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IMPACT OF FINANCIAL DEVELOPMENT
ON INCLUSIVE GROWTH IN NIGERIA

This study examined the impact of financial development on inclusive growth in Nigeria using a time
series data obtained from secondary sources between 1999 and 2019. Financial development was mea-
sured using broad money supply and domestic credit to private sector, while inclusive growth was mea-
sured from income perspective using per capita GDP and from expenditure perspective using household
consumption expenditure. The data were mainly obtained from World Development Indicators data base
for various years. The data were analysed using Autoregressive Distributed Lag Bound test approach. The
results of the ARDL revealed that financial development proxy with broad money supply exert significant
positive impact on per capita income and household consumption expenditure in both short and long run.
On the contrary, domestic credit to private sector has significant negative impact on per capita income in
short and long run while the impact on household consumption expenditure was not significant in both
short and long run. The study therefore recommends that the government can use broad money supply as
one of the financial development instruments to promote inclusive growth in Nigeria. in addition, attention
should be paid to the allocation of funds to private sector and the efficiency of such fund in order to reverse
unproductive impact of fund allocated to private sector on inclusive growth in Nigeria.

Key words: inclusive growth, financial development, trade openness, broad money supply.

5.O. Kazum

OcyH MemAekeTTiK yHuBepcuTeTi, Hurepus, Ocor6o K.
e-mail: oyerokazeem60@gmail.com

KapXbIAbIK, AAQMYAbIH,
HurepusiaaFbl MHKAIO3UBTI ecyre acepi

byA 3eptTeyae 1999 soeHe 2019 XblAAAP apaAblFbIHAAFbI €KiHLLII K&3AEPAEH aAblHFAH YaKbITTbIK,
KaTapAapAbl MarAaAaHa OTbIPbIN, KAPXbIAbIK, AAMYAbIH Hurepusaarbl MHKAIO3MBTI ecyre acepi
3epTTenAi. KapKbiAblK AaMy aklia Maccacbl MEeH XeKe CEeKTOpFa ilKi Hecue Gepy apKblAbl OALLEHAI,
aA MHKAIO3MBTI ©CiM aH 6acbiHa wakkaHAarbl XKIO-Hi naaasaHaTbiH TabbIC TYPFbICbIHAH XOHe Y
LLAPYaLLbIAbIFbIHBIH, TYTbIHY LUbIFbICTAPbIH MaiAaAaHa OTbIPbIN, WbIFbICTAP TYPFbICbIHAH BALLEHAI. Ae-
peKTep Heri3iHeH apTYPAI XKbIAAAPAAFbI AYHMEXY3iAIK 6aHK AepekTep 6a3acbiHaH aAblHAbL. AepekTep
YAECTIPIAreH Aar aBTOperpeccust CbiHafbl apKblAbl TaapsaHAbl. ARDL HeTuxeAepi aklua MaccacbiHbIH
KAPXKbIABIK, AAMY KOPCETKIWITePi >kaH 6acbiHa WAKKAHAAFbI TabbIC MeH Yil WapyallbIAbIFbIHbIH, TYThbIHY
WbIFbIHA@PbIHA KbICKA MEP3iMAi >KeHe y3ak, Mep3iMAi NepcrnekTMBaAa alTapAbIKTal OH acep eTeTiHiH
KepceTTi. KepiciHlue, >xeke CekTopFa illKi HecMe KbICKa Mep3iMAI >XaHe y3ak, Mep3iMAi nepcrnekTrBa-
A xXaH 6acblHA WAKKAHAAFbI TabbICKA ANTAPABIKTAN Tepic acep eTeAl, aA Yi WapyallblAbIKTapbIHbIH,
TYTbIHY LWbIFbIHAAPbIHA BCEPI KbICKA XXOHE Yy3aK, Mep3iMAI NepcrekTMBaAa amTapAblKTal GOAFAH XKOK.
COHAbIKTaH, 3epTTey yKiMeTke Hurepmgaaarbl MHKAIO3MBTI ©CYyre XXOpAEMAECY YLUIH KApPXbIAbIK, AaMy
KYPaAAQpbIHbIH Gipi peTiHAe KeH aykKbIMAbl aKllaHbl rnaraasaHyra kenec 6epeai. CoHbiIMeH Karap,
JKEKe CekTopra OOAIHreH KapakaTTblH Hurepmsaarbl MHKAIO3MBTI ©CIMre eHIMCi3 8CepiH >KOl0 YILiH
XKeKke cekTopfa KapaxkaT 6eAyre xxaHe MyHAAN KOPAbIH TUIMAIAIriHE Ha3ap ayAapy Kepek.

Ty#iiH ce3aep: MHKAIO3MBTI 6CYy, Kap>KbIAbIK, AAMY, CayAaHbIH, allbIKTbIFbl, KEH aklla Maccachbl.
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BAusiHne cpMHAHCOBOro pa3BUTHSI HA MHKAIO3UBHbII POCT
B Hurepumu

B 3TOM 1MccaeaoBaHMM MN3y4aAOCb BAUSHNE qDI/IHaHCOBOI'O Pa3BUTHUA Ha MHKAIO3MBHbIN POCT B Hure-

pPUn C NCNMOAb30BaHMEM BPEMEHHDBIX PAAOB, NMOAYYEHHbIX M3 BTOPUYHbLIX MCTOYHMKOB B MNMEPUOA C 1999
no 2019 roa. DuHaHcoBoe pa3BnTre n3mMepaAoCb C MCNOAb30OBaHNEM LLlVIpOKOVI AEHEeXXHOM MaccCbl 1
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BHYTPEHHEro KpeAuTa YaCTHOMY CEKTOPY, a MHKAKO3UBHbBINA POCT M3MEPIACS C TOUKM 3PEHUS AOXOAOB
C ncrnoab3oBaHmem BBIT Ha Ayluy HaceAeHMSt 1 C TOUKM 3PEHMst PACXOAOB C MCMOAb30BaHMEM NMOTPeOU-
TEAbCKMX PACXOAOB AOMOXO3SIMCTB. AaHHble B OCHOBHOM ObIAM MOAYYEHbI M3 6a3bl AQHHbIX BcemmnpHo-
ro 6aHka 3a pasHble roAbl. AaHHble ObIAM MPOAHAAM3MPOBaHbI C UCMOAb30BaHMEM aBTOPErPECCUOHHOTO
TecTa C pacrnpeaseAeHHbIM AaromM. Pesyabtatbl ARDL nokasaam, 4to nokasateAm pMHaAHCOBOro pa3Bu-
TUS C LUMPOKOWM AEHEXKHOM MACCOM OKa3blBalOT 3HAYUTEAbHOE MOAOXKMUTEAbHOE BAMIHME Ha AOXOA Ha
AYLLY HAaCEAEHUS U MOTPEBUTEAbCKME PACXOAbI AOMOXO3SIMCTB Kak B KPATKOCPOUHOM, TakK M B AOATO-
CpOYHOM nepcrnekTmBe. HanpoTuB, BHYyTPEHHUI KPEAUT YAaCTHOMY CEKTOPY OKa3bIBaeT CYLLECTBEHHOEe
HeraTMBHOE BAMSIHME Ha AOXOA HA AYLLY HaCeAeHMS B KPAaTKOCPOUHOM M AOATOCPOYHONM MepPCrneKkTmBe,
B TO BpeMsi Kak BAMSIHME HA MOTPEOUTEAbCKME PACXOAbI AOMOXO3SMCTE He BbIAO 3HAYMTEAbHbIM Kak
B KPATKOCPOYHOM, TaK U B AOATOCPOYHOM nepcrnekTuBe. [103TOMy B MCCAEAOBAHUM PEKOMEHAYETCH,
4YTOObI MPABUTEALCTBO MOIAO MCMOAb30BaTb LWIMPOKYIO AEHEXHYIO MAaCCy B KaueCTBe OAHOMO M3 MH-
CTPYMEHTOB (PMHAHCOBOrO PasBUTUS AAS COAENCTBUS MHKAKO3MBHOMY pocTy B Hurepmmn. Kpome Toro,
CAEAYET YAEAUTb BHMMAHUE BbIAEAEHUIO CPEACTB YaCTHOMY CEKTOPY M 3P(PeKTUBHOCTM TAaKOro ooH-
AQ, 4TOObI 06PaTHTL BCMSTh HEMPOAYKTMBHOE BO3AENCTBUE CPEACTB, BbIAGAEHHbIX YaCTHOMY CEKTOPY,

Ha MHKAIO3MBHbIM pocT B Hurepumu.

KAroueBble CAOBa: MHKAKO3UBHBIA POCT, (DUHAHCOBOE pasBUTHE, TOProBasi OTKPbITOCTb, LUMPOKast

A€eHe>XHad Macca.

Introduction

Attainment of inclusive growth has continued
to be a top priority of most developing countries.
Hence, it continues to attract attention in public
discussions, theoretical and empirical literature.
The attention it has received is based on the un-
derstanding that inclusive growth can mitigate the
socio-economic challenges of a country (Adediran
et al., 2017). A growth is described as inclusive if
it does not only benefit the poor but also offer them
the opportunity to participate in growth process.
Apart from creating new economic opportunities
for the majority of the population, it also ensures
equity in access to such economic opportunities.
Nigeria like many other African countries has been
witnessing increasing level of inequality amidst
relatively high level of economic growth in recent
times.

Contrary to body of growth studies who sug-
gest trickling down effect of economic growth, re-
cent growth successes recorded in Nigeria have not
been matched with commensurate drop in poverty
rate, level of unemployment and overall improve-
ment in standard of living as majority of the citizens
still live in abject poverty. Recent reports from the
World Bank put Nigeria as the world poverty capital
from 2018 while Recent release by the national bu-
reau of statistics stated that Nigeria unemployment
rate jump from about 27 percent from 2019 to about
30 percent in 2021 (NBS, 2021).

Also, in terms of GDP per capital, available
statistics show that Nigeria has relatively low per
capital GDP as its per capita GDP of $2033 is low-
er compared to countries in the continent such as
Kenya, Egypt and South Africa who respectively
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have per capita GDP of $2201, $2573 and $6354
despite that Nigeria is the biggest economy in Africa
in terms of GDP. The situation Nigeria find itself
may not be unconnected with the fact the growth
in Nigeria is not inclusive (Greenwald & Stiglitz,
2013). Hence, a major concern for Nigerian govern-
ment and other stakeholders in recent time is to find
the factors that shape inclusive growth in Nigeria.
This is based on the belief that inclusive growth
would exert more trickling down effect on the coun-
tries poor. A section of theoretical literature posits
that financial development is a catalyst for inclusive
growth. Leading the pack is Schumpeter (1934) who
submitted that development of financial system is
essential for jumpstarting growth and development
process. Goldsmith (1969) also built on the earlier
contribution to postulate a key role of financial de-
velopment on economic growth. It is argued that fi-
nancial development enhances the optimum capital
allocation in any economy. It also lessens the costs
of effectively executing transactions and makes im-
plementation of transaction more effective (Guru &
Yadav, 2018).

In addition, by expanding financial access, fi-
nancial development facilitates dynamic efficiency
in the system induced structural changes to the
whole economy through innovation and inclusive
welfare gain (Ntow-Gyamfi et al., 2019). One of
the attributes of a sound financial system is the abil-
ity to channelize the savings of the entire economy
into profitable investment (Stiglitz & Weis, 1983;
Diamond, 1984). Das and Guha-Khasnobis (2008)
further argued that credit allocated through efficient
financial system works as a channel between real
and financial sectors which can be used by market
participants as working capital and investment in



Impact of financial development on inclusive growth in Nigeria

fixed capital which respectively raise production
and enhances real sector productivity.

However, there has been opposing theoretical
argument which rejects the proposition that financial
development promotes growth. Robinson (1952) for
instance asserted that the role played by finance on
economic growth is at best a weak one, while Wijn-
berg (1983) and Buffie (1984) argued that financial
development prompted the shift of borrowers from
informal sector to formal sectors which reduces
the total supply of credit. The reduction in the total
credit would then eventually stifle economic growth
and welfare gains of the concerned economy. In his
contribution to the theoretical debates, Lucas (1988)
also submitted that financial development plays a
very weak role in economic development process.
More recently, Shan (2005) put forward an argu-
ment that the 1997 Asian crisis which caused by the
inability of the financial markets to allocate large
inflow of funds to profitable ventures casts doubt on
the ability of financial development to drive growth.

There have been several empirical studies on the
link between financial development and economic
growth in different socio-geographical settings us-
ing varying techniques. These empirical studies
have produced various views on the relationship be-
tween financial development and economic growth.
Some of the studies reported that financial develop-
ment spur growth (Beck et al., 2011; Cecchetti &
Kharroubi, 2012; Law & Singh, 2014), some other
reported results contrary to the first strand as they
submitted that financial development cannot be as-
sociated with growth (Menyah et al., 2014).

In recent times, few studies have expanded the
earlier development by examining the nexus be-
tween financial development and inclusive growth.
Some of the studies found evidence in support of
the positive and significant impact of financial de-
velopment on inclusive growth (Dhrifi, 2013; Im-
ran & Khalil, 2012; Uddi et al., 2014), others fail
to establish significant link (Law & Singh, 2014).
Within Nigeria context, there have been few at-
tempts directed at examining the link between fi-
nancial development and inclusive growth where
they measure inclusive growth using majorly, GDP
per capital and poverty level. One of such is docu-
mented by Adediran et al. (2017) who used time se-
ries data between 1970 and 2015 to analyse the link
between financial development measured by broad
money supply and domestic credit to private sector,
and inclusive growth measured by real per capital
GDP. Ayinde and Yinusa (2016) also studied the
nexus between financial development and inclusive
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growth between 1980 and 2013 where financial de-
velopment was proxy with broad money supply and
inclusive growth was proxy with GDP per capital.

These studies used data that cover both military
and democratic period which are characterized with
different institutional arrangement without account-
ing for the dynamic in their study. Whereas, stud-
ies have shown that institutional arrangement may
affect the link between financial development and
inclusive growth (ITheanacho, 2016). Hence, this
study avoids this imbroglio by focusing on the Ni-
geria 4th republic characterized with about 21 years
uninterrupted democratic government. This is to our
knowledge is the first study of this nature.

In addition, this study improves on previous
empirical work by including another important di-
mension of inclusive growth, household consump-
tion expenditure since it is a dimension of poverty
in a society (Bruck & Kebede, 2013). In line with
the gaps identified above, the main objective of this
study is to examine the short and long run impact
of financial development on inclusive growth in the
current democratic dispensation popularly referred
to as 4th republic which covers the period ranging
from 1999 to 2019.

Objectives of the Study

The main objective of the study is to examine
the impact of financial development on inclusive
growth in Nigeria.

The specific objectives of the study are to:

— Investigate the impact of broad money supply
on per capita GDP in Nigeria.

— Evaluate the effect of domestic credit to pri-
vate sector on per capita GDP in Nigeria.

— Analyse the influence of broad money supply
on household consumption expenditure in Nigeria.

— Examine the influence of domestic credit to
private sector on per capital GDP.

Literature Review

Conceptual Review

Inclusive Growth

Inclusive growth as a concept constitutes a
type of growth process and outcomes in which
all sections of the society including the rich and
poor have contributed and that which from every-
one equitably benefited thereby facilitating reduc-
tion in income inequality (Prasanna, 2016). Unlike
economic growth, inclusive growth does not only
concern with aggregate income growth but also
the distribution of the income among the citizens.
Thus, while economic growth is usually measured
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in terms of GDP, inclusive growth is measured in
terms of GDP per capita.

Financial Development

Financial development enhances the ability of
surplus units to provide capita for the deficit spend-
ing units within an economy space. Thus, financial
development constitutes any form of actions that
facilitates the financial sector effectiveness and ef-
ficiency.

Theoretical Review

This study is anchored in finance-growth theory.
The earlier contributors to the theory were Schum-
peter (1934) and Goldsmith (1969) who posited
that financial development is crucial for economic
growth and development. Schumpeter in his early
contribution submitted that higher income inequal-
ity and wealth concentration are characteristic fea-
tures that cannot be wished away in the early stages
of economic development, hence development can
be enhanced through extensive system of finance
that is capable of mobilizing savings and channel
the generated funds to promote various economic
activities. Thus, they argue that financial develop-
ment characterized with higher access to finance is
essential factor that can fast track growth and im-
prove welfare gain in any society

According to the hypothesis, development in fi-
nancial sector will amplify competition, induce in-
crease in savings by raising interest rates. The raise
in savings increases the supply of loanable funds
which promotes investment and consequently facili-
tates economic growth and overall economic well-
being. Bittencourt (2012) tested finance-growth pre-
diction and it was found that financial development
through more access to finance empowers entrepre-
neurs to invest more in productive ventures which
lead to economic growth and improved well-being.

Empirical Review

Using panel data collected from 77 countries

across the world for 30 years period covering 1960
to 1989, King and Levine (1993) reported significant
positive impact of financial development on growth
in real per capita GDP, real per capita stock and pro-
ductivity. Similarly, Leitao (2010) found in a study
based on panel data of 27 European countries and
five BRICS countries between 1980 and 2006 that
financial development exerts significant positive ef-
fect on economic growth. A study by Adusei (2013)
using panel data for 24 selected African countries
covering the period 1981 and 2010 which were
analysed using system GMM revealed significant
positive relationship between financial development
and economic growth. Several other studies outside
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Nigeria have reported significant positive impact of
financial development on economic growth (Saci et
al., 2009).

Adediran et al. (2017) studied the impact of fi-
nancial development on inclusive growth in Nigeria
using time series data collected from 1970 to 2015.
The data were analysed using ARDL bound testing
approach. The study proxy inclusive growth with
real per capita GDP while financial development
was measured using domestic credit to private sec-
tor as percentage of GDP and broad money supply
as percentage of GDP. The results of their study
revealed that financial development has significant
positive impact on inclusive growth measured by
real per capita GDP in the long run, but the impact
was negative and significant in the short run. The
study however suffers from analytical defect as the
results were obtained without controlling for impor-
tant macroeconomic variables.

In a study to investigate the impact of financial
development on poverty reduction, Dhrifi (2013)
used data from 89 developed and developing coun-
tries which were analysed using 3 stage least squares.
The results of the study indicate that financial devel-
opment had significant positive impact on poverty
reduction through insurance service, savings and
access to credit. Ntow-Gyamfi (2019) studied the
impact of financial development measured by do-
mestic credit to private sector and domestic credit
provided by financial sector using sample of 48 Af-
rican countries over a 27-year period. The results of
the study show that domestic credit to private sector
has significant negative impact on inclusive growth.

Further analysis of the study however revealed
that the impact of financial development is made
positive by good institutional framework. Thenacho
(2016) examined the influence of financial develop-
ment on economic growth in Nigeria using ARDL
approach to cointegration. The study was based on
time series data collected from 1981 to 2011. The
results of the study revealed that financial develop-
ment has significant negative impact on economic
growth in the short run and insignificant negative
impact on economic growth in the long run. He at-
tributed the results to the oil-dependent nature of
Nigerian economy. The study measured economic
growth using GDP per capita while financial devel-
opment was measured with domestic credit to pri-
vate sectors (% GDP), liquidity liabilities (% GDP),
deposit money bank assets (% GDP) and bank de-
posits (% GDP).

The reviewed literature above has provided evi-
dence that the debate on the nexus between financial
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development and economic growth is not over yet
as the empirical results have yet to produce a robust
consensus on the roles play by financial develop-
ment in triggering growth and economic develop-
ment. While some argue that financial development
spurs growth, others argue that institutional frame-
work matters for the link between financial develop-
ment and growth (Ntow-Gyamfi et al., 2019). The
very few literature focusing on Nigeria cover the pe-
riod consisting of both military and democratic era
each of which is characterized with different institu-
tional setting which could have affected the outcome
of their studies. This study overcomes the barrier by
focusing on the Nigerian current democratic dis-
pensation (dubbed the 4th republic) which began in
1999. In addition, the existing literature mostly mea-
sure inclusive growth from income side, this study
expands the literature by also measuring inclusive
growth from expenditure side using household con-
sumption expenditure.

Methodology

This study employed secondary data to achieve
the objectives of the study. The secondary data con-
sist of annual time series data collected over the
period of 21 years from 1999 to 2019. The period
corresponds to Nigeria 4th republic under which
Nigeria has enjoyed uninterrupted democracy. The
data required for the study are those related to the
country per capita income, gross fixed capital for-
mation, broad money supply, domestic credit to
private sector, household consumption expenditure,
trade openness and urbanization.

These data were obtained primarily from the
World Development Indicators data base for the
year 2019. Regarding the method of analysis, the
data collected were analysed using both descrip-
tive statistics tool of means, standard deviation and
range, and inferential statistics tool of Autoregres-
sive Distributed Lag Model (ARDL) bound test ap-

Table 1 — Definition of Variables and Sources of data

proach to co-integration. The use of ARDL ECM
is informed by the dynamic nature of the model as
shown in the theoretical model as well as the results
of the various diagnostic tests especially, unit root
and co integration tests. The method is also suitable
for decomposing the effect of financial development
on inclusive growth into short and long run compo-
nents.

The study used Augmented Dickey Fuller
(ADF) test for unit root to test for the stationarity
or otherwise of the series while the long run rela-
tionship among the variables were examined using
Bound test for co integration. The use of Bound test
for co integration is informed by the results of the
unit root test which reveal that the series are com-
bination of I(O) and I(1). Based on the outcome of
the bound test, the study used Bound test ARDL to
estimate the short and long run impact of financial
development on inclusive growth in Nigeria.

Model Specification

Accordingly, the model for this study is stated
as follows:

INCG = (FIND, X) (1)

where: INCG = inclusive growth

FIND = Financial development made up of
broad money supply and domestic credit to private
sector

X = vector of control variables including gross
fixed capital formation, trade openness and urban-
ization. Then

INGC = (GFCF, BMS, DCPS, TOP, URB) (2)

The equation expresses inclusive growth as a
function of gross fixed capital formation, broad
money supply, domestic credit to private sector and
urbanization where f is the functional relationship
linking inclusive growth with the independent vari-
ables of the study.

Variables Nature of Variables Proxy Measurement
GDP as a proportion of the total
Inclusive Growth) | Dependent Variable GDP per capita (GDPPC) population. Sourced from the World
Bank Development Indicator
Household Consumption Expenditure Source from WDI data base (1999
(CONS) -2019)

Financial Independent Broad Money Supply (BMS) Broad Money supply in Naira

Development variable Y SUpply Y Supply
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Table continuation

. . Control Variable
capital formation

Variables Nature of Variables Proxy Measurement
Domestic credit to Private sector Domestic credit to private sector as
(DCPS) percentage of GDP
. . Ratio of urban population to total
. . Percentage of the population leaving in . .
Urbanization Control variable urban area (URB) population expressed in percentage.
World Development Indicator, 2019
Gross fixed World Development Indicator (WDI),

Gross Fixed Capital Formation (GFCF)

2019

Trade openness Control Variable

The extent to which an economy is
opened to the rest of the world (TOP)

The sum of total export and import
expressed as percentage of GDP. Source
from WDI 2019

Note — compiled by author

Results and Discussion

The Impact of Financial Development on Per
Capita GDP

The results obtained on the impact of financial
development and other control variables on per
capita GDP are presented in Table 2. The results
represent the short run impact of financial develop-
ment and other control variables on per capita GDP
in Nigeria.

From the results, the estimated coefficient of
-0.02831 with its corresponding p value of 0.0015
indicates that domestic credit to private sector has
significant negative impact on per capita GDP in the
short run. In line with the results, an increase in the
domestic credit to private sector by 1 percent, result
to reduction in per capita income by 0.02 percent
in the short run. The estimated impact of domestic
credit to private sector in the long run with an esti-
mated coefficient and p value of -0.062 and 0.0067
shows that domestic credit to private sector has sig-
nificant negative impact on per capita GDP in the
long run. An increase in credit to private sector as
percentage of GDP by 1 percent reduces per capita
income by 0.062 percent. Thus, the results of the
ARDL ECM show that domestic credit to private
sector has significant negative impact on per capita
income in both short and long run. The estimated
coefficient 0.204 and corresponding p value of 0.040
in Table 5 indicate that brood money supply has sig-
nificant positive impact on per capita GDP in the
short run. An increase in the broad money supply by
1 percent is associated with an increase in per capita
income by 0.204 percent in the short run. Similarly,
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the estimated coefficient of 0.908 and corresponding
p value of 0.006 in Table 3 revealed that broad mon-
ey supply has significant positive impact on GDP per
capita in the long run. According to the results, an
increase in broad money supply by 1 percent would
increase per capita income by 0.9 percent in the long
run. Thus, the results in Tables 2 and 3 revealed that
broad money supply has significant positive impact
on per capita GDP in both short and long run.

The long run results in Table 3, an estimated
coefficient Of 0.734 and corresponding p value of
0.0012 show that gross fixed capital formation has
significant positive impact on per capita income
implying that increase in gross fixed capital forma-
tion would increase the per capita income in the
long run. Therefore, the results of the study pro-
vide evidence that gross fixed capital formation has
significant positive impact on per capita income in
both short and long run. Furthermore, the results in
Table 2 reveal that first lag of trade openness has
significant positive impact on financial development
in the short run given the estimated coefficient and
p value of 0.003 and 0.0312. The long run results
in Table 6 show that trade openness has significant
negative impact on per capita GDP in the long run
given the estimated coefficient and p value of -0.017
and 0.0043. Also, the results show that first lag of
urbanization has significant positive impact on per
capita income given the estimated coefficient of
0.488 and p value of 0.0015. However, the long run
results in Table 3 reveal that urbanization has sig-
nificant negative impact on per capita GDP given
its estimated coefficient and p value of — 0.188 and
0.0070 respectively.
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Table 2 — Estimated Short Run Impact of Financial Development on Per Capita Income

Dependent Variable
LOG(GDPPC)
Selected Model: ARDL (2,2, 1, 1, 2,2)
Co integrating Form
Variable Coefficient Std. Error t-Statistic Prob.
DLOG(GDPPC(-1) -0.319879 0.277972 -1.150757 0.3019
DLOG(GFCF) 0.151386 0.040305 3.756018 0.0132
DLOG(GFCEF(-) -0.148073 10.093152 -1.589590 0.1728
D(DCPS) -0.028314 0.004489 -6.308016 0.0015
DLOG(BMS) 0.204094 0.075363 2.708148 0.0424
D(TOP) -0.003058 0.002409 -1.269511 0.2601
D(TOP(-1) 0.003239 0.001091 2.969123 0.0312
D(URB) 0.075335 0.129047 0.583777 0.5847
D(URB) 0.488219 0.077914 6.266124 0.0015
Con Eq(-1) 0.617051 -0.163107 -3.783098 0.0128
Note — compiled by author
Table 3 — Estimated Long Run Coefficients for Per Capita Income
Variable Coefficient Std. Error t-Statistic Prob.
LOG(GFCF) 0.734076 0.110493 6.643663 0.001
DCPS -0.062063 0.013960 -4.445652 0.0067
LOG(BMS) 0.908159 0.146202 6.211671 0.0016
TOP -0.017281 0.003499 -4.939589 0.0043
URB -0.187732 0.042651 -4.401544 0.007
C -27.438502 3.128494 -8.770514 0.0003
Note — compiled by author

Impact of Financial Development on Household
Consumption Expenditure

The results obtained for the impact of financial
development on household consumption expen-
diture is presented in this section. Table 4 shows
the estimated short run coefficients while Table 5
showed the corresponding long run results. The re-
sults of the short run analysis presented in Table 4
reveal that broad money supply has significant posi-
tive impact on household consumption expenditure
in the short run given its estimated coefficient of
0.082 and corresponding p value of 0.6894. The
estimated coefficient of 0.327 and p value of 0.028
in Table 4.4 for long run results indicate that broad
money supply has significant positive impact on
household consumption expenditure in the long run.
An increase in the broad money supply by 1 percent
in the long is associated with an increase in house-
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hold consumption expenditure by 0.326 percent in
the long run. The results in Table 5 also reveal that
credit to private sector has no significant impact on
household consumption expenditure in the short run.
The estimated coefficient and corresponding p value
of 0.8 in Table 5 show that credit to private sector
has positive but insignificant impact on household
consumption.

For the control variables, the results of the study
show that gross fixed capital formation has negative
and insignificant impact on household consumption
expenditure in the short run given its estimated co-
efficient of -0.148 and p value of 0.315. The esti-
mate respective coefficient and p value of 0.236 and
0.1177 reveal that gross fixed capital formation has
no significant impact on household consumption in
the long run. In addition, the results in Table 4.3 re-
vealed that trade openness has insignificant negative
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impact on household consumption in the short run
while it has significant negative impact on house-
hold consumption in the long run given its estimate
coefficient and corresponding p value of -0.0108
and 0.0670 respectively.

The results of the short run ECM further show
that urbanization has significant positive impact on

Table 4 — Estimate Short Run Impact on Household Consumption

household consumption in the short run with its es-
timated coefficient of 1.099 and p value of 0.0057.
Similarly, the respective estimated coefficient and p
value of 0.072 and 0.0832 in the long run results
presented in Table 4.4 indicate that urbanization has
significant positive impact on household consump-
tion expenditure in the long run.

Co integrating Form
Variable Coefficient Std. Error t-Statistic Prob.
DLOG(CONS(-1) 0.108631 0.113117 0.960337 0.3740
DLOG(GFCF) -0.147536 0.134536 -1.096628 0.3149
DLOG(BMS) 0.082430 0.196469 0.419555 0.6894
D(DCPS) 0.003597 0.008314 0.432656 0.6804
D(DCPS(-1) -0.022847 0.015510 -1.473032 0.1912
D(TOP) -0.008681 0.004770 -1.819983 0.118
D(URB) 1.098729 0.262004 4.193566 0.0057
D(URB(-1) 0.924642 0.379087 2.439127 0.0505
ContEq(-1) -1.191670 0.202029 -5.898497 0.0011
Note — compiled by author
Table 5 — Estimated Long Run Expenditure Impact on Household Consumption
Variable Coefficient Std. Error t-Statistic Prob.
LOG(GFCF) 0.235613 0.129065 1.825538 0.1177
DCPS 0.001887 0.007321 0.257775 0.8052
LOG(BMS) 0.326678 0.113570 2.876455 0.0282
TOP -0.010809 0.004841 -2.232776 0.0670
URB 0.072125 0.034745 2.075863 0.0832
C 10.199716 3.456238 2.951104 0.0256
Note — compiled by author

This result aligns with the expectation of this
study as well as findings in previous empirical
literature that broad money supply positively im-
pact on per capita income in Nigeria (Adediran
et al., 2017; Dhrifi, 2013). This result may not
be unconnected with the fact that increase broad
money supply increases the general public access
to finance which they can use to venture into pro-
ductive activities that can enhance their income
per capita. Similarly, the results show that broad
money supply has positive and insignificant im-
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pact on household consumption in the short run,
but the impact is positive and significant in the
long run. The implication of these results is that
there is consistent evidence that broad money sup-
ply which is a measure of financial development
significantly improve inclusive growth in Nigeria.
This finding agrees with the expectation of this
study as well the report of the previous empirical
studies such as Dhrifi (2013) who reported that
broad money supply significantly reduces poverty
among households.
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Furthermore, the results of the study show that
domestic credit to private sector exert significant
negative impact on per capita GDP in both the
short and long run while the impact on household
consumption was not significant in both the short
and long run. This result is contrary to the expec-
tation. However, the results agree with the finding
of Thaenacho (2016) who found that domestic credit
to private sector has significant negative impact on
inclusive growth in Nigeria and Ntow-Gyamfi et al.
(2019) who reported significant negative impact of
domestic private sector in a sample of 48 African
countries. The finding in this study raises question
on the productivity and efficiency of the domestic
credit given to the private sector in Nigeria.

Conclusion

The study has been able to examine the impact of
financial development on inclusive growth in Nige-
ria focusing on the current democratic dispensation
which started in 1999. The study follows the prac-
tice in empirical studies on financial development
by using domestic credit to private sector and broad
money supply to proxy financial development. The

study extends the literature by measuring inclusive
growth with household consumption expenditure in
addition to per capita GDP.

The major conclusions derive from this study is
that broad money supply impacts positively on in-
clusive growth in Nigeria through its impact on per
capita GDP and household consumption expendi-
ture aligning with the finance-growth led hypoth-
esis in both short and long run. It was also found
in the study that domestic credit to private sector
is negatively associated with inclusive growth in
Nigeria through its impact on per capita GDP and
household consumption expenditure which raised
questions on the efficacy of the money allocated
to the private sector of Nigeria economy as it fails
to trickle down to the people at the bottom of the
income ladder.

In line with the findings, this study recommends
that government can use broad money supply as one
of the financial development instruments to promote
inclusive growth in Nigeria. in addition, attention
should be paid to the allocation of funds to private
sector and the efficiency of such fund in order to re-
verse unproductive impact of fund allocated to pri-
vate sector on inclusive growth in Nigeria.
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