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IMPACT OF FINANCIAL INTERMEDIATION ON ECONOMIC
GROWTH IN NIGERIA | '
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Abétract

Financial intermediation underscores the catalytic role of banks in S
economic growth and development of any nation. This is because financial
intermediaries such as banks arise to alleviate market frictions like
transaction costs, uncertainty about project outcomes and information
asymmetries in their effort to mobilise funds and channel same [o the most
productive unit of the economy. However, the question of whether it is the
size/volume or efficiency of financial intermediation that matters for the
growth of developing economies like Nigeria, calls for empirical
investigation. This study therefore assessed the impact of financial
intermediation on economic growth of Nigeria. Data were obtained from
CBN statistical bulletin and analyzed using ordinary least square (OLS)
regression technique. The study found that all the intermediation variables
expect credit to private sector and reserve money positively and
significantly related to GDP at 5% level of significance. It was concluded
that both the size and éfﬁciency of financial intermediation are necessary
for the growth of Nigerian economy. The study recommends that deposit
money banks in Nigeria should improve their monitoring of private sector
credits for effective utilization; and that CBN should pursue monetary
policy measures that will further the depth of the banking sector so as to
allow more financial inclusion, foster healthy competition within the
industry and ensure efficient intermediation.

Keywords:  Banking, Financial, Intermediation, Growth, Nigeria
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OLS regression techniques. The result of their study shows that both total bank
deposit and total bank credit exert a positive and significant impact on the economic
growth of Nigeria which was proxied by real GDP. Emecheta and Ibe (2014)
examined bank credit and its impact on economic growth in Nigeria using time
series data from 1960 to 2011. Vector autoregressive (VAR) technique was used to
analyse the effect of bank credit to private sector as a percentage of GDP and
broad money (M2) to GDP ratio on the current GDP. The study finds that a
significant positive relationship exists between bank credit to private sector and
economic growth. This was in consonance with Nwaeze et al (2014). The finding of
their study was however, in contrast with the earlier work of Chukwu and Agu
(2009) who examined the causality between financial depth and economic growth in
Nigeria. Using annual data from 1971 to 2008, Augmented Dickey-Fuller (ADF) test
and regre&on analysis were applied for the data analysis. The results suggested a
unidirectional causality between financial depth and economic growth, running from
economic growth to financial depth (measured with private sector credit and broad
money). From the foregoing, it is clear that studies on financial intermediation and
economic growth remain inconclusive. This is due to the conflicting results and
findings reported by researchers. .

Methodology
This study employed ex-post facto design in obtaining, analyzing and

interpreting data relating to the study. Both the dependent variable and independent

variables are observed over the period of 1981 to 2014. The population of this study
comprises " all financial intermediaries in Nigeria such as banks, insurance
companies, finance houses, pension funds, deposit money banks in Nigeria
constitute the sample of the study. The sample was purposively selected due to the
fact that they are the dominant institutions of financial intermediation in Nigeria. The
choice of the banks was also informed by the availability of relevant data. Data on
variables like real gross domestic product, liquid liability of banks, commercial bank
credit to private sector, reserve money of commercial banks, deposit rates, and
lending rates were collected from the Central Bank of Nigeria (CBN) statistical
bulletin of 2014. Ordinary least regression (OLS) technique was used to analyse the
data, after testing for multicolinearity and heteroscedasticity assumptions of the
classical linear regression. ’ X

Results and Findings

Before conducting the regression two preliminary tests were carried out and
their results are presented in the tables below. Table 1 displays the pair-wise
correlation values for the independent variables to detect any possibility of perfect
linear relationship between the variables before the OLS regression is conducted.

Impact of Financial Intermediation on Economic Growth in Nigeria 25

This is because OLS assumes the absence of multicollinearity among the
independent variables for there to be a greater level of accuracy in the model
estimation. It will be hazardous to apply a regression plagued with multicollinearity
for the purpose of forecasting.

Table 1: Multicollinearity Test

RM2NGDP

CP2GDP - | LL2NGDP | DIR IntSprd
CP2GDP 1.00
LL2NGDP | 0.49 1.00 a
DIR -0.31 -0.45 1.00
RM2NGDP | 0.28 0.38 0.06 1.00
IntSprd 0.40 0.46 -0.11 0.33 ‘ 1.00

Source: Author’s Computation, 2015

" Gujarati (2004) states that if pair-wise correlation coefficient between two
regressors is in excess of 0.8, multicollinearity becomes a serious problem. From
the above Table 1, it is clear that there is no perfect relationship between different
pairs of the independent variables, which implies the absence of multicollinearity.

. Table 2: Heteroscedasticity Test: Breusch-Pagan-Godfrey

F-statistic 2.603431 Prob. F(5,27) 0.0479
Obs*R-squared 10.73455 Prob. Chi-Square(5) 0.0569
Scaled expfained SS 11.05202 Prob. Chi-Square(5) 0.0504

Source: Author’s Computation, 2015

In the above Table 2, resuit of Breusch-Pagan-Godfrey test is shown to
verify the fundamental assumption of homoscedasticity (i.e. error terms have the
same variance) as one of the prerequisites for Ordinary Least Square method of
regression analysis. if this assumption is violated, OLS result will be misieading and
erroneous conclusion will be drawn. It is shown in the Table that F-statistic is
statistically significant at 10%, which implies that there is absence of
heteroscedasticity.
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