from 1975 to 2005, based on the threshold effects
they applied a regression model with cross-country obser-
vations and found evidence that the effects of foreign
direct investment on growth are effective only after the
FD reaches a certain degree of the threshold level until
then, the gains originating from the FDI are not effective
(Azman-Saini & Law, 2010). Analyzing the impact that
the financial market has on the relationship between FDI
and business start-up Munemo (2017) found that the
extent to which FDI stimulates start-ups deeply relies on
the level of financial market development of the recipient
country. Alfaro et al. (2009) investigated the diverse links
existing between financial markets, FDI, and EG. Their
research examined whether or not economies that have
better financial systems can exploit more effective foreign
direct investment, the result of their analysis revealed that
when countries have a well-developed financial system
they benefit more effectively from foreign technology spil-
lovers raised by FDI inflow. Dellis (2019) focused on the
analysis of the financial determinants of FDI inflows and
outflows in 54 countries from 1997 to 2012 and found a
positive impact of finance on FDI. Exploring the role of
FD in attracting FDI relied on OECD’s database for
FDI statistics, the author drew financial variables from
the WDI Database and the FD Database of IMF. In the
study, the financial system encompasses 25 indicators
covering the financial market, FD, stock market, and
banking governance. The results of the two-step IV-
GMM exhibit that the host country’s efficient financial
system with diversified sources of funds acts as a key
determinant of FDI inflows increasing the multinational
firm participation in the EG. Several recent studies on the
FD and EG bond have found an inverted U-shaped con-
nection between FD and growth, portentous that FD
promotes EG up to a certain threshold, beyond which the
effect of FD on EG disappears or becomes insignificant
(Arcand et al., 2012; Beck et al., 2000; Law et al., 2018;
Samargandi et al., 2015).

Finance-Growth Nexuses Realities in Africa

Focusing on seven sub-Sahara African economies Enisan
and Olufisayo (2009) applied the ARDL and VECM to
provide an empirical study of the causality and long-run
connection between stock market development (SMD)
and growth. The study supports that while Nigeria does
not display any significant relationship between FD and
growth, in South Africa and Egypt, economic perfor-
mance and stock market development are cointegrated,
furthermore, in the long-run, SMD positively and signifi-
cantly influences EG, and in both countries, the causality
runs from SMD to EG. In the case of Morocco, Ivory
Coast, Zimbabwe, and Kenya, the result shows the exis-
tence of two-way causality between growth and SMD.
The work of Adjasi and Biekpe (2006) uses panel data of
14 African economies to examine the relationship
between SMD and economic performance. The findings
indicate that there is a positive link between SMD and
growth, for a more precise, positive, and significant effect
of SMD on EG is found in middle-income countries.
Adjasi and Biekpe (2006) explain that in an economy,
capitalized markets have to exist at a moderated level for
SMD to exert a considerable impact on growth, their
study poses that if African countries with the weak stock
market and low income expect their EG to benefit from
stock markets they will have to improve the extent and
activities of their stock markets. N’Zue (2006) focuses on
the case of Ivory Coast to examine the link between
SMD and EG from 1976 to 2002. The findings show that
there are a co-integration and long-term relationship
between SMD and EG, with a one-way causality running
from the development of the stock market to growth.
The FD is beneficial for EG in general, but this consen-
sus is not true for all sizes and levels of FD. If “more
finance, more growth” holds only up to a certain point,
FM may have a role in interceding the effects of FDI on
EG. Nonetheless of the hypothetical and empirical pro-
minence of FDI role in EG, empirical evidence on this
issue remnant incomprehensible. The study of (Xuezhou
et al., 2021) shows that there is a bi-directional causal
relationship FD and EG.

Data and Econometric Method

Variables and Data Source

Table 1 reports a summary of the data set, variables, def-
inition, indicators, and data source. This paper examined
the finance-growth nexus in the finance industry and the
influencing factors of some control economic indicators
using panel data on 34 countries (Appendix) which
incorporate economic growth (GDP per capita), and
financial development indicators (FIA, FIE, and FID).
The information was accomplished from the World
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Table I. Data Set.

Variable Definition

Indicators

Source

Economic growth Gross domestic product per

capita (GDPpc
Financial institution access (FIA)
Financial institution efficiency (FIE)
Financial institution development (FID)
Inflation (INF)
Foreign Direct Investment (FDI)
Government final expenditure (GFE)

Financial development

Control Indicators

GDP per capita (constant 2010 US$)

Financial institution access index

The financial institution efficiency index
Financial institution development index
Inflation, consumer prices (annual %)
Foreign direct investment (% of GDP)
General government final consumption
expenditure (% of GDP)

World Bank Group (2020)

IMF Indicators

World Bank Group (2020)

Table 2. Descriptive Statistics and Correlation.

GDPpc INF FDI GFE FIA FIE FID
Mean 7.944 1.849 .285 2.505 —3.343 —.656 -2.122
Median 7.694 1.886 425 2613 —3.436 —.589 -2.161
Maximum 11.425 1.076 3.740 3.998 —.149 335 —.467
Minimum 5.335 —4.396 —8.928 —4.178 —7.107 —3.223 —4.313
Std. Dev. 1.620 1.444 1.471 .728 1.284 377 .564
Skewness 531 .604 —1.065 —-2.242 .338 —1.455 .154
Kurtosis 2.202 7.852 6.075 14.056 2.341 6912 3.744
Jarque—Bera 92.137 1,306.505 731.180 7,437.601 46.597 1,242.035 33.862
Probability .000 .000 .000 .000 .000 .000 .000
Observations 1,254 1,254 1,254 1,254 1,254 1,254 1,254
Multicollinearity results
Var. TOL VIF
|
INF —.382%* | .827 1.079
.000 .738 1.066
INFL —.009 .088** | .790 1.265
.753 .002 514 1.945
FDI 218%%* —. | 54** A70%% | 8l 1.233
.000 .000 .000 .530 1.885
FIA —.054 077%* .204%* 1 54%* |
.056 .006 .000 .000
FIE .085%* .074%* .053 .079%* 569%** |
.003 .008 .062 .005 .000
FID .023%* 57%* —.009 412% 6447+ .338%* |
.001 .009 323 012 .000 .003

*xx %% and *represent significance at 1%, 5%, and 10% levels, respectively.

Bank Group (2020) and IMF. The information per each
factor was changed into a common logarithm to derive
the parameter approximations with regards to the defini-
tiveness of the reliant indicator. The underpinning vari-
ables” sources and descriptive analysis are summarized
inTable 1, and the descriptive statistics amid the inherent
variables are reported in Table 2. The correlation coeffi-
cient results show that GDP is correlated with FD-EG,
implying that the preliminary analysis supports both the
market-based and financial service viewpoints. World
Bank Group (2020), explains the meaning of the variable
FD. The EG variable is expressed in the previous

literature as GDP per capita. Knowledge of EG reflects
people’s perspectives on the subject, which promotes
people’s well-being. Economic growth comprises not
only the large forms of progress that most people are
familiar with but also some smaller forms of growth.
The multivariable model in this study included inflation,
FDI, and GFE. Inflation is defined as an increase in the
prices of most goods and services that are used on a daily
or frequent basis, such as food, clothing, housing, recrea-
tion, transportation, basic consumer goods. Inflation is
defined as the average price change over time of a basket
of goods and services. Trade liberalization measures the
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proportion of total GDP exports and imports, reflecting
the amount of foreign exchange within GDP percent.
Foreign trade’s impact on local demand is extensively
discussed. Exports are regarded as one of the most
important components of the national economy in
macroeconomics. Furthermore, foreign trade creates a
new generation of workers in the country, which will
eventually lead to an increase in national production.
The IMF states that FD is built using highly complex
data indexed summary expending an ordinary three-step
methodology found in the literature: (i) variable standar-
dization; (ii) accumulation of stabilized variables in sub-
indices animated a specific functional dimension, and
(iii) combination of subscripts in the final index. The
optimal balance of GDPpc, FD, EG markets, and med-
iators (or, what amounts to risk sharing and growth)
designates that economies based on the market always
benefit from higher growth, whereas economies where
households are expected to be more risk-averse benefit
from lower growth. As a result, it is reasonable to
assume that GDPpc in our paper is a dependent variable
with different positive marginal effects that determine
both the existence and the direction of the independent
indicators and the control indicators. Based on the esti-
mation procedures, we retained inflation, FDI, and GFE
to control their impacts within the model. The potential
control variables such as inflation, FDI, and GFE were
found to be jointly influencing the finance-growth and
may prevent model uncertainties (Dufrenot et al., 2010).
In addition, we found that the variables are highly corre-
lated with other key macroeconomic variables that may
pose threats to the stability and convergence of the mod-
els used in the study. The control variables used in this
study are similar to the variables controlled in studies by
(Al-Moulani & Alexiou, 2017; Arcand et al., 2012; Omri
et al., 2019).

Descriptive Statistics

The inferential analysis is shown in Table 2 for the indi-
cators of FD and EG for the period 1980 to 2017, which
are presented in percentages (%). Averagely, GDPpc
over the sample study is 7.94% representing low income
for the developing African countries. GDPpc is inter-
preted as the large standard deviation across income dif-
ferences in Africa. Over the study period, GFE averaged
2.5% relative to INF, which equaled 1.848%. FID as a
percentage of GDP is also 0.28%, with no significant
variances amongst countries. To assess the relative dis-
persion of the variables, we determine the coefficient of
variation as the ratio of the standard deviation to the
mean. Given the high values, FID is the most volatile
variable. In terms of kurtosis, all the variables with sharp
measurements (FDI, INF, GFE, FIE, and FID) are

leptokurtic because their inducements of kurtosis are all
around 3, with the exception of GDP and FIA, which
are mesokurtic. Table 2 shows that for tolerance values
of less than 0.2 and VIF values less than 5, there is no
multicollinearity between predictors, indicating that the
variables are independent of one another and can thus
be called independent variables.

Panel Unit Root and Cross-Sectional Dependency

The results of the panel unit estimation on CADF and
CIPs Pesaran maintains its strength in the facet of het-
erogeneity and cross-section, as seen in Table 3. The
study focuses on continuous evaluation to produce
good trend indicators. For all the panels that can be
rejected, both calculations explain the H:0 of nonsta-
tionarity of the metrics. This ensures that the variables
do not have a unit root. After confirming that the vari-
ables at levels and first difference do not have a unit
root. Our results confirm a study by Song et al. (2021),
that indicates a long-run cointegration and causal rela-
tionships exist between EG-FD and corruption in the
long run.

Model Estimation

An Extended Solow Growth Model. This paper examined
the finance-growth nexus in the finance industry and the
influencing factors of some control economic indicators.
We use the ordinary expectations in the literature to sim-
plify the theoretical analysis. To begin with, the economy
is closed, with only the financial and real sectors operat-
ing. As a result, global capital can be separated into two
categories: financial capital (FK) and physical capital
(PK). FK includes two types of capital raised through
financial management and financial institutions. Second,
it is assumed that a country’s economic structure remains
untouched, that the technology process is impartial, that
capital flow generously, and that the capital-labor com-
bination is efficient. The financial performance can be
written as follows:

Y = F(K, K. K;) (1)

stK. +K,+K =K
where Y, K., K, K;, and K signify real output, FK, PK,
FMK, and TSC, correspondingly. Moreover, assumed
the proposition that capital from diverse segments is
equal, and under the circumstances that the physical cap-

ital is standardized and proceeds to scale are unceasing
equation (1) can be modified as:

Y/Kr :f(Km/Kr: Ki/Kr) (2)
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Table 3. Panel Unit Roots and Cross-Section.
CADF CIPS
Levels First difference Levels First difference
Cons and Const and Cons and Cons and
Var. Cons trend Cons trend Cons trend Cons trend Decision
GDPpc  —2919 —2.632%* —3.785%%* —4.111***  —1.822 —2.572% —4.422%*%*  —4TJ9T*** L(I)
INF —1.592%** 2 7|6¥**  —5093** —5.167%*%*  —3526%**  —3648%** —6 102¥** —6.263%** L(1)
FDI —2.957**%*  —3260%*%* —5460%** —5.542%*%* 3 539%*k*  _3868%**  —5882¥**  —6039%** L(I)
GFE —2.338%**  —2.805%**  —4 694%*** —4.769%*%*  —)558%*%* ) 993¥** L 666***  —b5 824%** L(I)
FIA —2.136** —2.668** —4.090%** —4.164%** —2.035* —2.454%*%* 5 4|9%** 5 5)5%** L(1)
FIE —=2.175%*%* D 60| *** = —4744%%* —4.777%*%*  —2479%*%* 3 ||4¥** —5965¥**  —6 |08*** L(I)
FID —1.627 —2.575%* —4. 17| *%* —4.328%*%*  —1.607 —2.429 —5.522%** 5 629%** L(I)
Cross-sectional dependence results
Var. CDp-test p-Value CD\Mag; test p-Value
GDPpc  84.604*** p-Value 214.555%** .000
INF 56.670%*** .000 302.16 ]| *** .000
FDI 58.504*** .000 153.475%** .000
GFE 0.105%%%* .000 81.638%** .000
FIA 85.005*** .000 308.997*** .000
FIE 8.172%%* .000 87.423%** .000
FID 37.083%** .000 256.807%** .000

wax %% and * indicate significant at 1%, 5%, and 10% level, respectively.

let y = Y/K, mean output per PK, k,, = k,,/k, designate
the ratio of FMK over PK, and k; = k;/k,. symbolize the
ratio of FK to PK. Then, can be articulated as FD = K,,,/
k; = k,,/k, and the PF can be inscribed as;

y :f(kmaki) (3)

From equation (3), the terms 8y/dk,, and dy/dk; des-
ignate the MP of the K formed by FM and mediators
revealing the FK. If 8y/8k,,>dy/dk; and 8y/dk,, <dy/dk;.

8Y/8]<r :f(km:ki) - kmfl*(km’kl) - klfz*(km k’)

Y /8K, = fi" (k> ki), @)

and

supporting the law of diminishing M P, we achieve the
succeeding results: (i) fi* (kum, k)>0(j = 1,2) specifying
that EG is a cumulative function of financial KS and (ii)
Si* (km, ki) <0 portentous that the MP tends to be smaller
when PK stock converts larger; f;*(ky, k) = when
k=0 while  fi"(kw, ki) =0 when  f12%(k, k)
= fo1" (km, k;)>0 illuminating that the M P of FM capital
rises with the growth of FD.

The Existence of Financial Development. Under the previ-
ous expectations, it is clear that the form and nature of
the PF (3) are reliable with the neoclassical model
acclaimed by Solow (1956). Also, derivation based on
the above calculations offers convenient outcomes as fol-
lows. First, variations in the number and level of FK
divided by PK are:

R et 2 T T T SO P
' "\ ke
di Kk —kk Kk kS _k<k)

di I b &k [
din/di _ k' K dijdi_ Kk
km km kr ’ kz kl kl
(5)
Second, the rate of FD is dED _ kn'ki = ki ko
dt k?
_ k' ke kT kn" k"
ki ki ki kw ™ ki)’
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kX ki (ko ki) (k™ BT ki (km,k) k" kT
= 4l Pm B )+ = ).
kr f(kmakl) km kr f(km’ k) k kr

Let let k" [k, =
kifa" (ks ki),
Equation (7) can be changed into:

n, 8<km) = kmfl*(kma kz)/f(kma ki): (P(kl) =

dY){dt L a(km)(’:: - n) + (p(ki).<£ - n) (8)

where n is the growth rate of PKS, 8(k,,) epitomizes the
productivity resistance of FM and o¢(k;) symbolizes the
output resistance of FIs.

Besides, let b,, = k,,*/Y be the proportion of the rise
of FM and intermediate capital over EG, correspond-
ingly. Then, the variation rate of FK to PK can be
derived as:

bl

Ky

dky . (bnY Y ke B | .
- fkm< ’ —n) = b=k, = B (ks ) —
ki
R ACRORE

©)

According to equations ((5)—(8), when the industry is in
balance, the growth rate of EG is n, and
k" [k = k" [ki = k. [k, = n. Similarly, the ratios of FK
to PK (k,, and k;) remain unaffected; they are signified
by k,* and k*. More outstandingly, it can be revealed
that there is an optimum FD (FD*). Specifically, cen-
tered on equation (5)—(8), we can interpret equation (9)
and get:

FD* = ky"/ki* = by/b; (10)

Therefore, the optimum FD is liberated of the growth
rate of PK n but hinges on the ratio of the amount of
change in FMK, K, *, and FI capital, K*. The PVAR
model is neutral against specific growth theories making
the model more based on contemporary movements from
a series than on certain macroeconomic dynamics con-
cepts, which, if not agreed, can distort (Kireyev, 2000).
The general procedure for PVAR employed by Love and
Zicchino (2006) is represented as:

Vi = + ALYy + oy + 8+ g4 i= 1,23,N 1=1,2,3,T
(11)
A(L) = AL" + ... + A, L”" + A,LP. 3, represents

the dummy variables for the country’s specific time, and
¢; denotes errors, with E(e; ) = 0, E(g] &) = »_ and
E(e;,) = Ofor¢>}.

Equation (11) can be updated to depict systems of
procedures that integrate the study’s variables, such as:

AlnGDP;, =
AlnFld; ; + Zj,’: byAInFIE,;

By Zf: 1 Blj
+ Zj:  eyAInFID; ; + Zf:  MAInFDI
+ Zf: | OyAInINF, ; + Zj’: Y AInGFE;

+ ay; + 81 + g
(12)

AlnFlA; =

py t Zj: | ByAInFId;; + Zj: | dyAInFIE; ;
+ Zf: L OyAINFID; ; + Zf:  MAInFDI

P P
+ ijlelelnINFi,,j-i- ijl
+ a8t e

'\lle lIl GFEl‘[fj

(13)

The PVAR estimate will follow the procedures of
Arellano and Bover (1995) mean-differencing or
“Helmert Procedure,” which consequently preserves
orthogonality between converted and lagged independent
variables (Love & Zicchino, 2006). In this case, the quan-
tile regression technique is used to estimate our results on
various quintiles of the dissemination and provide hetero-
geneous retorts. PQR is known for its robustness to out-
liers and capacity to capture crucial associations that
OLS and other traditional econometric methods failed to
capture. We used the recent PQR method (MM-QR) of
Machado and Santos Silva (2019). Unlike earlier PQR
methods, MM-QR is used to estimate results through
moment conditions (Machado & Santos Silva, 2019)that
do not assume the presence of the moment function or
make distribution assumptions. Therefore, we consider
estimating the quantiles Qy (7]X) for scale in the form:

0O:(In GDPi,) =a, + B, InFld; + By, InFIE; + B3, InFID;
+ B4, InFDI; + By, InINF; + By, In GFE; + €
(14)

where Q. denotes PQR parameters of the Tth point, T
indicates the point for the independent variables. Thus,
equation (14) denotes the PQR equation of EG being
regressed on fixed effects (o), FIA, FIE, FD, FDI,
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Table 4. Optimal Financial Development-Economic Growth.

Var.

A

B

C

D

INF

FDI

GFE

FID

FIA

FIE

FID,

FIA,

FIE,

Cons

R?

F test

Observations

Slope at min

Slope at max

SLM test for U-shape
p-Value
Optimal/extreme values

—0.378*** (0.029)
0.210%** (0.029)
0.145%* (0.061)
0.207 (0.161)
—0.355%* (0.053)
0.454%%* (0.177)

7.772%%* (0.258)
7179

57.92%%%

1,254

Fieller 95 confidence interval

0.187%** (0.028)
—0.403*** (0.028)
0.204*** (0.060)
0.235 (0.158)
—0.399*** (0.052)
2.476*%* (0.328)
107 1%%* (0.147)

8.299%** (0.263)
7498

59.28%**

1,254

—4.427

3.194

6.390

000

—1.140
—3.223;0.335

0.186*** (0.029)
—0.383*** (0.029)
0.155%%* (0.060)
| 426%** (0.392)
—0.354%** (0.053)
0.950%** (0.229)

0.354*** (0.104)

8.970%** (0.435)
7252

51.73%%x

1,254

—1.628

1.096

2.900

002

—2015

—4.313; —0.467

0.212%%* (0.029)
—0.379%** (0.029)
0.158%** (0.061)
0.363%* (0.171)
—0.782%** (0.172)
0.342* (0.182)

—0.062%** (0.024)
7.361%%* (0.301)
7222

50.85%**

1,254

098

—0.764

0.54

294

—6314

~7.107; —0.149

*xx ** and * indicate significant at 1%, 5%, and 10% level correspondingly.

inflation, and GFE. Besides, the lagged controlled vari-
ables in the equation (14) lessen endogeneity (Al-
Moulani & Alexiou, 2017; Arcand et al., 2012).

Empirical Results and Discussion
FD-Economic Growth

We implemented Sasabuchi-Lind-Mehlum (SLM) test to
exam for finance-growth nexus in Africa (Lind &
Mehlum, 2010). According to Table 4 Optimal FD-EG,
both the coefficients of the linear and quadratic terms of
the FD variable-FD, FIE is positive and statistical signif-
icance suggesting an evolutionary stage of FD in Africa
Figure 1 affords the plots of the coefficient approxima-
tions with all the control variables. From panel (b, c, d)
inflation had a significant positive impact on EG except
for panel (a) which is significantly negative with less
impact on EG which supports Rousseau and Wachtel
(2000) showed that the FD-growth nexus depends on the
rate of inflation. Also, from panels (b, ¢, d) FDI had a
significant negative impact on EG except for panel (a)
which is significantly positive with and has a high impact
on EG. Similarly, GFE had a significant positive impact
on EG for all the panels. The panel’s a—e in each figure
provide the estimation results for the West, South,
North, Central, and East districts. However, both the
coefficients of the linear term of the FD variable-FIA is
positive and statistically significant while the coefficient
of the quadratic term is negative and statistically signifi-
cant suggesting an optimum stage of FD in Africa.

Thus, the findings show that FD in Africa depicts the
evolutionary stage and optimum stage of EG. The find-
ings of this study support the study of Liu and Zhang
(2020) who revealed that there is no fixed optimum FD
at different stages of EG in China. Conferring to the
fitted values for the regression line in Figure 1, the coeffi-
cients for the FD in the West and South districts are
roughly 14 and 12 with a downward slope, whereas that
in the East district tends to upsurge as the economy pro-
gresses. Thus, expanding the value of corporate markets
in the FS may result in a greater improvement in GDP
in the central province, implying that the uneven district
expansion between the West and North areas is larger,
whereas that amid the central districts is smaller. The
findings reveal that in the finance-growth nexus, the level
of FD matters; the greater the level of FD, the more
finance fosters growth. However, there is a point beyond
which additional FD stifles EG. In other words, too
much finance stifles growth. In addition, the financial
system (bank- or market-based) has an impact on EG.
The policy consequence is that emerging countries
should work to speed up the development of their finan-
cial systems to boost EG. It may be vital for industria-
lized countries to keep a close eye on their financial
systems’ development, as excessive FD is detrimental to
EG.

Higher degrees of macroeconomic instability, such as
inflation, real exchange rate, indebtedness, and fiscal def-
icits, are detrimental to the finance-growth nexus,
according to our findings. As a result, in a stable macro-
economic environment, finance has a bigger impact on
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Figure 1. The trend of FD-EG growth among the regional countries of Africa.
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Table 5. FD-EG in Africa.

Quantiles
Var. OLS 25th 50th 75th
FDI 0.203*** (0.028) 0.036*** (0.008) 0.026*** (0.008) 0.020* (0.011)
INF —0.350*** (0.028) —0.051*** (0.010) —0.048%** (0.009) —0.047*** (0.013)
GFE 0.006 (0.061) 0.036** (0.017) 0.027* (0.016) 0.022 (0.023)
FIA —0.490%%* (0.043) 0.150%** (0.016) 0.165%** (0.015) 0.174*** (0.020)
FIE 0.507*** (0.116) —0.016 (0.032) 0.055* (0.030) 0.097** (0.042)
FID 0.415%** (0.051) 0.060*** (0.017) 0.067*** (0.016) 0.071*** (0.022)

Note. All regression includes year dummies to minimize year shocks.
*kk % and * indicate significant at 1%, 5%, and 10%.

growth than in an unstable macroeconomic environ-
ment. Furthermore, for a healthy pace of financial sector
expansion, a stable macroeconomic environment is
required.

Panel Quantile Regression Result

Though we estimate for OLS to provide a basis for devel-
oping judgments of how different levels of EG respond
to the impact of FD, we do so for comparison purposes.
We estimate three different quantiles to provide detailed
findings from the PQR estimates (25th, 50th, and 75th).
The PQR findings are presented in Table 5, FDI had a
positive significant impact on EG at all levels of quantiles
and the marginal impacts increases from 25% to 75%
whiles the comparable OLS for FDI report a positive sig-
nificant impact on finance-growth. Also, inflation had a
negative significant impact on EG at all levels of quan-
tiles and the marginal impacts decreased from 25% to
75% whiles the comparable OLS for inflation report a
negative significant impact on finance-growth while GEF
had a positive significant impact on EG at 25% to 50%
quantiles. This study shows that high macroeconomic
stability helps to strengthen the finance-growth nexus,
whereas low economic stability hinders it. The policy
conclusion is that to gain the long-term economic bene-
fits of FD, developing countries should strive for low and
steady macroeconomic stability. To attain the required
macroeconomic stability, it may be important to use the
appropriate fiscal and monetary policies.

The PQR results in Table 5 indicate that, after con-
trolling for other determinants of EG, FIA had a mark-
edly strong outcome on EG at all parametric levels, but
the marginal effect rises from low percentiles to greater
percentiles 1%, a 1% rise in FIA will lead to a 0.144%
to 0.186% rise in EG from moderate (25th percentile)
countries to strong growth (75th quantile). As a result,
countries with a strong mind are more positioned to gain
from increased FIA than countries on a moderate path.
When other growth determinants were considered, FID

had a strong positive effect on EG at all parametric lev-
els at a 1% significance level. The absolute value
increases directly with quantile level, indicating that
countries on a strong path are better positioned to bene-
fit from increased FID than countries on a minimal path.
As a result, a 1% increase in FID leads to a 0.057% to
0.077% rise in EG from low-growth to high-growth
countries. In conversely, FIE had a significant positive
effect on EG at the 5% level of significance in high-
growth countries but not in low and moderate-growth
countries. Thus, a 1% increase in FIE results in a
0.076% to 0.153% in EG from nations in the 50th to
75th percentiles, respectively. This study’s findings gener-
ally support previous research (Beck et al., 2004; Kpodar
& Singh, 2011) that found that FD promoted EG at var-
ious stages. Following previous findings, this study con-
tends that FD has different or heterogeneous effects on
EG in high and low-growth markets. Sethi et al. (2020)
investigate the environmental sustainability effects of
globalization, FD, EG, and energy consumption. The
paper’s novelty reveals that the development of the
banking sector has an impact on environmental sustain-
ability via the EG channel. To strengthen this argument,
we employ a graphical method to depict the marginal
effects of FD on the EG of countries at various levels of
growth. Figure 2 depicts a graphical picture of the PQR
and OLS results of the FIA, FIA, and FID effects on
EG. The PQR coefficients around the coefficients fluctu-
ate considerably with the various EG percentiles,
whereas the OLS method (dotted line) relics constant in
the chosen quantiles.

GMM Style Panel Vector Auto-Regression (VAR)
Results

On the premise of equation (11) using the GMM style,
we forecasted the first-order lag PVAR model and chose
the best lag. The PVAR forecasts for African economies
are shown in Table 6. In West Africa, inflation had a sig-
nificant negative impact on finance-growth while the
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Figure 2. PQR of the impacts of FD on EG.
Table 6. Results of PVAR Across the Regions in Africa.
West South North Central East
Var. Coef SD Coef SD Coef SD Coef SD Coef SD
GDPpc 1.039%%%* 0.019 1.03 [ *%* 0.016 0.959%%%* 0.029 1.007*%%* 0.013 0.967*%* 0.020
INF —0.007** 0.002 0.023*%%* 0.004 0.0 2%%* 0.002 0.003*%*%* 0.001 0.008** 0.003
FDI 0.007*%*%* 0.003 0.001 0.004 —0.010%*** 0.001 —0.014%** 0.001 —0.006** 0.003
GFE —0.003 0.003 —0.008 0.051 —0.020* 0.012 —0.03 | *** 0.005 —0.022%%* 0.004
FIA —0.045%** 0.009 —0.014%%* 0.005 —0.006 0.026 —0.018%*%* 0.004 0.010 0.007
FIE 0.064*** 0013 —0.030 0.038 0.067 0.053 —0.024*%** 0.006 —0.018%*%** 0.006
FID 0.027%%* 0.006 —0.021 0.016 0.002 0.028 —0.001 0.004 0.013** 0.006

wkk #% and * show significant at 1%, 5%, and 10% level correspondingly.

other sub-regional countries (South, North, Central, and
East) report significant positive impacts on finance-
growth. FDI in the West, report a significant and posi-
tive impact on growth while North, Central, and East
had a negative significant impact on finance-growth.
Finally, GFE had a negative significant impact in the
North, Central, and East while low macroeconomic sta-
bility impedes finance-growth in Africa.

At a 5% probability value, the FIA had a considerable
effect on the EG of West, South, and Central republics,
according to Table 6. However, the gross amount is
higher in West republics than in South and Central repub-
lics, insinuating that EG in West republics will fall more
as a result of aggregate FIA than in other republics. Thus,
a 1% growth in FIA results in a 0.045%, 0.014%, and
0.018% shrinkage in the EG of West, South, and Central
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Table 7. PVAR Granger Connectedness Results Across Regions in Africa.

GDP INF FIE FID GDP INF FIE FID
Panel A: West African countries Panel B: South African countries
GDPpc 0.009 5.149%* 1.333 4].730%** 17.207%** 14.798%**
FIA 28.680%*** | 1.089%** 7.729%%% 7.326%%* 0.009 2.069
FIE 23.464%** 19.776%** 10.569%** 0.618 88.5|5%** 7.8 %%*
FID 21.333%** 13.2]19%** 2.253 1.664 47.704%** 5.410%**
ALL 45.250%** 97.338%** 23.383%%* 40.949%** 99.044%*** 780.655%** 460.612%%* 67.596%**
Panel C: North African countries Panel D: Central African countries
GDPpc 120.032%** 50.866*** 99.543*** 3.208* 94,933 %** 0.209
FIA 0.052 25.5] | *** 97.255%** 20.847*** 0.087 8.499%**
FIE 1.594 98.516*** 187.372%*%* 16.297%*** I 1.102%** 76.576%**
FID 0.003 5.30*** 1.488 0.089 1.734 33.752%%*
ALL 149.750%** 262.622%%* 83.565%** 213.106%** 283.549%** 632.662%** 130.438%*** 176.525%**
Panel E: East African countries
GDPpc 0.465 8.038%** 1.052
FIA 1.815 2.253 4.369%*
FIE 9.326%*%* 5.834** 0.192
FID 4.854%* 1.827 6.502%*
ALL 102.751*** 72.329%%* 42.762%** 22.843%**

Note. For presentation and clarity purposes the results for the control variables—FDI, INF, and GFE are not shown in this table.

wHk R and * specify significant at 1%, 5%, and 10% level, respectively.

republics. At a 1% significance level, the FIE had a strong
positive influence on the EG of West republics but a sub-
stantially adverse effect on the EG of Central and East
republics. This study discovered that increasing FIA
increases growth in West republics while shrinking growth
in Central and East republics. As a result of a 1% increase
in FIE, the EG of West republics will soar by 0.064%,
while the EG of Central and East republics will fall by
0.028% and 0.018%. As a result, this study found mixed
results for FIE and EG, with opposing marginal effects
across districts. Lastly, the outcomes display that FID
has a direct moderating impact on the EG of West and
East African republics at 1% and 5% significant levels.
As a result, a 1% increment in FID will stem in a 0.027%
and 0.013% increase in the EG of West and East repub-
lics. Depending on other growth determinants, West
republics will increase their EG swiftly than East repub-
lics. Overall, the results of this study on FD and EG are
conflicting. It does support the two opposing viewpoints
in the literature on FD and EG: FD is unrelated to EG
(Beck et al., 2000) and FD has a significant impact on
EG. In regards, Lee and Wang (2022) investigate the rela-
tionship between FD, ICT diffusion, and EG by taking
into account the interdependence of finance and ICT.
Fortunately, this study clarifies the mixed findings by
proving that the mixed outcomes should be viewed via
the viewpoint of local markets with fluctuating levels of
FD; thus, regions with well-developed FD may find FD
contributing considerably to EG, whereas regions with
less industrialized or unbalanced FD may find FD having
mixed or no effects on EG.

PVAR Granger Causality Results

We then proceed to apply the Granger causality test,
which is premised on the Wald test (Abrigo & Love,
2016). The H:0 asserts that there is no causality. The
granger causality results are presented in Table 7.

The granger causatives outcomes show a two-way link
amid EG and FIA among South and Central African
republics but a one-way causative link from FIA to EG
among West African republics and a one-way pivotal link
from EG to FIA among North African republics. The
findings show that the EG and FIA to South and Central
African republics are inextricably linked, and thus
changes in one variable have a direct impact on the other.
Regrettably, the two-way causative links appear to be
stronger from EG to FIA among South African repub-
lics, whereas the impacts appear to be stronger from FIA
to EG among Central African republics. Comparably,
there are bilateral causal links between EG and FIE in
West, Central, and East republics, but only a unidirec-
tional causal association amid FIE and EG in South and
North African republics. Furthermore, the findings
revealed a unidirectional causal relation amid FID and
EG in West and East African countries, as well as a one-
way causative association amid EG and FD in South and
North African republics. Given the causative associations
revealed in this study, it is clear that this study supports
the argument of heterogeneity in FD and EG impacts
among African republics (Luintel et al., 2008; Pesaran &
Smith, 1995). In addition, Shahbaz et al. (2013) empiri-
cally examined the relationship between FD, energy con-
sumption, and EG in India from 1970 to 2018. The
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Table 8. Results of Forecast Error Variance Decomposition.
Response variable

GDP INF FDI GFE FIE FID GDP INF FDI GFE FIE FID
Panel A: West African countries Panel B: Southern African countries
| 1.000 0.000 0.000 0.000 0.000 0.000 1.000 0.000 0.000 0.837 0.000 0.000
2 0.947 0.001 0.000 0.000 0.022 0.009 0.938 0.012 0.000 0.671 0.007 0.002
3 0.871 0.004 0.000 0.000 0.057 0.024 0.852 0.032 0.000 0.515 0016 0.005
4 0.796 0.003 0.000 0.000 0.093 0.041 0.772 0.056 0.000 0.392 0.023 0.007
5 0.728 0.004 0.001 0.001 0.125 0.058 0.706 0.079 0.000 0.299 0.028 0.009
6 0.670 0.006 0.002 0.002 0.151 0.075 0.653 0.102 0.000 0.232 0.031 0.012
7 0.621 0.007 0.003 0.002 0.174 0.092 0.609 0.125 0.000 0.182 0.032 0.014
8 0.577 0.009 0.005 0.004 0.193 0.107 0.574 0.143 0.000 0.146 0.033 0.017
9 0.540 0.012 0.007 0.005 0.2077 0.122 0.543 0.162 0.001 0.119 0.032 0.019
10 0.507 0.014 0.010 0.007 0.219 0.137 0517 0.179 0.002 0.098 0.031 0.023
Panel C: North African countries Panel D: Central African countries
| 1.000 0.000 0.000 0.000 0.000 0.000 1.000 0.000 0.863 0.000 0.000 0.000
2 0.953 0.004 0.000 0.012 0.011 0.000 0.906 0.005 0.807 0.000 0016 0.000
3 0.883 0.014 0.000 0.031 0.029 0.000 0.797 0.006 0.747 0.001 0.037 0.002
4 0.802 0.027 0.001 0.050 0.055 0.000 0.708 0.013 0.695 0.002 0.053 0.001
5 0.715 0.043 0.001 0.065 0.090 0.000 0.641 0.016 0.651 0.003 0.064 0.002
6 0.627 0.060 0.003 0.077 0.137 0.001 0.589 0.023 0.616 0.004 0.071 0.004
7 0.541 0.077 0.004 0.086 0.192 0.001 0.550 0.028 0.588 0.006 0.074 0.007
8 0.464 0.090 0.006 0.091 0.252 0.002 0519 0.036 0.565 0.007 0.074 0.010
9 0.398 0.101 0.008 0.095 0.309 0.002 0.494 0.044 0.546 0.008 0.072 0.014
10 0.344 0.108 0.009 0.096 0.363 0.003 0.474 0.054 0.529 0.010 0.068 0.018
Panel E: East African countries
| 1.000 0.000 0.000 0.000 0.000 0.000
2 0.985 0.000 0.015 0.002 0.001 0.001
3 0.961 0.000 0.035 0.004 0.003 0.003
4 0.932 0.002 0.051 0.006 0.006 0.006
5 0.901 0.003 0.062 0.007 0.010 0.011
6 0.868 0.005 0.067 0.008 0.014 0.016
7 0.835 0.007 0.069 0.008 0018 0.022
8 0.802 0.009 0.067 0.008 0.021 0.029
9 0.770 0.012 0.065 0.008 0.024 0.035
10 0.739 0.015 0.062 0.008 0.027 0.042

ARDL-bound tests and the VECM method were used in
the study. In the short term, the Granger causatives test
results show a unidirectional association from EG to FD.
In the long run, however, we find a two-way causal asso-
ciation amid EG and energy consumption, as well as
energy consumption and FD.

Variance Decomposition Results

We estimate the variance decomposition (VD) to provide
details of the way FD explains the variations in EG
across the regions in Africa over the period. The variance
decomposition estimates had been acquired from the
orthogonalized impulse reaction coefficient matrices. We
center our construal of the variance decomposition on
the 10th period where the FD variables have the highest
explaining power of the opposite (Table 8).

The result displays that FIA, FIE, and FD approxi-
mately explain 1%, 22%, and 14% correspondingly of

the variance in the EG of West republics in the 10th
period. Thus, among the three financial variables, finan-
cial institutions’ efficiency has the highest explanatory
power in the EG of West African countries while finan-
cial institutions’ access has the weakest explanatory
power. Furthermore, the result shows that FIA, FIE,
and FD approximately explain 18%, 3%, and 2%
respectively of the variation in the EG of South African
republics in the 10th period. In contrast to West African
countries’ finance-growth pattern where financial institu-
tions access has the weakest explaining power, among
Southern African countries’ finance-growth, financial
institutions access has the highest explaining power
among the three financial institutions variables. Among
the North African countries, the financial institution’s
efficiency has the highest explaining power in terms of
variations in EG with approximately 36%, which is more
than the explanatory power (34%) of EG itself. Also,
financial institution access and financial development
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explain approximately 11% and 0.3%, respectively.
Additionally, FIA, FIE, and FD explain approximately
5%, 7%, and 2% respectively. Among the East African
countries, approximately 74% of the variation in eco-
nomic growth is explained by economic growth itself
thus leaving financial institutions to access, financial
institutions’ efficiency, and financial development with
approximately 1%, 3%, and 4%, respectively. The vec-
tor error decomposition results provide further evidence
to support the strand of studies (Beck et al., 2000, 2004)
that argues FD has a significant impact on EG. Also,
Nasreen et al. (2020), used a composite index of FD to
cover various dimensions of the financial market, that is,
depth, FIA and FIE, and four-way classification of insti-
tutions as suggested by (Law et al., 2018), the empirical
results indicate that EG are associated with FD.
Generally, the results show that among the FD variables,
the FIE has the highest explaining power in terms of
variables within EG for most of the regional economies
in Africa.

Conclusion and Policy Recommendation

The following are the key conclusions of this study based
on the review: First, despite the presence of alternative
views, unwavering support exists for the mixed results in
terms of the impact of FD on economic progress in
Africa. This means that a higher degree of EG
encourages the FD-EG nexus, but a lower level of eco-
nomic development may suppress it. The PVAR and
PQR approaches were used to investigate the impact of
financial development on economic growth, which is
influenced by the level of some economic stability indica-
tors (FDI, INFLATION, and GFE). We discovered that
financial-growth nexus differs among Africa’s sub-
regional republics at different phases of development.
The following is a summary of the findings:

e With the optimal financial-economic growth
report from panel (b, c, d) inflation had a signifi-
cant positive on EG except for panel (a) which is
significantly negative with a less impact on EG.
Also, from panel (b, ¢, d) FDI had a significant
negative impact on EG except for panel (a) which
is significantly positive with a high impact on EG.
Similarly, GFE had a significant positive impact
on EG for all the panels. The review shows that
the macroeconomic stability indicators (FDI,
INFLATION, and GFE) affect the FD-EG nexus,
which states that the higher the FD, the more
finance encourages growth. However, there is a
point at which the financial sector’s development
obstructs EG’s progress. Also, too much finance

impedes growth. Furthermore, the financial struc-
ture has an impact on EG.

e The quantile results report that FDI had a positive
significant impact on EG at all levels of quantiles
and the marginal impacts increases from 25% to
75% while the comparable OLS for FDI reports a
positive significant impact on finance-growth.
Also, inflation had a negative significant impact
on EG at all levels of quantiles and the marginal
impacts decreases from 25% to 75% while GEF
had a positive significant impact on EG at 25% to
50% quantiles. This study shows that high macro-
economic stability helps to strengthen the FD-EG
nexus, whereas low macroeconomic stability hin-
ders it. The policy conclusion is that to gain the
long-term economic benefits of FD, developing
countries should strive for low and steady macroe-
conomic stability. To attain the required macroe-
conomic stability, it may be important to use the
appropriate fiscal and monetary policies.

e the GMM style PVAR results present a mixed
effect in terms of the connection and marginal sig-
nificance, indicating that FD has a different
impact on EG. Our findings need not be inter-
preted as a rejection of the perspective of FD-EG
nexus, but as an alternative means that may repli-
cate mismatch issues in African and the distribu-
tion of EG.

e Last, the granger causality results show a two-way
causal association amid finance-growth in
Western, Central, Eastern, and Southern African
economies and a unidirectional causal link of
finance-growth in Northern Africa. In general,
there is a long and short-term relationship
between finance-growth and the economic indica-
tors that influence the finance-growth nexus which
supports that the higher the level of FD, the more
finance promotes growth.

From a policy perspective, by researching the prob-
lem from the subregions, the study aims to give empiri-
cal findings not only for comparison but also for
specific regional policy decisions. We fill this research
void by bringing together empirical evidence showing
FD-EG nexus and the impact level of macroeconomic
stability indicators (FDI, INFLATION, and GFE).
Our goal is to examine the elements that influence the
FD-EG nexus to provide researchers with a picture of
existing research and to identify policy implications
for future research investigations. Understanding the
elements that influence finance-growth nexus will be
used to help policymakers in various sub-regions for-
mulate policies. As a result, policymakers must have a
thorough understanding of the factors that promote or
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inhibit the FD-EG nexus to create policies that will
help finance drive EG. Policymakers will be able to
properly prioritize these variables in their drive to
boost EG via the financial sector if they have a thor-
ough knowledge of their effect. This study sheds light
on how economic indices impact FD. This study
underlines the need for solid associations for FD and
growth by combining empirical information from
prior studies. It also emphasizes the importance of
macroeconomic stability for countries to reap the

Appendix. List of Countries.

long-term economic benefits of FD. In the finance-
growth nexus, the level of FD and EG is also impor-
tant. As a result, future research should take these fac-
tors into account when estimating the impact of FD
on EG. Finally, this study provides policymakers with
the required policy options for FD to boost EG.
Comprehensive established transformations, the con-
servation of continual macroeconomic stability, and
the design of policies that can improve FD and EG are
examples of policy possibilities.

Botswana
Lesotho
Namibia
South Africa

Benin
Burkina Faso
The Gambia
Ghana
Liberia
Niger
Nigeria
Senegal
Sierra leone
Togo

Algeria
Libya
Morrocco
Sudan

Cameroon Burundi
The central African Republic Comoros
Chad Ethiopia
Congo Dem. Rep Madagascar
Gabon Mauritius
Mozambique
Rwanda
Seychelles
Tanzania
Uganda
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