
Pakistan Journal of Social Sciences (PJSS) 
Vol. 32, No. 1 (2012), pp. 39-48 
 

Impact of Savings and Credit on Economic Growth in Pakistan 
 

Muhammad Zafar Iqbal 
Graduate Student, Department of Economics, 

University of Sargodha, Sargodha 
 

Nisar Ahmad, PhD 
Assistant Professor, Department of Economics, 

University of Sargodha, Sargodha; 
Email: nisarahmad_25@hotmail.com 

 
Zakir Hussain, PhD 

Vice Chancellor Government College University, 
Faisalabad, Pakistan 

 
  Abstract 

The national savings and credit to private sector played important role 
in economic growth and development of Pakistan. The impact of 
savings and credit to private sector on economic growth in Pakistan 
was evaluated in the present study. The time series data for the period 
of 1973 to 2007 was used to evaluate the impact of savings and credit 
on economic growth. The data was obtained from various issues of 
Economic Survey of Pakistan, Federal Bureau of Statistics and State 
Bank of Pakistan. Augmented Dickey Fuller (ADF) tests were used to 
check the stationarity of the variables. The long term coefficients were 
estimated using ARDL approach. The error correction model (ECM) 
was used for the short run analysis.  
   
The results showed that increase in real gross domestic product was 
5.59 percent due to one percent increase in credit to private sector. The 
estimated coefficient of national saving was 1.015 showed that increase 
in real gross domestic product was 1.015 percent due to one percent 
increase in national savings. In the short run, the coefficient of credit to 
private sector was 5.7 and significant. In this way, the credit to private 
sector has significant impact upon economic growth in the long run but 
also in the short run. Therefore, government is suggested to formulate 
the appropriate policies to enhance the savings and credit in the 
country.   

 
 Key Words: Real GDP; National Savings; Credit to Private Sector; Co integration 

 
I. Introduction 
 The savings and private sector credit played important role in economic growth 
and development of the developing countries like Pakistan. The liquidity strains in the 
banking industry always limited the growth of the industrial sector of the country 
consequently taper the cumulative growth of the country. The distribution of credit to the 
different private sector has also significant impact upon the economic growth. In 
Pakistan, credit distribution was tilted towards capital intensive sector (industrial sector) 
and the flow of credit to priority sector like agriculture was found low. According to 
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Lewis, A.W. (1954) savings played crucial role in the internal resource mobilization and 
economic growth of developing countries. 
 
 In Pakistan, credit to private sector was Rs.21.8 billion during July-May 2008-09 
as compared to Rs.369.8 billion during the corresponding period last year which implied 
the sharpest deceleration. Credit to private sector as percentage of GDP has declined to 
22.2 percent in 2008-09 as compared to 28.1 percent during the same period last year. 
According to the distribution of credit to the private sector, the manufacturing sector 
received Rs 89.4 billion credit and was the largest recipient of bank credit during Jul-
March 2008-09. The overall manufacturing sector accounted for almost 85 percent of the 
credit to private sector business (GOP, 2009). 
 
 Economic growth of the developing countries might be accelerated through many 
factors other than savings and credit. Therefore, growth and development of the economy 
ranged from appropriate utilization of natural and human resources of the country in the 
process of production to equitable distribution of the income among the individual of the 
society. Therefore, economic growth was a long-term process in which substantial and 
sustained rise in real national income, total population and real per capita income took 
place (Kuznet, 1971). The economic growth was a continuous phenomenon by which the 
productive ability of the country increased over the long period of time (Todaro and 
Smith 2004).  
 
 Many researchers debated the reasons of volatility in growth rates between 
different regions. The discrepancies between growth rates were due to differences in the 
opportunities of the basic factors of production. i.e. capital and labor (Piazolo, 1995). The 
poor economic growth of Pakistan was due to high inflation rate, rising foreign debt and 
debt servicing, less exports, backwardness of human capital, political unrest, and a bad 
law and order condition in the country (Iqbal and Zahid, 1998).  
 
 Evans et.al (2002) estimated the relative shares of human resources and financial 
growth for economic growth for a panel of 82 economies. The study concluded that 
money had a significant contribution to growth and emphasized the complementarities 
between financial and capital accumulation. Chaudhry (2008) evaluated the role of 
financial liberalization in macroeconomic performance of Pakistan. The study used the 
ratio of broad money, credit to private sector, market capitalization, trade openness and 
FDI as the proxies of financial sector development and real GDP and investment as the 
proxies for the economic performances. The results showed that financial sector 
development had a positive short run and long run impact on economic growth.  
  
 Research studies established that inflation, national saving, Imports, exports, 
openness, government expenditure, domestic saving and credit, physical capital, human 
capital and foreign direct investment were the determinants of the economic growth in 
Pakistan. The object of the present study was to determine the impact of national saving 
and credit to private sector on economic growth in Pakistan. 
 
II. Data and methodology 
 The time series data was used in the research study and relevant data was obtained 
from various issues of Economic Survey of Pakistan, Federal Bureau of Statistics and 
State Bank of Pakistan for the period of 1973 to 2007. 
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A. Definition of the Variables 
 
Real Gross domestic product (RGDP)  
 Real Gross Domestic Product (RGDP) was the dependent variable in the research 
study because real gross domestic product might be the indicator of growth and 
development of the country. The explanatory variables were described as:  
 
Domestic Credit to Private Sector to GDP ratio (CPSG)  
 The ratio of domestic credit provided by financial market to the private sector to 
real GDP was used as the variable for financial market improvement.  This proxy 
indicated the efficiency and volume of the investment projected by the financial sector 
and it measured the volume and performance of the financial market. Many studies used 
this variable as a proxy for financial market development King and Levine (1993), Abu-
Badar,et al. (2005), Beck et al, Shendre, et al. (2004).   
  
The national savings to GDP ratio (NSG) 
 National savings had a significant role in economic growth through productive 
investment. So, this indicator was considered as the determinant of economic growth to 
estimate the effect of national savings on economic growth. In Pakistan savings were 
very small as compared to other developing economies. The household savings have their 
dominant share in the total savings of the country. Almost 80 percent of the total savings 
were provided by the household in Pakistan (Hasnain et.al, 2006). 
 
Total Exports to GDP ratio (EXG) 
 Exports growth was a major determinant of output growth for developed and 
underdeveloped economies as exports played an important role in the progress and 
development of the economy. Economic growth can be increased with the help of 
exports. Exports expansion can be achieved through the production of commodities in the 
economy by different ways such as allowing the flow of capital goods and technical 
knowledge. This would result in optimal use of resources and increase in the productivity 
of the economy (Khan et al. 2005). 
 
Imports to GDP ratio (IMG) 
 The imports of machinery considered vital for the growth of industrial sector of the 
country and ultimately it enhanced growth of the economy. Therefore, imports to GDP 
ratio were included in the model specification. 
 
Table 1 Description of the variables 

Variables Definition
LRGDP Log of Real Gross domestic product  
LEXG Log of total Exports to GDP ratio  
LIMG Log of total Imports to GDP ratio 
LNSG Log of national savings to GDP ratio 
LCPSG Log of local credit to private sector to GDP ratio 

 
B. Methodology 
 Co integration test was used to observe the relationship among the time series 
variables. The ARDL technique to co integration approach, presented by Pesaran et al. 
(1997) was used to estimate the long run relationship between growth determinants and 
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economic growth of Pakistan. Stationarity check of the included variables in the model 
was also necessary before the co integration procedure.  The existence of unit root in time 
series variables generally produced bogus regression estimates (Griffith et. al, 2001). 
Thus, it was essential to check the stationarity of all the said variables in the model. A 
time series considered stationary when the mean and variance of that variable was found 
constant and covariance was consistent in subsequent time period. A variable found to 
stationary at its first difference was known to be integrated of order one and was denoted 
as I (1). Similarly a variable, which was stationary after being differenced n times was 
integrated of order n, represented as I (n) (Gujarati 2004), (Dickey and Pantula, 1987). 
 
 Stationarity Test of the time Series Variables 
 Dickey Fuller and Augmented Dickey Fuller tests were used for the stationarity 
check. The null hypothesis showed that the variables of the model were non-stationary. 
The results Dickey Fuller and Augmented Dickey Fuller test were explained below: 
 
Results of the Unit root tests on Level 
 Unit root tests were applied on the original data series and results of the tests were 
reported in the table 2. 
   
Table 2 Results of the Stationarity tests of the variables at level 

 Test with a constant and no trend Test with a constant and  trend 

Variables DF ADF DF ADF 
LRGDP -4.308* -2.973* -4.209* -2.815 
LEXG -0.364 -0.473 -1.912 -2.412 
LIMG -0.329 -0.762 -1.932 -2.344 
LNSG -3.374* -3.280* -2.950 -2.851 
LCPSG -2.114 -2.740 -2.265 -2.873 
  -1.081 -1.051 -1.102 -1.441 
Critical value -2.953 -3.551 

 * Indicated the stationarity of the time series at 95 percent level of significance.  
 
 The results of the stationarity check indicated that variables LRGDP and LNSG 
were found stationary at level.  But other variables were found non-stationary at level.  
The estimated values of LEXG, LIMG, LCPSG and LPCI were exceeded than the 
tabulated values. It confirmed the presence of unit root. The estimated value of LCPI was 
-1.0810 and the critical value of t* was –2.953. 
 
Stationarity check at first difference  
 All the time series were found non-stationary at level so first differenced variable 
were used for stationarity check. Results were presented in table 3.  
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Table 3 Unit root test of first differenced variables 
 Test with a constant and no 

trend 
Test with a constant and trend 

Variables DF ADF DF ADF 
DLRGDP -9.083* -5.611* -8.951* -5.546* 
DLEXG -4.805* -3.972* -4.774* -3.958* 
DLIMG -4.398* -4.169* -4.325* -4.005* 
DLNSG -6.886* -5.577* -7.648* -6.386* 
DLCPSG -5.767* -5.541* -5.686* -5.380* 
DLPCI -4.289* -2.770 -4.378* -2.863 
Critical value -2.953 -3.551 

* Showed the stationarity of the variable at 95 percent level of significance. 
 
 The results of the table 3 indicated that all the variables were stationarity at first 
difference. The estimated values of coefficients were exceeded than the tabulated value. 
 
C. Model Specification 
 The following econometric model was specified to know the impact of savings and 
credit on economic growth in Pakistan.  
  

0 1 2 3 4 ............(1)t t t t t tLRGDP LEXG LIMG LCPSG LNSGβ β β β β ε= + + + + +  
 
Where:  

LRGDPt   = Log of real Gross Domestic Product 
LEXGt      = Log of exports to GDP ratio. 
LIMGt       = Log of Imports to GDP ratio. 
LCPSGt    = log of credit to private sector to GDP ratio. 
LNSGt      = log of the National saving to GDP ratio. 
εt              = White noise error term. 

 
All the time series used in the model were converted into log form assigning the reasons. 
(1) Many economic series such as GDP showed growth approximately exponential, so 

the logarithm of these series grows approximately linearly. 
(2) Standard deviation of many economic time series is approximately proportional to 

its level and Standard deviation of the logarithm of the series is approximately 
constant. 

 
 Therefore, it was helpful to convert the time series so that changes in the form of 
series are proportional changes in original series (Stock and Watson, 2004), (Loayza and 
Ranciere, 2002), (Chuang, 2000), (Hussain, 1998), (Dritsakis, 2004).  
 
 The hypothesis was tested for no long term relationship among the said variables. 
If the estimated value of F Statistics was more than the upper tabulated value given by the 
Pesaren et.al (1997), then the null hypothesis was not accepted and proved that there 
existed a long-term affiliation among the given variables.  
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D. Variable addition test (OLS Case) 
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 The variable addition test was performed in the above model and it showed that 
calculated value of F-statistic was 5.797, which was larger than the critical value of 
Pesaran et.al, (2001). This indicated the stable long run relationship between explained 
and explanatory variables. The ARDL approach was used to perform the bounds test for 
the null hypothesis of showing no co-integration.  

 
 The tabulated value of F-statistics with intercept and having no trend at p=.05 was 
2.649 to 3.805. It indicated that the value of F-statistic was higher than the upper limits of 
critical value. Thus the hypothesis of no long-term affiliation between the explained 
variable and explanatory variables was not accepted and this viewing obvious picture of 
long run association among the variables.  
 
III. Results and Discussion 
 
A. Long term coefficients using ARDL Approach 
 The long term coefficients were estimated using ARDL (4,3,4,2,4) based upon 
AIC and results were presented in table 4.  
 
Table 4 Long term coefficients using ARDL Approach 

Regressor  Coefficient  T-Ratio Probability  
LCPSG  5.587*** 6.115 0.000 
LEXG 0.313 1.247 0.248 
LNSG 1.015*** 6.809 0.000 
LIMG 0.061 .3585 0.729 
INPT -2.347*** -2.323 0.049 

Note: *** indicated one percent probability level. 
 
 The result of table 4 indicated that coefficient of LCPSG was 5.587 at one percent 
level of significance, having expected sign according to economic theory. This indicated 
that increase in LRGDP was 5.59 percent due to a one percent increase in LCPSG. The 
LCPSG was significant with correct sign according to economic theory. The coefficient 
of LEXG was 0.313 with positive sign but insignificant. The coefficient of LNSG was 
1.015, which was highly significant, showed that increase in RGDP was 1.015 percent 
due to one percent increase in national savings. The coefficient of LIMG appeared with 
positive sign, however it was not significant.  
 
B. ARDL Model in Case of Unrestricted Error Correction Version 
 The table 5 showed the values of F-statistic when explanatory variables were taken 
as explained variable turn by turn. Further, it showed the importance of the lagged level 
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variables in the ECM while changing the explained variable DLRGDP to DLXMG, 
DLNSG, and DLCPSG using bound test approach.  
 
Table 5  

Dependent 
variable  

Independent variable  Lags  F-statistic  Outcome  

DLIMG DLRGDP, DLEXG, DLNSG, DLCPSG  3 3.137 No co-integration  
DLEXG  DLRGDP, DLIMG, DLNSG, DLCPSG 4 1.612 No co-integration 
DLNSG DLRGDP, DLIMG, DLEXG, DLCPSG 3 6.148 Co-integration 
DLCPSG DLRGDP, DLIMG, DLEXG, DLNSG 3 3.718 No co-integration 

   
 The estimated values of F-statistic when LNSG was used, as explained variable 
was greater than the upper limit critical value of 3.805 at p=. 05. Therefore, co integration 
was established in the model. It also proved that the hypothesis of no long term 
association could be rejected. 
 
C. Error Correction Model 
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 The Error Correction Model analyzed the rate of amendment to restore the 
equilibrium in the model. ECM coefficient indicated that how speedily a variable go back 
to initial equilibrium if its value was statistically significant. Higher value of error 
correction term was an extra authentication of the existence of a stable long term 
relationship. 
 
Error Correction Representation for the Selected ARDL (1,2,0,0,1)  
 The results of ECM of selected ARDL (1,2,0,0,1) were analyzed in Table 6. The 
estimated value of error correction coefficient was -1.427; which was significant at 
p=0.01 and showed negative sign. 
 
Table 6 Error Correction Model  

*** Show the coefficient significant at p=0.01  
 

Explanatory variables  Coefficient Standard Error (S.E) T-Ratio  
dLNSG                      0.579            0.485           1.193 
dLNSG1                   -0.948***  0.359            -2.639 
dLEXG                            -0.173  0.497             -0.348 
dLCPSG               5.704***           2.081             2.741 
dLIMG                   1.913***           0.623             3.069 
dINPT                    -2.279  2.851           -0.799 
ecm(-1)                    -1.427*** 0.186           -7.667 
R- Square 0.739  
 Adjusted R- Square 0.648 
Durbin Watson  1.938 
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 It established the association between RGDP and independent variables of 
economic growth. The calculated value of ECM recommended the rate of amendment of 
the long term disequilibrium due to short-term interruption of the preceding year.  
 
D. Tests for Checking Granger Causality 
 The estimated results of Granger Causality test were provided in table 7. 
 
Table 7 Test for Granger Causality 

Causality Direction F-Statistics Probability 
   LNSG               NO                 LRGDP  1.895 0.169 
   LRGDP             NO                 LNSG  2.319  0.117 
   LEXG                NO                 LRGDP  0.881  0.426 
   LRGDP             NO                 LEXG  0.895  0.420 
   LIMG                 NO                LRGDP  0.396  0.677 
   LRGDP                                   LIMG  8.343*  0.001 
   LCPSG             NO               LRGDP  1.634  0.213 
   LRGDP             NO                 LCPSG  0.832  0.446 

Note: * indicated p=0.05. 
 
 By using LRGDP as explained variable, estimates of Granger Causality were 
shown in Table 3.4. Unidirectional causality between LRGDP and LIMG was observed 
during the analysis.  
 
IV. Conclusion and policy Recommendations 
 The savings and private sector credit were the important determinants of the 
economic growth in Pakistan. It was accepted that inflexibility of credit limited the 
growth of the industrial and agriculture sector of the country. This resulted in slow down 
cumulative growth of the country. The distribution of credit to the different private sector 
has also significant impact upon the economic growth. In Pakistan, credit distribution was 
tilted towards capital intensive sector (industrial sector) and the flow of credit to priority 
sector like agriculture was found low. According to Lewis A.W. (1954) savings played 
crucial role in the internal resource mobilization and economic growth of developing 
countries. Therefore, the objective of the study in hand was to know the impact of 
national savings and credit to private on economic growth in Pakistan. The ARDL 
approach was used for analysis and estimation of the specified model. 
 
 The results of the study revealed that in long run, the credit to private sector has 
significant impact on the growth of Pakistan because the estimated coefficient of LCPSG 
was 5.587 at one percent level of significance. This indicated that increase in LRGDP 
was 5.59 percent due to a one percent increase in LCPSG. The LCPSG was significant 
with correct sign according to economic theory. The coefficient of LNSG was 1.015, 
which was highly significant, showed that increase in RGDP was 1.015 percent due to 
one percent increase in national savings. In the short run, the coefficient of LCPSG was 
5.7 and significant. Therefore, the credit to private sector has significant impact upon real 
GDP in long run and short run. 
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 It was suggested in the light of results that savings and credit were main 
determinants of economic growth in Pakistan. Therefore, government should formulate 
the appropriate policies to enhance the savings and credit in the country.  
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