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Abstract

A nation?s financial system is much more than just an intermediary that ensures the
allocation of savings to investment. The efficiency of such a system is endogenously achieved if
the financial structure of that economy promotes optimal use of the resources available for
development. It is against the importance of finance in enhancing economic growth and
development especially in developing economies like Nigeria, that we questioned whether
financial structure has positive and significant impact on economic growth and development in
Nigeria. The results revealed from our findings support existing literature that total financial
structure has positive and significant impact on economic growth. However, while some
sectors exert more influence (banking and market), other sectors (such as insurance) were
found to have non-significant impact on economic growth. We therefore recommend that
greater efforts should be made by govern-ment and the regulatory authorities at ensuring that
an enabling environment is provided (through strengthening of existing laws and regulations)
where all the components of the financial sector can compete favorably.

Index terms— financial structure, economic growth, nigeria.

1 Introduction

he search for ways of bettering the standard of living of citizens through enhanced sustainable development has
opened new corridors for alternative view points on paradigms of economic growth paradigm for sustainable
development have led to postulation of new developmental theories by economists all aiming at ensuring
sustainable development. Sustainable growth and development entails that development which meets the needs
of the present without compromising the ability of future generations to economies including Nigeria, the needs of
future generations are really not adequately articulated in policies. Again, the implementation and management
of these policies leave so much to be desired.

There appears to be a general consensus on the link between sustainable growth and development process of
economic growth and development could be Schumpeter (1911) have argued strongly on the promotive role of
finance in the economic growth and development process. They posit that the industrial revolution in England was
the result of a functioning financial system that was instrumental in mobilizing and allocating long-term capital
to the productive enterprises of the country. Hick (1969) has also posited that a well functioning financial system
provides intermediation services to productive entrepreneurial activities that spur technological, innovative, and
productive activities which lead to growth (Hick, 1969).

A nation’s financial system is much more than just an intermediary that insures the optimal allocation of
savings to investment. The efficiency of such a system is endogenously achieved if the financial structure of that
economy makes greater use of the resources available for development. This fact was buttressed by King and
?better financial structures stimulate faster productivity growth and growth in per capita output by funneling
society’s resources to promising productivity-enhancing endeavours? It is against the importance of finance in
enhancing economic growth and development especially in developing economies, that we questioned whether
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2 REVIEW OF RELATED LITERATURE

financial structure has positive and significant impact on economic growth and development in Nigeria. This
paper seeks to provide evidence-based answers to the question. It is divided into five sections. Section one is the
introduction, section two reviews II.

2 Review of Related Literature

There is no gainsaying that the financial systems, all over the world, play an important role in the development
and growth of the economy. In Nigeria, the financial system comprises financial institutions, financial markets,
financial instruments, rules, conventions, and norms that facilitate the flow of funds and other financial services
within and outside the national The Nigerian financial system has undergone remarkable evolution in terms of
ownership, structure of its institutions, the number of instruments traded, and the regulatory framework within
which the system periods vis-a vis the Pre-SAP Era (between 1970 and 1986), the SAP Era (between 1986
and 1993) and the Post -SAP Era (the period following the termination of SAP till date). While the Pre -Sap
Era witnessed the emergence of wholly owned Nigerian financial institutions and was characterized by minimal
competition and poor capitalization. The SAP Era was characterized by an economic reform package designed to
liberalize the economy with emphasis on the financial system. The reforms brought about the removal of various
administrative controls and ushered the country into a progressive move towards a marketoriented economy.
The Post-Sap Era witnessed a brief period (1994) of renewed regulation and subsequently, the period of guided
deregulation. At the outset of this era, the financial industry witnessed serious waves of distress that caused
crisis of confidence in the industry. The Failed Banks (Recovery of Debts) and Financial Malpractice in Banks
Decree was promulgated in 1994 to sanitize the banking industry. A further notable feature of this era was the
consolidation policies introduced both in the Nigerian Banking sector as well as in the Insurance Sector in 2004
and 2005. All these changes were all aimed at ensuring a more effective and efficient As stated earlier, the earliest
establishment of the finance-growth nexus in literature could be traced to the earlier works of Bagehort (1873)
and Schumpeter (1911) in which they contend that finance plays an important role in promoting economic growth
and development. In this way, it is expected that a well functioning financial system will provide intermediation
services to productive entrepreneurial activities which will spur technological, innovative, and productive activities
that increase growth. Following this work of Bagehot (1873) and Schumpter (1911), Gurley and emphasized the
important role, financial intermediaries and financial markets play in the growth process of nations. ?? . This
evolution could be traced to three major financial system 10 . Shaw (1955) 7?1 , Goldsmith (1969) 7?2 and
Hicks (1969), McKinnon (1973) 7?3 and Shaw (1973) 7?74 have also related literature in this area. Section three
contains our methodology, while section four discusses the results of our findings. Lastly, in section five, we
provided recommendations based on evidence, inclusive of our conclusion. argued that evidence of a dampening
effect from financial deepening on cyclical fluctuations in the shortrun has strong effects in the long-run. However,
the expected growth benefit from financial development, in

The determinants of financial development are thus co-integrated in the long-run suggesting that financial
development, private capital stocks and the labor force exert a positive impact on economic development whereas
the accumulation of public capital No wonder, measures suggested are that government policy should be geared
towards strategically increasing money supply and promoting efficient capital market that will enhance overall
economic efficiency, create and expand liquidity, mobilize savings, capital accumulation, transfer of resources from
traditional sectors to growth inducing sectors; and also promote competent entrepreneurial response in various
sectors of the On the impact of financial structure on economic growth, it is suggested that financial structure
increases the performance of the economy, through such studies used bank-level data for a large number of
developed and developing countries (Ang, 2007).

Countries that have underdeveloped financial systems tend to grow slower than developed economies; hence,
financial structure per se does not evident therefore, that in countries’ with legal systems that more effectively
protect the rights of outside investors, greater financial development enhances models that not only are better able
to mimic the actual relationships between economic growth determinants and financial structure but also that
will allow the impact of government policies on the financial system to be therefore, is that the macroeconomic
benefits of financial structure accrue primarily to those already working, rather than to new workers hence no
direct evidence suggests that an expanding financial structure plays an important supporting role in economic For
meaningful studies on the impact of financial structure and economic growth, proxies of financial structure should
be positively correlated with economic growth. This will ensure that, the channels of transmission mechanism
of financial development to growth are efficient in financial sector development rather than in the quantum of
investment. Viewing from the perspective of discussions on the Nigerian financial system, financial development
and economic growth, it is still not conclusive from empirical literature on what impact financial structure might
have on economic growth and development, most especially in a developing economy like Nigeria. There is still
a paucity of literature on the finance-growth nexus in the country thus, the gap which this study seeks to fill is
providing an empirical study that will examine the impact of financial structure on economic growth in Nigeria.



101

102

103
104
105
106
107

108

109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132

134
135
136
137
138
139
140
141
142
143
144
145
146
147
148

149

150

151

152
153

154
155
156
157

3 III.
4 Methodology

This study adopts the ex-post facto research design. The study covered the period, 1988 to 2011. Literature
examined in this study indicates that financial development is a necessary causal factor of economic growth,
although the strength of the evidence varies across countries and across proxies used to measure financial
development 19 . Also, it has been the long -run is slow to materialize 20 . appears to curtail output expansion
in the long-run 21 . No economy 22 .

5 Global

have an independent effect on economic growth 23 . It is economic growth 24 . It is thus, important to develop
explicitly analyzed 25 .

Empirical evidence also exists that suggest weak evidence in support of an employment growth channel linking
financial structure to subsequent economic growth, thus implying that, job creation is not consistently a major
channel through which financial structure stimulates income growth 26 . The corollary growth 27 .

Recent empirical and theoretical studies have also been conducted in several jurisdictions on the relationship
between finance and economic growth. Prominent among such works is the work of King and period 1960-89
in which they controlled for other factors that affect long-run growth, their results showed that initial level of
financial development is a good predictor of the subsequent rates of economic growth. Benhabib same conclusion
that financial development has a positive impact on economic growth, however, these studies are often conducted
at aggregate and level as Levine (1993a) 15 . In a study of 80 countries over the and Spiegel (2000) 16 , Levine,
Loayza and Beck (2000) 17 , Rioja and Valev (2004) 18 also point to the same comparative research, is used when
the researcher intends to determine cause-effect relationship between the independent and dependent variables
with a view to are, therefore, of secondary nature. mes away population growth and technological change and
states that growth is driven by capital accumulation formed the basis for this study. The choice of the model
is based on, theoretical perspectives of the financegrowth nexus, that financial development enhances economic
growth, hence, in this case the aggregate financial structure has a positive and significant effect on economic
growth. Therefore, economic growth is mathematically expressed as a function of financial structure as denoted
in (i):Y t =f(TFSt) 1)

where: The specific objective of this study is to determine the impact of total financial structure on economic
growth. Three (3) core sectors of the Nigerian financial sector were used to represent the total financial structure
viz banking, stock market, and insurance sectors; based on available data. Following similar studies in previous
literature such as Demirguc-Kunt and Levine (1999) and Guha Deb and Mukherjee (2008), the growth rate of
Nigeria’s gross domestic product per capita was adopted as the index of economic growth. This measures the
penetration of total of goods and services produced in Nigeria that directly go into the lives of ordinary Nigerians.
The bank-based indicators of the total financial structure are represented by total financial assets as a percentage
of GDP and domestic credit provided by the banking sector as a percentage of GDP which measures financial
opportunities available to investors. It is expected that both proxies should have positive and significant impact
on economic growth. The market based indicators of total financial structure used in this study are market
capitalization as a percentage of gross domestic product and the total value of shares traded as a percentage
of gross domestic product. While the formal proxy assumes that the overall market size is positively correlated
with the ability of the market to mobilize capital and diversify risk on an economy-of firm equity as a share of
national output and therefore should positively reflect liquidity on an economy-wide Again, it is expected that
both proxies will have positive impact on economic growth. Insurers collect The choice of 1988 as the base year
is due to availability of data for all the model proxies, thus ensuring uniformity. The adoption of ex-post facto
research design hinges on two reasons; the study relied on historic data obtained from the Central Bank of Nigeria
Statistical Bulletin from 1988 -2011, as such the event under investigation had already taken place. Also, the
researcher does not intend to control or manipulate the variables 28 . This research design, also called causal
establishing a causal link between them 29 . Data used The endogenous growth theory 30 which assuwide basis
31 , the latter measures the organized trading basis and complements the market capitalization ratio 32 .Y t =

6 Global

IV.

7 Results and Analysis

This section presents and analyzes the results. Table ??.1 presents the descriptive statistics of the measurement
indicators.

8 Table 4.1 : Descriptive Statistics

As indicated in tables 4.1, the mean value of Nigeria’s per capita income growth rate from 1988 to 2011 in Nigeria
was 2.67%. The year with the highest per capita income growth rate was in 2004 when it grew by 7.90% per
cent while the least growth in per capita income was recorded in 1994 when the gross domestic product fell by
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9 IMPLICATIONS, CONCLUSION AND RECOMMENDATIONS

2.25% from the previous year rate. This fall may not be unconnected with the sanctions placed on the then
military regime in Nigeria by the international community due to the annulment of the historic June 12 election
in 1993. Overall the growth rate of Nigeria’s per capita income showed fluctuations over the period of the study.
As revealed from table 4.1, there was a positive skewness of gross domestic product (0.16) indicating that the
degree of departure from symmetry of the distribution was positive. Also, the kurtosis value of 2.06 reveals
that the degrees of peakedness of gross domestic product within the period of this study were not normally
distributed as it tended to deviate from the mean. Figure ?7?7.2 presents the model proxies performance in a
graphical format. As revealed from table 4.4, the two indicators of bank-based financial structure (domestic
credit provided by the banking sector as a percentage of gross domestic product and total financial assets as a
percentage of gross domestic product) had positive impact on economic growth. While domestic credit provided
by the banking sector was found to be significant, total financial asset ratio was non-significant at 5% level of
confidence. The impact of market-based financial structure (market capitalization ratio) was found to be positive
though had non-significant impact on economy growth, while the total value of shares traded ratio (another
measure of market-based financial structure) was negative and non-significant at 5% level of confidence. The
insurance penetration as revealed from the regression results indicates that its impact on economic growth was
negatively significant at 5% level of confidence.
V.

9 Implications, Conclusion and Recommendations

The results from this paper reveal some interesting aspects of the Nigerian economy. While some sectors
exerted greater impact on economic growth, other aspects of the Nigerian financial sector did not show any
significant impact on the variable. The impact of the insurance sector on economic growth was found to be
negatively significant. Unfavourable macroeconomic environment; poor regulatory framework; market suspicion
of insurance companies, among state of the industry. For the industry to take its place in enhancing economic
growth, government needs to create a conducive macro-economic environment for the practice of insurance and
reinsurance as it is the lack of these that has led to reduced international transaction cost as well as providing an
alternative to raising funds through individual savings and retained earnings. The post-consolidation reforms in
Nigeria’s banking sector have increased focus on risk management procedures and healthy corporate governance
among the Nigerian banking industry.

These have subsequently strengthened and repositioned the banking industry in contributing effectively and
efficiently to the development of the Nigerian Bank-based financial indicators proved to have positive impact
on economic growth within the period of the study. The Nigerian banking sector has proved to contribute
significantly to economic growth in Nigeria. This may be connected to the various reform policies over the
years put in place by the monetary authorities most notably in 2005 through the consolidation exercise and the
subsequent post-consolidation reforms all aimed at ensuring a well functioning and effective financial system.
A well functioning financial system creates an enabling environment for the mobilization of household savings,
allocation of resources efficiently, assisting in diversifying risk, and enhancing the flow of liquidity, reduction of
information asymmetry and economy through its intermediation functions 39 .

The capital market is a network of specialized financial institutions, series of mechanisms, processes and
infrastructure that, in various ways, facilitate the bringing together of suppliers and users of long term capital for
investment in socio-economic developmental projects 40 . It has been shown that large stock markets can decrease
the cost of mobilizing savings, thus facilitating investment in most productive techno-logies 41 and at the same
time the stock market liquidity enables investors to trade equity easily is crucial for growth 42 . Findings of this
study reveal that, market capitalization ratio had positive though non-significant impact while the total value of
shares traded ratio was negative. This indicates that the confidence level of investors on the ability of the capital
market to provide the much needed liquidity which investors craved for has not been fully realized. Greater
efforts should therefore, be made by regulators such as the Nigerian Stock Exchange (NSE) and the Securities
and Exchange Commission (SEC) to ensure that confidence of operators as well as investors are enhanced in the
system. This will encourage investor to invest in the market which will obviously lead to increased pro-ductivity
by various sectors of the Nigeria economy.  ?

'© 2013 Global Journals Inc. (US) Financial Structure and Economic Growth: Evidence from Nigeria
2© 2013 Global Journals Inc. (US)
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other financial

Institutions Act No 25 of 1991 was also promulgated to
complement the operations of the CBN in enhancing
growth of the Nigerian Banking sector. The Nigerian
Deposit Insurance Corporation was established by
February 1989 with the mandate of insuring depositors’
liability in Nigerian Banks. The regulatory organ of the
Nigeria Capital market is the Securities and Exchange
Commission, formerly called Capital Issues Commission
1979 and strengthened by SEC Decree of 1988 to
regulate the activities of the Nigerian Capital Market. At
the apex of the Insurance sub-sector is the National
Insurance Commission (NAICOM), which replaced the
Nigerian Insurance.

Supervisory Board, established by Decree No.

62 of 1992. This body is responsible for the regulation of
activities in the Nigerian Insurance Industry. The Federal
Mortgage Bank of Nigeria (FMBN) is at the apex of
mortgage financial institutions in the country. The FMBN
was established by Decree No. 7 of 1977 and it took

over the assets and liabilities of the Nigerian Building
Society, which was performing the statutory regulatory
mortgage role before then.

[Note: The Central Bank of Nigeria was established by 1959. The Act, which has undergone several amendments,
was re-enacted as the CBN Act No 24 of 1991. In addition to the CBN Act, the Banks and]

Figure 2:



premium for their risk transfer and indemnification Model Equation: a) Unit Root Test services. Th
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Fuller unit root was used to test the stationarity of the time series data. Table ??7.2 presents our results.
Source : Authors’

As revealed from table 4.3, market capitalization has a positive relationship with economic growth. Thus, 1%
increase in economic growth in Nigeria over the period is due to 0.26% increase in market liquidity of the Nigerian
Stock Exchange, This may be attributed to increased confidence of Nigerian investors in the ability of the market
to enhance liquidity. The total value of shared traded ratio which measures the organized trading of firm’s equity
as a share of national output on an economy-wide basis as well as complementing market capitalization indicated
from the correlation results, shows there was a positive relationship between total values of shares traded ratio
and economic growth. Domestic credit provided by the banking sector as revealed from the correlation matrix
had a positive relationship with economic growth. This shows that Nigerian banks have been able to provide
funds for investment which had translated into growth of the Nigerian economy. It was also revealed from the
correlation matrix that insurance penetration and size of the financial system has negative relationship with
economic growth. Table ?7.4 display our regression results.
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