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ABSTRACT

Thisstudy examinesthe effect of financial sector reformson the Nigerian economic
growth. It seeks to know the impacts of the sector in the Nigerian economy and
whether the sector has been able to achieve its main objective of intermediation,
since the sector was highly regulated leading to financial disintermediation
which retarded the growth of the economy. Time series data from 1991 to 2012
were used and were gathered from the CBN publications. Augmented Dickey
Fuller (ADF) test, Philip Perron Unit root Test, Ordinary least Square Regression
have been used. Unit root confirmsthe stationary of all variablesat first difference.
Regressions results indicate that Credit to private sector, investments and Prime
lending rate have significant positive impact on economic growth of Nigeria. It
is recommended among other things that reform policy thrust be geared toward
proper reserves management; efficient stock market operation to enable banks
put their capital and asset base to full utilization. This way, the financial sector
reforms will be effective and capable of moving the economy forward in a more
desired direction.

Keywords: Financial Sector, Economic Growth, Gross Domestic Product,
Commercial Bank, Augmented Dickey Fuller

INTRODUCTION
Generdly, thefinancia systemismorethanjustinstitutionsthat facilitates paymentsand
extend credit. It encompassesd| functionsthat direct real resourcesto their ultimate user.
Itisthe central nervous system of amarket economy and containsanumber of separate,
yet co-dependent components all of which are essential to its effective and efficient
functioning. Thedevel opment of thissector determineshow it will be ableto effectively
and efficiently dischargeitsmagjor roleof mohilizing fund from the surplus sector hashel ped
infacilitating the businesstransactionsand economic devel opment (Aderibigbe, 2004).
The successof thefinancia system all over theworldin providing itsdevel opment roles
has been predicted on theinitiation of financia sector reforms such astheintroduction of
market based proceduresfor monetary control, the promation of competitioninthefinancia
sector, and therelaxation of regtrictionson capita flows. Theaim of initiating thesereforms
isto cresteamoreefficient and stable system, which will facilitate optimum performancein
theeconomy. Thismeansproviding afoundation for implementing effective stabilization
policiesand successfully mohilizing capital and putting it to effective use, which leadsto
achieving higher ratesof economic growth (Johnston and SundararJan, 1999). Theeconomic
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growthisagradua and steady changein thelong-run which comes about by ageneral
increasein therate of savingsand population (Jhinghan, 2005). It has also been described
asapositivechangeintheleve of production of goodsand servicesby acountry over a
certain period of time (Adelakun 2010). Economic growth ismeasured by theincreasein
theamount of goodsand servicesproduced inacountry. An economy issaid to begrowing
whenit increaseits productive capacity which later yield morein production of more
goods and services (Jhinghan, 2005). Economic growth is usually brought about by
technological innovation and positive external forces. Itistheyardstick for raising the
standard of living of thepeople. It dsoimpliesreduction of inequditiesof incomeditribution.
Oluyemi (1995) regardsthefinancial sector of any economy asan engine of growth that
could greatly assist in the promotion of rapid economic transformation.

Financid sector reformsareanintegral part of the economic reform package. The
reform involved packaging theliberalization of interest rates, promotion of market-bases
system of credit allocation, enhancing competition, and efficiency of theregulatory and
supervisory framework (Adekunle, Salami and Adedipe, 2013). Financial sector reforms
in Nigeriawere motivated by the need to productively put the Nigerian banking industry
and theeconomy at large on the path of global competitiveness. It can be concluded that
no economy can ever devel op without an appreciablegrowthinthefinancia sector.

TheNigerianfinancia sector, likethose of many other lessdevel oped countries,
washighly regulated leading tofinancid disintermediation which retarded thegrowth of the
economy. Mogt third world countries (including Nigeria) hadin the past used governmenta
interventionsasatool for alocation of resources. Theseinterventionshave been described
asnot only repressive but amajor factor retarding the growth process of the economy in
addition to being harmful to the banking sector whoseinterest theliberdizationisaimed at
protecting. Indeed, the Nigeriagrowth performance hasbecomeworrisomeover thelast
two decades. During this period, growth was sluggish and dismal to the extent that the
efficacy of thevariousdosagesof different reform policiesremainsan open-ended question.
Prior to theintroduction of the Structural Adjustment Programme (SAP) in Nigeriain
1986, the Nigerian financia sector was characterized by fixed and relatively low interest
rates, whichleadtofinancial disintermediation dueto the activitiesof thebanking system
snceitisthemost crucid roleof banks. In addition, the mandatory sectoral alocation of
bank credit and the ceiling on bank credit to the private sector leadsto distortionin credit
dlocation. Followingfinancid liberdization, market determination should resultinmodesily
positivered interest rates. These, inturn, will increasetheresourcesavailabletothefinancia
system, Sncebank depositsoffering competitivereturnwill attract saving that wereprevioudy
held outsdetheformal financia sector. Moreover, positivered interest ratewill provide
anincentivefor borrowerstoinvest in more productive activities, thereby improving the
productivity of thewholeeconomy. Consequently, financid liberalization should lead toan
increasein both the quantity and the quality of financial intermediation by thefinancia
system. Financial sector therefore stimulate economic devel opment through avariety of
channdssincethefinancid system performsthevita function of raisng funds, and channding
fundsto productiveinvestment, successful financial liberalizationisusually animportant
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component of acountry’sstrategy for economic growth. Ajayi (2005) statesthat reforms
are predicated upon the need for reorientation reposition of existing statusquoin order to
attain an effectiveand efficient state. Composand Esfahani (1996) stressthat policy reforms
means" arenegotiation of contractsthat entailsdirect governmentinvolvement in production
towardsmoreefficient market oriented ones’ . Okeke (2007) on hispart positsthat reforms
areddiberate actionsby the government tofast track, jump start and consolidate specified
sector of the economy to achieve desired objectives. Financia reformsas defined by
Ebong (2006) are deliberate policy responseto correct perceived or impending financial
crisesand subsequent failure. Reformsin thefinancial industry are aimed at addressing
Issues such asgovernance, risk management and operationd inefficiencies. Thevortex of
most financia reformsisaround firming up capitaization.

Inthe opinion of Deccan (2004), financial reformsare primarily driven by the
need to achievethe objective of consolidation, competition and convergenceinthefinancid
architecture. Financid reformsarenormaly carried out through financia sector deregulaion.
Deregulation of thefinancid sector requiresaset of indicatorsthat can beused for effective
policy formulation, implementation and eval uation (Iganiga, 2010). Assuch, thereisno
precisedefinitionintheliterature of “financia sector development” however, Fry (1978)
observed that thekey tofinancia sector devel opment isthereductionand ultimateunification
of fragmented financial markets. Thisinvolvesacompleteset of indicatorsmainly covering
credit intermediation, liquidity management and risk management characteristicsof the
financial system. Onwioduokit (2006) positsthat it ishard to find an indicator that can
directly measurethe development of thefinancial sector.

However, fromtherecent literature, measuresof financia development include
theratio of broad money (M2) to Gross Domestic Product (GDP), currency outside bank
asaratio of broad money (M2), interest rate Spread, redl interest rateand grosssavingsas
aratio of GDP. Fromtheliterature, it hasbeen observed that well-spaced and implemented
financid reformshavetheability to boost thesefinancia development indicators. Peculiar
featuresof thereformsprogrammesin Nigeriaarethe associated inconsistenciesin policy
implementation (Nnanna, 2005). However, some studies have shown that the Nigerian
financid system hasbenefited largely from thesereforms, but al the same, thesystemis
still yeaning for improvement (Adam and Agba, 2006).

Financial Development and Economic Growth

Themainfunction of thefinancia systemisto facilitatethetransformation of savingsfrom
surplus sectorsto deficit sectors. Very often, the surplus sectorsare the househol ds, who
save money, and the deficit sectors are the entrepreneur and government, who borrow
money for investment purposes. However, thefinancial market finance only part of a
country’stotal investment, becausefirmsand househol dsfinance much of their investment
directly out of their own savings. It isonly when investment exceeds savingsthat itis
necessary to borrow, just aswhen saving exceedsinvestment it isnecessary tolend. The
explicittask of thefinancial sector isto moveexcesssavingsfromeconomic unitsinsurplus
tothosein deficit. Figure 1 showshow financial system affect economic growth through
different channels.
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Figurel: Theoretical Linkages between Financial System and Economic Growth
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Source: Adapted from Abdul Waheed (2009). Financial Sector Reforms and Economic Growth: A
Time SeriesDataAnalysis.

A well functioning financia sector promoteeconomic growth throughtwoimportant
channels;, quantity effect (increasein savingsand investment) and through quality effect
(increaseinthe productivity). Historically, thequdity of investment hasbeen at least as
important for growth asthe quantity. Empirical studiesgeneraly find that lessthan half of
thegrowthin output isattributabletoincreasein labour and capital . Higher productivity
explainstherest (World Bank 1996). Higher growth, increasesinvestment and greater
financial deepening all comepartly from higher savings. However, greater financial depth
contributesto growth by improving the productivity of investment. World Bank (1996)
showsthat investment productivity as measured by theratio of the changein GDPto
investment (theinverseof theincrementa capita output ratio-| COR), issignificantly higher
inthefaster-growing countries, which also had deeper financial system. Thissuggeststhe
link betweenfinancial sector and real sector of theeconomy. Efficient intermediationwill
ensure that the better investments are financed and will thereby increasethe average
productivity of investment.

Similarly, Greenwood and Jovanoivc (1990) develop amodel inwhich both the
extent of financial intermediation and therate of growth areendogenoudy determined and
concludethat financia intermediation promotegrowth! Becauseinvestment could bemore
efficiently undertakenin adevel oped financid market. Furthermore, Bencivengaand Smith
(1991) show that the devel opment of financial intermediation will increasereal economic
growth by channeling savingsto theactivity with high productivity. Inthislineof research,
Neusser and Kugler (1998) investigate the relationship between financial sector
devel opment and economic growth from atime series perspectiveand find that financial
sector isconitegrated for many OECD countriesnot so much with manufacturing output
but mostly with manufacturing total factor productivity. Similarly, Benhabib and Spiegel
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(2000) arguethat apositiverdationship isexpected to exist between financia devel opment
andtotal factor productivity growth and investment. Xu (2000) usesamultivariate vector
autoregressive (VAR) approach to examinethe effectsof permanent financial devel opment
on domesticinvestment and output in 41 countries between 1960 and 1993. Theresults
show that financia development isimportant to GDP growth and that domestic investment
isanimportant channd throughwhichfinancia devel opment affectstheeconomy. Ingenerd,
the above mechanism suggeststheat financial devel opment should haveasignificant postive
effect on economic growth asit fosters capital accumulation and leadsto productivity

gans

Nigerian Financial Sector Reforms

Thereform of thefinancial sector occupiesacentra position sincetheefficiency of this
sector isanecessary condition for the efficient functioning of anation’seconomy. According
to Caderonand Liu (2003), for acountry to gain asustainable economic growth, it will be
imperativefor such aneconomy to undertakefinancid reform. Severd financid restructuring
programs have been put in place since early 1990s up to thisperiod of democracy suchas
recapitalization, merger and acquisition, capital control and deflationary palicy, dl withthe
amof improving thefinancid sysem. Theon-going reformsintheNigerianfinancia sector
were as aresult of the weaknesses and the inability of the sector to complement the
developmentd effortsof the country (Uche, 2008). The banking sector reformisexpected
“tobuild and foster acompetitiveand hedl thy financia system to support devel opment and
to avoid systematic distress’ (Soludo, 2007). There were reformsin monetary policy
whichweredesigned mainly to stabilize the economy in the short run and to inducethe
emergence of amarket-oriented sector. Thesereformsinclude:

Rationalization of credit controls. Although credit cellingson bankswerenot completely
removed, the sector specific credit distributionstarget were compressed from 18in 1985
to 21n 1987- priority (agriculture and manufacturing) and non-priority (others). Other
credit measures enacted were the elimination of exceptionswithin the ceiling on bank
credit expangon, giving Smilar treatment to commercia and merchant banksinreationto
required liquidity ratiosand credit ceiling, the modification of cash reserverequirements
whichisnow based on thetotal deposit (demand, saving, and time deposits), rather than
ontimedepositsonly, and the reintroduction of stabilization securities. These are non-
negotiable and non-transferabl e debt instruments of the Central Bank which banksare
mandated to purchaseat intervasin order to control their excessreserves. It wasdesigned
to mop-up the excessliquidity of the banking system.

Deregulation of interest rates. In January 1987, apartia deregulation of interest rates
was attempted, but by August, al rates become market determined. The CNB adopted
system of fixing only itsminimum rediscount ratetoindicatethedesired direction of interest
rateschanges. Interest rateliberalization wasamed at enhancing the ability of banksto
charge markets-based |oansrates and al so guarantee the efficient all ocation of scarce
resources. In 1989, bankswere encouraged to pay interest on current account deposits.
Therateto be paid wasto be negotiated between banks and their customers.
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Theshift from direct to indirect system of monetary control: In June 1993, an open-
market operation (OMO) wasintroduced. Under the scheme, OMO wasto be conducted
exclusively through licensed discount houses, which are supposed to constitute the open
market for government securities. Theintroduction of OM O wasmeant to replacetheuse
of direct controlsfor managing liquidity in the economy. Theforeign exchange market
reformswere also very important since transactionsin foreign exchange constitute an
important aspect of financial sector activities. A second-tier foreign exchange market was
established in 1986 asan auction forum for the saleand purchase of foreign exchange.

Previoudy, the sdeand purchase of foreign exchangewasrigidly controlled through
the use of import licenses and the exchange rate wasfixed by fiat. Thisresultedinan
overvauation of the Nairawith itsattendant consegquences. In order to restore appropriate
exchangerates, the authorities began the auction sales of foreign exchangeto licensed
deders. A fird-tier market wasretained to take care of transactionsrel ated to government
debt-servicing, contributionstointernationa organizationsand trandfersto Nigerianmissons
abroad. In 1988, the government permitted the establishment of privateforeign exchange
andto accord recognitionto small dealersin foreign exchange. With the deregul ation of
theforeign exchange, dl existing restrictionson capital transferswereabolished. All that
was needed wasfor evidence of importation and exportation to be provided to the Federa
Ministry of Finance. In addition, all applicationsfor capital transfer abroad wereto be
backed by appropriate documents and settled at the appropriate exchangerate.

Inorder to strengthen the Nigeria sfinancia system, there hasbeen anincreased
trend in consolidation in some segments of thefinancial sector likethe deposit money
banks, community banks, capital market and insurance companies.

Deposit Money Banks. Deposit money banksare supposed to facilitate capital formation
and promote economic growth. The consolidation exercise started in mid 2004 with the
deposit money banksthat wererequired toraisetheir minimum capital basefromN2bnto
N25bn by the end of 2005. Thistherefore reducesthe number of deposit money banks
from 89 banksto 25 mega-banks (now 24) after series of mergersand acquisition. The
outcome of the consolidation exercise wasthe emergencesof 25 banksin Nigeriawhich
together accounted for about 93.5% of aggregate deposit liabilitiesand alarger capital
basefrom about $3 billion to $5.9 (Soludo, 2006). The strong capital hasensured abasic
indication of solvency of the banksand has provided the vehiclefor taking out theweak
banksand forcing othersinto amarriage of convenience. According to Uche (2008), the
reform in the banking sector has made of the Nigerian banksto be active participantsin
the global commerce. He also noted further that these banks have been ableto accelerate
the development of the economy through their increased lending ability to theindigenous
entrepreneursasaresult of theincreased capital base of the banks.

I nsurance Companies: Insurance servicesare capable of generating sgnificant productive
impact in an economy as aresult of risk transfer activities which makeit easy for an
individua to purchaseexpensiveitems. Theinsurance companiesasaresult of increasing
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risksneed to bere-capitalized to enhancetheir ability to provide cover for policy holders.
Thismadethe Federal Ministry of Financewith the National Insurance Commission
(NAICOM) toincreasethe capital base of lifeinsurance businessto™N2 billionwhilethat
of generd insurancebusinesswasincreased toN3 billion and that of re-insurance business
wasalsoincreased toN10 billion. Thishastherefore reduced the number of theinsurance
companiesto 71 from 103 comprising of 43 general insurance, 26 lifeinsuranceand 2 re-
INsurance companies

Capital Market: Thereformsinthe Nigerian capital market are concern about astrong
and viable capitd market asavehiclefor mobilizing capital for developmenta purposes.
Thereformwastarget at the secondary market represented by the Nigerian Stock Exchange
(NSE). The operation standards of the NSE are now comparableto what obtainsinthe
developed economies. The Central Securities Clearing System (CSCS) and theAutomated
Trading System (ATS) have enhanced the efficiency in stock trading and madethe market
moreinvestor friendly dueto honesty and transparency in-builtinthe system.

Empirically, many worksare being carried out on thisarea. Among them are:
Rousseau and Watchel (2005) who examine the finance- growth hypothesiswith data
ranging from 1960 to 2003 and reveal ed that the rel ati onshi p disappeared over the period
of 1985-89 for the coefficient of M3 asapercentage of GDP and during 1990-1994 for
the coefficient on private sector credit. It wasat thistimethat numerousdevel oping states,
especidly inLatinAmerica, went through rgpid financid liberdization and openingtoworld
economic market. Their findingssuggest that in theabsence of stablefinancia ingtitutions,
financid liberdization may be counter productive. Liange (2007) examinesbanking sector
development and growthin Chinawith referenceto qudity of legd ingtitutions, employing
apand dataset covering 29 provincesover the period of 1990-2001 and concluded that
without an effectiveand well-devel oped legal system, banking sector development only
partialy contributed to China seconomic growth. Also, Ahmed and Malik (2009) intheir
study examined the rel ationship between thefinancia sector and growth, using apanel
datafor 35 devel oping countries over the period 1970-2003 and conclude that financial
development affectsper capitamainly throughitsrolein efficient resources.

Empirical studieson Nigerian finance-growth dynamicsare not only scanty in
number but restricted in scopein termsof the measure of financia development. Ndebbio
(2004), using an ordinary least square regression framework, findsthat financial sector
development weakly affect per capitagrowth of output. Heattributestheresult to shallow
finance and the absence of well functioning capital markets. Similarly, Nnanna (2004)
using ordinary least square regression technique, found that financia sector devel opment
did not Sgnificantly affect per cgpitagrowth of output. Inthesamevein, Nzottaand Okereke
(2009), inther study using two stages|east andytical framework for aperiod starting from
1986t0 2007, observethat financia degpening did not support economic growthinNigera
However, Olofinand Afangideh (2009) intheir study of financial structureand economic
growthinNigeria, using three stages|east square estimati on technique on adataspanning
1970to 2005, discover that adevel oped financial system aleviates growth financing
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congraintsby increasing bank credit and investment activitieswith resultant risein output.
Thisshowsthat developed financia systemindirectly affectsgrowth through investment.
In addition to the existing literature on finance and economic growth, thisstudy setsto
investigate the path of finance-growth nexusinNigeria

METHOD

Intheempirical study, annual time seriesdatawhich coversaperiod of 22 years, that is
from 1991-2012 were used and were gathered from the Central Bank of Nigeria(CBN)
statistical Bulletins. The study a so used four variablesnamely: grossdomestic product,
credit to private sector, investment rate and prime lending rate. After selection of the
above variableswe can describe the economic growth function of Nigeriaasfollows:
GDP = f (CPS INV, PLR)
Where GDPisthegrossdomestic product, f representsthefunction of CPS, INV, PLR
respectively, credit to private sector, investmentsrate and primelending rate.
After specifying thetrade baancefunctioninlinear formwith anaddition of error form, the
model wasspecifiedinalinear estimation as,
GDP=a+a, CPS+ 4,INV+ & PLR+ ¢
Where GDPisthe Real GDPfor the sampleperiod, CPSrepresentsthe Credit allocation
to private sector. INV represent | nvestmentsrate, PL R represent Primelending rate, &
representstheerror term; & and arepresent the dopeand coefficient of regression. The
coefficient of regresson a,, &, and &, indicate how aunit changeintheindependent variable,
(credit to private sector, investmentsrate and prime lending rate) aff ectsthe dependent
variable (Gross Domestic Product). Theerror disincorporated in the equation to cater for
other factorsthat may influence GDP.

RESULTSAND DISCUSSION

The understated variables bel ow include Gross Domestic Product, Credit to the Private
Sector, Investment and Prime L ending Rate and the variables used coversthe period
1991-2012. In order to estimate the rel ationship between financial sector reform and
economic growth in Nigeria, thefirst task isto test the presence of unit root. Thisis
necessary inorder to ensurethat the parametersare estimated using stationary time series
data. Thus, thisstudy seeksto avert the occurrence of spuriousresults. To dothis, both
the Augmented Dickey -Fuller (ADF) and Phillips-Perron testsare used. The essence of
theADF test isthe null hypothesisof non stationarity. Torgject this, theADF statistics
must be more negative than the critical valuesand significant. On the other hand, the
Phillips-Perrontest differsbecauseitisarobust test for serid correlation and time dependent
heteroskedadticities. Table 1 showstheresults of Augmented Dickey Fuller (ADF) test
and Philip Perron unit root test statisticsfor thelevels. The test was carried out with
intercept and, withintercept and trend in order to ensurethat our empirical estimationsare
not spurious. Anayzing the stationary in the dataat level consequently checking Sationary
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at firgt difference. Theresultindicatesthat al variablesare sationary at first difference. All
thevariablesare checked at thelag length of one. All thegiven variablesareintegrated at
order one. On thetable 2, GDP is a dependent variable and CPS. INV and PLR are
independent variables. Table 2 gives usthe value of R sguare, which represents the
correl ation between the observed valuesand predi cted val ues of the dependent variable.
R-Squareiscdled the coefficient of determination and it given the adequacy of themode.
If thevalue of R-Squareis0.780 that meanstheindependent variablein themodel can
predict 78% of thevariancein dependent variable. The P-valueisgiven by 0.000whichis
lessthat 0.05, which showsthe significance of our model. Thevalues of Durbin-Watson
statisticsfor dependent variablesin our caseisvery near to 2.00, thisindicatesthat there
isno autocorrel ation existing in our study and theregression model sassumethat theerror
deviationsareuncorrelated.

The Betavalue showstherel ationship between thevariablesinthemode, if the
valueof coefficient ispositive, it meansthat independent variableshave positiverelation
with dependent variablei.e. increasein dependent variableiscaused by increaseindependent
variableand if thevalue of coefficient isnegativethan independent variablesare having
negative relation with the dependent i.e. decreasein dependent variableis caused by
increasein dependent variable. Thevalue of coefficientsbetaand constant areused to
construct theregression model, themodel isshown below:

GDP = 0.892 + 0.621 (CPS) + 0.552 (INV) + 1.105 (PLR)
Betacoefficient showsthetendency of anindependent variableto respond against dependent
variables. Thereforegreater vaue of betaindicatesthelarger impact on dependent variable
andviceverse. Credit to private sector (0.621), Investments (0.552) and Primelending
rate(1.105) dl arehaving positive and significant impact on the economy becausethe p-
valueislessthan 0.05, that meansif GDP, CPS, INV, and PLR areincreasing thenthe
GDPwill dsoincrease. Ontable 2 column labe P-value showsthat all variablesP-values
are<0.05; i.e. Credit to private sector (CPS) has(0.056), Investments(INV) has(0.010),
Primelending rate (PLR) has(0.046) thereforeall variablesaresignificant. VIFisthetest
of multicollinearity among thevariables (Excessively high correl ation among theindependent
variables). Therule of thumb describethat VIF>10.0indicatesmulticollinearity problem
among the variables, sincethetable 2 showsthat no variable have VIF value>10.0 so
thereforemulticollinearity doesnot existinthismodd.

Durbin-Watson test isused to test autocorrel ation among the data(error term).
In Durbin-Watson test, null hypothesi sindicate that autocorrel ation doesnot exist an error
term and alternative hypothesis depictsthat autocorrel ation exist an error term. Since
regresson moded hasassumption of uncorrel ated error term thereforeit must befulfilled to
runregression analysis. Table 2 indicatesvalue of Durbin Watson as 1.841 which shows
that autocorrel ation doesnot exist in error term. Regression model overall significanceas
identified by F-value. Itisactudly theexplained variance (mean error). Ontable 2, F-stat
showsthevalue of 5.455 and itsprobability at 0.001415.

International Journal of Economic Development Research and Investment, Vol. 6, No. 1, April 2015 60
ISSN: 2141-2731



Table1: Stationary Test Results

Variables Augmented Dickey Fuller test Phillip Perron test

Level 1% Difference Leve 1% Difference
Inter. Trend & Inter. Trend & Inter. Trend & Inter. Trend &

Inter. Inter. Inter. Inter.
GDP 172 -11.20  -500 571 13 087 233 42
CPS 101 -1341 307 -364 163 -1.22 -4.01 -532
INV -188 933 41 -523 -144 271 -331 -5.02
AR 313 -843 431 -4.01 215 082 441 -4.62

Source: Authors Computation

Table 2: Ordinary Least Squares (OL S) Results

Variable Coefficient T-Satistic Probability VIF
CPS 0.621 1831 0.056 7423
INV 0552 4105 0.010 5320
AR 1105 5321 0.046 8201
C 0.892 8720 0.000

R-squared 0.780

Adj. R-squared 1841
DW Stat. 5.455 (0.001415)
Source: Authors Computation

APPENDI X

Financial Sector selected Perfor manceindicators 1991 —2012

YEARS GDP(N’ Million) CPS(N' Million)  INV(N’ Million) PLR%
1991 545,672.41 45.3 7,453.5 20.8
1992 875,342.52 80 6,767 31.2
1993 1,089,679.72 95.5 31,192 36.1
1994 1,399,703.22 151 40,444 21
1995 2,907,358.18 211.4 22,695 20.8
1996 4,032,300.34 260.6 49,751 20.9
1997 4,189,249.77 319.5 42,861.5 23.32
1998 3,989,450.28 372.6 52,993.8 21.3
1999 4,679,212.05 455.2 193,412.9 27.2
2000 6,413,574.84 596 285,294.4 21.6
2001 6,895,198.33 855 192,731.8 21.3
2002 7,795,758.35 955.8 35,601 30.2
2003 9,913,518.19 1,202 434,299 22.9
2004 11,41,1066.91 1,534.4 677,957.4 20.8
2005 14,610,881.45 2,007.4 379,75..5 17.8
2006 18,564,594.73 2,650.8 610,389.3 17.3
2007 20,658,317.67 5,056.7 778,128.2 16.4
2008 24,296,329.29 8,059.5 754,321 15.3
2009 24,794,238.66 10,219 842,002 19.6
2010 33,984,754.13 39,830.3 909,471 15.7
2011 37,409,860.61 14,183.6 1,045,682 16.3
2012 40,544,099.94 15,151.8 1,864,790 24.7

Source: CBN Statistical Bulletin & Annual Reports (2012)

CONCLUSIONAND RECOMMENDATIONS

Thisstudy investigatesthe contributions of banking sector in economic growth of Nigeria.
Thedataused inthisstudy were collected from the period of 1991 to 2012. Augmented
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Dickey Fuller (ADF) and Phillip Perron unit root test, ordinary least square. Unit root test
confirmsthe stationary of al variablesat first difference. Regression resultsindicate that
credit to private sector, primelending rate have significant positiveimpact on economic
growth of Nigeria Based onthefindings, it isrecommended that:

[ Thereform policy thrust should be geared toward proper reserves management

i There should be efficient stock market operation to enable banksput their capital
and asset baseto full utilization.

i Thepolicy makersshould make policiesto enhancethefinancial sectorinNigeria

Y There should beabody that supervisesthe reform and ensure asuccessful follow
up of such growth and development.

% There should beamodality of ensuring of macroeconomic stabilization, asthe

activitiesinall other sectorsaffect thisor isaffected by it.
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