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ABSTRACT 

Cameroonian policy makers are not unanimous about 

the appropriated growth strategy particularly concerning 

the issue of sequencing. That is, whch should come first, 

creating demand for financial services by ensuring rapid 

economic growth or ensuring proper development and 

expansion of financial sector (institutions) as a means of 

achieving economic growth. This issue has become 

important in the Cameroonian contot where a number of 

the reform policies have been introduced and where 

declining growth has been realised. 

The thesis of this study is that inancial development 

is a pre-condition for economic growth (supply - leading 

hypothesis). The financial sector mobilises and channels 

resources from savers to investors and thereby induces real 

economic growth. 

However, another school of thought believes that it is growth 
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which induces an expansion of the financial sector (demand -

followiwng hypothesis). This thesis uses Granger - causality 

modelling to investigate these competing hypotheses in the 

Cameroonian economy. It further examines the factors that 

affect real financial growth in the country. 

A major finding of this study is that there has not been 

adequate development and expansion in the Cameroonian 

financial sector. The thesis recommer ds that there must be 

an urgent financial sector reform programme which will 

promote competition in the money market and mobilise 

savings which could be channelled into investment. Among 

instruments of economic policy recommended are 

deregulation of interest rates and the liberalisation of the 

procedure for licensing new banks. 
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Greenwood and Jovanic (1990), asserts that since many firms 

and entrepreneurs will solicit capital, financial intermediaries 

and markets that are better at selecting the most promising 

firms and managers will induce a more efficient allocation of 

capital and faster growth. 

Financial intermediaries may also boost the rate of 

technological innovation by identifying those entrepreneurs 

with the best chances of successfully initiating new goods and 

production process (King and Levine 1993c). Schumpter 

(1912, p.74), had supported this view when he stated inter 

alia that: The banker, therefore, is not so much primarily 

a middleman He authorises people, in the name of 

society as it were (to innovate). 

The role of stock markets in influencing the acquisition 

and dissemination of information about firms has also gained 

recognition on finance-growth nexus. For example, as stock 
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with larger financial systems enjoyed faster subsequent 

growth. 

Based on the channels to growth, the simple 

correlations between growth and the financial size indicators 

seems to run through both the "investment" and "efficiency" 

channels. 

On the second issue of the relationship between 

financial institutions and growth, three measures were used 

as follows: 

CBY: The Ratio of Central Bank Domestic 

Assets to GDP 

BY: The Ratio of Deposit Money Banks 

Domestic Assets to GDP 

BTOT: The Ratio of Deposit Money Banks 

Domestic Assets to Deposit Money Bank 

plus Central Bank Domestic Assets. 
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AF for the Post -SAP era (1987 -1995) 
Y 

3. AF = 12.851 + 12.477Y/PL- U.269R - 1.500P, 
Y (+0.630) (-0.552) (-0.692) 

-0.040Fe
t - 12.479Pt + 13.722Pn 

(-0.120) (-0.173) (+0.67) 

F - value = 5.415 

R2 = 0.9822 

D-W = 2.070 

N =9 

AF11 for the combined period (1972-1995) 
Y 

4. AF11 = 2.120 + 5.529Y/PL - 26.049R - 0.813P, 
Y (0.954) (-1.589) (-2.257) 

-0.317Fe
t - 19.929Pe

t + 4.943Pn - 35.919Z 
(-1.732) (-1.308) (+0.825) (-2.128) 

F - value = 24.805 

R2 = 0.8834 

D-W = 1.721 

N = 2 4 

AF11 for the Pre-SAP era (1972-1986) 
Y 
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