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This paper reviewed the impact of commercial bank lending on Nigeria’s aggregate economic growth for
the period 1970-2011. It also reviewed the impact of commercial bank credit on the growth of Services and
‘Others’ sectors, their sub-sectors of transport/communication and public utilities; government and
personal/professionals respectively for the same period. The paper relied on the official sectoral
classification by the Central Bank of Nigeria and National Bureau of Statistics. Non-oil GDP was adopted as
a measure of both the aggregate and sectoral economic growth. The research work borrowed from the
theoretical underpinning of the role of commercial bank lending in economic growth based on the
combination of the quantity theory of money and aggregate production function. A regression analysis
was undertaken with a model that related the non-oil GDP as dependent variable to commercial bank credit
for current and one year lagged period as the independent variables. The linear regression model showed
that the previous year’s loans and advances to services sector had more positive impact on economic
growth compared with the current year’s loans and advances. The results show that both previous and
current year’s credit to ‘others’ sector had inverse relationship with economic growth. In terms of the sub-
sectors, the previous year’s credit to public utilities and transport/telecommunications sub-sectors showed
positive contributions to economic growth while the impact of that of current year was negative. From the
results therefore, banks need to monitor more closely their lending to these two sectors of the economy
who deal on intangibles. Monetary authorities also need to ensure tight regulations on lending to the
sectors to enable them play their roles of providing ancillary services to the real sectors of the economy
which ordinarily should be the drivers of the economy.
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INTRODUCTION

(Melanie, 2004) alluded to the salutary impact of a well role of financial intermediation, banks move loanable
functioning financial system on the growth and funds from surplus units to deficit units and also support
development of an economy. In performing the important the economy by serving the credit needs of their
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customers and providing a safe place for the cash
balances of individuals (Ebhodagbe, 1990). Commercial
banks the world over, are established to mobilize and
channel financial resources into appropriate areas of
need for economic growth and national development.
(United Nations Report, 1977).

In the Keynesian determination of equilibrium level of
output, it is shown that an increase (decrease) in
investment or expenditure (private or government) give
rise to multiple increase (decrease) in output. The
increase in output is a measure of economic growth.
Thus, Keynes multiplier effect in terms of increases in
investment or expenditure may bring about economic
growth. Viewing this same issue, Kuznets (1974) defined
economic growth of a nation as:

A long-term rise in capacity to supply increasingly
diverse economic goods to its population, this growing
capacity based on advancing technology and the
institutional and ideological adjustments that it demands.

He summarised the features of modern economic
growth in terms of inter-sectoral structural shifts whereby
there will be a shift from agricultural to non-agricultural
activities, a shift from industry to services; a shift away
from small family and personal enterprises to the
impersonal organisation of large-scale national and
transnational productive units.

The controversial issue in economic literature is the link
between the real and financial sectors of the economy.
Following from this is the debate over the relationship
between the financial system and economic growth in
general and between commercial bank lending and
economic growth in particular. This research is intended
to contribute to the limited empirical studies in this area
by ascertaining the causal relationship between
commercial bank lending and economic growth in
Nigeria. It is pertinent therefore to attempt to answer the
following research questions:

(1) What is the impact of commercial banks’ credit
on economic growth in Nigeria?

(2) What is the impact of commercial bank lending
on services and others sectors?

(3) What is the impact of distribution of commercial
banks’ credit to transportation/communication and public
utilities sub-sectors on economic growth in Nigeria?

This study differed from the previous ones in many
respects. Much emphasis has been devoted to the nexus
between aggregate credit and real GDP in the previous
works. This study deviated from this pattern in two ways.
- Emphasis was on non-oil GDP; hence the focus is
on the impact of credit on the growth of the non-oil real
sectors of the Nigerian economy.
- While still measuring the impact of aggregate credit
on the overall economic growth, much emphasis was
placed on the effect of sectoral
- credit on the growth of the various sectors of the
Nigerian economy.

Commercial bank credit has been very popular

amongst Nigerian investors and this is why it is
necessary to examine the impact of commercial bank
credit policies and credit aggregates in Nigeria on
economic growth over the years 1970 - 2011. This time
frame of 42years is considered adequate to statistically
analyse the effects of credit policies and credit
aggregates of Commercial Banks on economic growth of
the Nigerian economy. The year 1970 is chosen as the
base year for this study since it is a landmark for the
take-off of Nigeria’'s modern history of quantitative and
qualitative monetary control. This was initiated by the
Central Bank of Nigeria (CBN) in 1969, when it
introduced new monetary policies meant to control
sectoral distribution of credit.

This paper is subsequently divided into Literature
Review, Methodology, Data Analysis and Interpretation,
Summary of Findings and Recommendations.

Theoretical and Empirical Review

The theoretical development in the study of economic
growth has moved with the times, moving from the
physiocrats analysis of growth by natural law to the
classicalists’ value-theory and then to the neo-classical
marginal analysis. Today, economic growth theories are
caught within the unnatural web of the seventeenth and
nineteenth-century liberal philosophy and the twentieth-
century mathematical techniques. Within this web are two
basic modern approaches to the study of growth.

The first approach is that theory which follows the neo-
classical line of argument. These are referred to as the
neo-classical growth theories. These are exemplified in
general equilibrium theory of Walras (1954), Solow
(1956), and others. In recent times, this approach has
also borrowed from the works of Harrod (1934 a,b, 1939)
and Domar (1947).

The second basic approach to the study of economic
growth is the post-keynesian approach. This derives
primarily from the works of Keynes (1936) and Kalechi
(1939). The works of Harrod (1939), which provide the
initial stimulus for the rebirth of interest in growth theory
and those of Robinson (1956, 1962 and 1971); Kaln
(1959 and 1972) represents Post-Keynesian theories.
The remarkable characteristics of the neo-classical
growth analysis are the dynamic and the long-run nature
of study tools whereas the Post-Keynesian analysis is
devoted to the short-run tools, stationary states and fixed
coefficients.

Neo-Classical Growth Model:The Simple Malleable
Capital Model:

The malleable capital model of the neo-classical as seen
in the works of Solow (1956, 1962 and 1970), Swan
(1956), Sen (1970) and others, assume factor



substitution along a production function in reworking
Harrod’s fundamental relation for growth. Solow’s model
is briefly presented below:

The technological possibilities can be represented by a
standard production function:

Y = f(K,L)w
where
Y = Output: the only one commodity of the system
K = Capital
L = Labour

The Case of Cobb-Douglas Function:
The Cobb-Douglas function can be represented as:
Y =KL e,
Or
Y = KL°
Where Y = Output
K = Capital
b= (1-a)
a and (1-a) are elasticities

Recent Development in Growth Analysis

Recent researches and empirical works in the last two
decades have given rise to some growth analysis, which
is referred to as endogenous growth models. This new
growth theory was developed in the 1980’s as a response
to criticism of the neo-classical growth model.  The
endogenous growth theory holds that policy measures
can have an impact on the long run growth rate of an
economy. The models show that growth is better
generated endogenously as against the neo-classical’s
exposition of exogenously generated growth. The Theory
also tries to overcome the shortcomings of the neo-
classical model by building macro-economic models out
of microeconomic foundations. Of significance are
production of new technologies and human capital.
Growth can be explained through constant return to scale
production function (the AK Model) or some more
complicated set ups with spillover effects, increasing
number of goods, etc.

There is a growing support for the propositions that
financial institutions in general and commercial banks in
particular, contribute significantly to economic growth and
development.

Levine 2009) argues that the critical issue especially in
developing countries is what the financial system does
and what services it provides to the rest of the economy
and not the size of banks, financial institutions or
securities markets in those countries. He posits that the
appropriate policy goal should be to construct laws,
regulations and institutions that create a healthy
environment in which financial institutions compete to
provide the most useful credit, risk and liquidity services
to the real sector of the economy.

Cole (1995) and Ariff andKhalid (2000) have indicated
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that the financial reforms in Malaysia have been relatively
successful and have resulted in economic growth. This is
supported by the findings of Jalilian and Kirkpatrick 2005;
Kunbhakar and Maurotas 2008,Mavrotas and Son (2006)
etc. The estimation results of the various works confirm
that the effect of financial sector development in
developing countries is more persistent and larger than
those in developed countries.

Thoma (2009) agrees that while developing countries
needs small banks and even microfinance to meet basic
financial needs there is far more need for sophisticated
financial products and services to among others
purchase farm equipment through pooling arrangements
and manage seasonality problems.Haber (2004)
expresses the fear that greater financial development
may only succeed in channeling more capital to a select
few. But Greenwood and Jovanoic (1990) had posited
that at early stages of financial development, only a few
relatively wealthy individuals have access to financial
markets and hence higher-return projects with aggregate
economic growth, however, more people can afford to
join the formal financial system with positive ramifications
on economic growth.Fields (2001) argues that much
would be gained by developing credit and finance
markets since an underdeveloped credit market
contributes to continued poverty, higher income inequality
and slower economic growth. Through better access to
credit, the poor are given the opportunity to participate in
more productive endeavours. According to Somoye and
llo (2009) in 2004 Micco and Panizza measured lending
behaviour as the growth rate of loans by banks in some
selected countries. They found that loan growth is indeed
correlated with macroeconomic shocks as measured by
GDP growth.

METHODOLOGY

The production function of the Cobb - Douglas form is
adopted with some modification based on recent
empirical studies.

The adopted Cobb- Douglas function is:

Yo = Ay L% K
(3.1)

Where

Y = output

A, = rate of technical progress.
L= Labour

K= Capital

t= time; and

a and B are elasticities of output with respect to Capital
and Labour.

To linearise equation (3.1),the logarithm is as follows:

L(n) Y(t) = LnA(t) + GLnL(t) + BLnK(t) ................. (32)

Then the relative growth of output becomes:

Y =Ap +aly +BKy
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Where,

Let the relative rates of change of the variables obtained
in equation (3.4 — 3.7) be represented as Y,, A, L;, and K,
and then substituted into equation (3.2) to obtain:

Y, = Ar+aly + BKrei (3.8)
Equation (3.8) can be written as:

Y, = A+al, +BKi+€ i (3.9)
A,a,B,>0

Where

Y: = relative rate of growth of output

A = rate of technical progress

a elasticity of output with respect to labour
B = elasticity of output with respect to capital
L, = relative growth rate of labour

K = relative growth rate of capital

e = error term

Although the conditions of constant returns to scale (if a
+ B = 1) was assumed in equation (3.1) and hence holds
for equation (3.8), we further assume that increasing
returns to scale (if a + B > 1) and decreasing returns to
scale (if a + B < 1) could also hold for the model
represented by the equation (3.8). This is to enable
equation (3.8) accommodate the real life situation where
(a + B) may not necessarily be equal to one. There is a
very high tendency for the sum of the output elasticities
(a + B) in Nigeria to be less than 1.

Model |

Economy Model:

With slight modification of equation (3.9), the model for
this study is stated as follows:

Yr = G1+G2Lr+038r+G4Br_1+
= (3.10a)
where ;
Yr = relative growth rate of output
a4 = A, = rate of technical progress
a = elasticity of output with respect to labour
a3 = elasticity of output with respect to capital

(represented by commercial banks’ credit)

L, = relative growth rate of labour

B, = the relative growth rate of
commercial banks’ credit which is
taken as a proxy for capital.

B1(t) = Br
B
1 = one lag of the growth rate of

Commercial banks’ credit

ay = elasticity of output with respect to
one lag of the growth in
Commercial banks’ credit.

€4 = error term
In equation (3.10a), bank credit (implying commercial
bank loans and advances) is used as a proxy for capital.
The equation suggests that the growth in output is a
function of growth in labour, current bank credit and
previous bank credit of one lagged period.

Model i

Sectoral Models:

Two major sectors are identified as recipients of
commercial banks’ credit, namely services and others.

The independent variables in these sectors respectively
are:

Bo
services sector.

relative growth rate of CBC in

Bor
‘others’ sector.

relative growth rate of CBC in

Thus, the following equations are specified:
Yr = f1 + fgLr + fSBsr +
................................... (3.10b)

+ gSBor
.................................. (3.10¢)

f4Bsr1 + €5

+ QaBor1  +6€6

Model i

The two major sectors identified for this study are made
up of sub-sectors which are included in the distribution of
Commercial banks’ credit.

The sub-sectors of services sector are:

(a) Public utilities;

(b) Transport and communications;

(c) Credit and financial institutions.

The sub-sectors of the fourth sector ‘others’ are:
(a) Government:

(b) Personal and professional; and

(

c) Miscellaneous.



Sub-Sectoral Models

In each of the two main sectors two sub-sectors are
adopted for analysis. This sub-division of the sectors is
to enable a more detailed investigation of the impact of
commercial bank credits on economic growth in Nigeria,
so as to have better understanding about the impact.
The sub-sectors are for services: public utilities and
‘transport and communications’; for others:
government and ‘personal and professional’. The
equations estimated follow the same pattern as in the
sectoral analysis.

So the following equations are estimated in this regard:

Yr = g1 +q2Lr+q3BsIr+q4ler—1 FE11 it (31 Od)
Yr = t +t2Lr+thsgr+t4Bsgr_1 FE12 i (3 1 Oe)
Yr = W4 +W2Lr+WgBo|r+W4Bo|r_1 FE13 i (3 1 Of)
Yr = X1 + X2Lr +X302r+X4Bogr_1+e14 ................ (31 Og)

DATA PRESENTATION AND STATISTICAL ANALYSIS

Table 1 has fifteen columns. Columns (1) and (2) show
the model and equation to be estimated, Column (3)
shows the method of estimation 4, 5, 6, 7 and 8 shown
the dependent variable (growth in output Y,), the
intercept, and three reggressors respectively. Columns 9,
10, 11 and 12, indicate the goodness of fit measures
namely R® F-statistics, Durbin Watson statistics (DW)
and Schwarz Bayesian Criterion. Columns 13, 14 and 15
show the F-version diagnostic tests viz, Serial
Correlation, Ramsey’s Reset and Heteroscedasticity
tests. t —ratios are reported in parentheses under the
estimates.

Sources of Data

The data used for this research work were sourced as
follows:

Commercial Bank Credit (CBC) from the Central Bank of
Nigeria (CBN) and the annual reports of commercial
banks

Non-Oil GDP: from the Federal Office of Statistics (now
National Bureau of Statistics)

Available figures showed meteoric rise in both the non-oil
GDP and both the aggregate and sectoral commercial
bank credit over the years

Non-oil GDP rose from N3748million in 1970 to
N296329million in 2007 and N37543654million in 2011
The sectoral non-oil GDP for Services was N150miillion
in 1970, N2051231million in 2007 and N3160245 in 2011
Sectoral contribution by ‘Others’ to the GDP was
N244million in 2007, N3055893million in 2007 and
N686158mill in 2011

Aggregate CBC to the economy was N857million in 1970,
N4813488million in 2007 and N7312726million in 2011
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For Services sector, it was N22million in 1970,
N85040million in 2007 and N2069659million in 2011
For ‘Others’ sector, it was N46million in 1970,

N44012million in 2007 and N1325447million in 2011

Model 1

The results for the economy are as reflected in equation
3.10a as follows:
Yt = 1.7244 + 0.1007Lr — 0.0011Br + 0.0021Br-I ...
(3.10a)

(1.7475) (0.3541)  (-0.1099)

R2 =0.0104; F(3,21) = 0.7335

The above results revealed that CBC had more positive

impact on economic growth in one year lagged period
than current year. This could be attributable to the
required gestation period for commercial bank loans to
have the desired impact on the economy. The R? and F-
Statistic confirm the possible correlation between the
variable though their low values indicated the need for
more explanatory variables to be introduced into the
model.

(0.2744)

Model Il

Equations 10b and c are the sectoral results for Services
and ‘Others’ Sectors respectively
Y= 1.7446 + 0.0971L, , 0.0448B; + 0.0387B.
Tovennenns (3.10b)
(1.9767) (0.3248) (-06249) (0.5838)
R® = 0.0316; F(3.21) = 0.2282
Y= 0.7506 + 0.5476L, — 0.0749B,, — 0.0089B,,.
Tereneeeaenaenes (3.10c)
(0.5628)(1.0294) (-0.19608)(-0.2022)......
R® = 0.0502; F(3,21) = 0.3701
The values in parenthesis are the t* values.

The results revealed that the previous year’s credit
facilities to the services sector had less positive
contribution towards economic growth compared to the
current year's loans and advances.. This is quite
explainable because most economic transactions in the
services sector are short term in duration without any
gestation period. Equation 3.10(c) indicates that both
current year and previous year’s loans and advances to
the ‘others’ sector were inversely related to the growth
rate of the economy. Their separate impacts on the
economy were not so significant at 10 percent levels of
significance. Their co-efficient of multiple determination
(R®) was very low and likewise the F-statistics.

Model il

The results of equation 3.10(d) and 3.10(e) shown below
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Table 1. Nigerian Growth Factors (1970-2007) Regression Results

Model Equation | Methods of | Depend | Constan | Independent Variable Goodness of Fit Diagnostic Tests F-Version
Estimation | ent t
Variable
Schwarz
(a) model Bayesia | Serial Ramsey’s HeterosceDas
| R® F-Stat DW n Correction | Reset Test | ticity
Criterion (14)
(1) 2 3) (4) 5) (6) ) (8) 9 (10) (11) (SEC)J (13) (15)
Result for | 3.10a OLS Y: ai L, B, Br-1
Economy
1.7244 0.1007 -0.0011 0.0021 0.0104 | F(3,21) | 1.7446 -52.5387 | F(1,20) F(1,20) F(1,23)
0.7335 0.2640 2.2004 0.0096
t-ratio (1.7475) | (0.3541) | (-0.1099) | (0.2244)
3.10b OLS Yr fi Lr Bsr Bsr-1
1.7446 0.0971 0.0448 0.0387 0.0316 | F(3,21) | 1.7156 -52.2681 | F(1,20) F(1,20) F(1,20)
0.2282 0.2836 1.7772 1.0976
(1.9767) | (0.3248) | -0.6249 (0.5838)
3.10c OLS Yt Gt Lr Bor Bor-I
0.7506 0.5476 -0.0749 -0.0089 0.0502 | F(3,21) | 1.7986 -52.0808 | F(1,20) F(1,20) F(1,23)
0.3701 0.1868 0.5665 0.0348
t-ratio (0.5628) | (1.0294) | (-0.608) (-0.2022)
3.10d OLS Yr qil Lr Bsir Bs1r-1
1.4834 0.1059 -0.0016 0.0389 0.1517 | 1.1923 | 1.4490 -48.934 F(1,19) F(1,19) F(1,22)
1.1657 0.5466 2.3270
t-ratio (1.7529) | (0.3762) | (-0.715) (1.7311)
Cochrane 1.5133 0.1570 -0.0328 0.0193 0.2466 | F(3,20) | 2.1328 -46.9788
Orcutt 1.4728
AR(l)3
Interaction
t-ratio (1.7992) | (0.6257) | (-1.1363) | (0.7691)
3.10e OLS Yr t1 Lr Bs2r Bs2r-1
2.0503 -0.1642 -0.0106 0.1351 0.1255 | F(3,20) | 1.4533 -49.3486 | F(1,19) F(1,19) F(1,22)
0.9567 1.3521 2.5072 0.2417
t-ratio (2.3089) | (-0.4967) | (-0.1635) | (1.6084)
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rane 2.1602 -0.2433 | -0.0102 -0.1413 0.1561 F(4,18) | 2.0723 -48.2827
Orcutt 0.8325
AR()3
Interactio
n
t-ratio (2.3502) - (- (1.6501)
0.7645) | 0.1576)
3.10f OLS Yr W1 Lr Bolr Bolr-1
1.4418 | 0.0933 |-0.0148 | 0.0599 0.1776 F(3,20) | 1.9543 | -48.6122 | F(1,19) | F(1,19) F(1,22)
1.4390 0.0078 0.0012 0.1000
t-ratio (1.702) [ (0.3295) | (-0.2326) | (1.4733)
3.10g oLs Yy Xi L Boar Boar1
0.5989 | 0.6184 | -0.0544 | -0.0186 | 0.0629 F(3,20) | 1.7599 | -50.1775 | F(1,19) | F(1,19) F(1,22)
0.4479 0.1428 0.1762E° | 0.1837
t-ratio (0.4294) | (1.1424) | (-1.0525) | (-0.6274)
Y= 0.5989 + 0.6184L, — 0.0544Bgy -
are those of public utilities and Y= 2.0503 0.1642L, — 0.0106Bg + 0.0186By.+
transport/communications  sub-sector of the 0.1351Bgp-1 (0.4294) (1.1424) (-1.0525) (-
‘services’ sector respectively. For public utilities, (2.3089) (-0.4967) (-0.1635) (1.6084) 0.6274) ... (3.109)
the previous year’s loans and advances showed — ............c.coeeennes (3.10e) R® = 0.0629; F(3,20) = 0.4479

positive (0.0389) and significant contributions to
economic growth compared with those of the
current year which was negative (-0.0016).
Likewise, in transport/communications subsector,
the impact of the previous year’s loans and
advances is 0.1351 as against the current year
value of 0.0106 at 10 percent level of significant.
Specifically, a N100 million bank loan facility to
this sub-sector would worsen the economy by
N160,000 and N106,000 respectively in the
current year compared to N3.89 million and
N13.51 million economic expansion it brought
about in the previous year.

Y= 1.4834 + 0.1059L, - 0.0016By +
0.0389B.1

(1.7529) (0.3762) (-0.715)  (1.7311)
........................... (3.10d)

R%=0.1517; F(3,20) = 1.4728

R® = 0.1255; F(3,20) = 0.9567
Equations 3.20(a) and 3.21(a) are those of sub-
sector denoted ‘others’ sector.

Y,= 1.4418 + 0.0933L, - 0.0148By +
0.0599.1

(1.7020) (0.3295) (-0.2326) (1.4733)
........................... (3.10f)

R’ =0.1776; F(3,20) = 1.4390
In specific term, equation 3.10(f) shows that there
is a positive correlation between previous year’s
commercial bank loans and advances and
government sub-sector within the period 1970 —
2011 compared with those of the current year
which is inversely related. This implies
that the bank credit granted to the government
sector makes visible positive effects on economic
growth at lagged period. The impact is significant
at 10 percent level.

As shown by equation 3.10(g) both current and
lagged period’s loans and advances have
negative impact on the personal/ professional
sub-sector. However, the current year’s loans and
advances have more negative effects even at 10
percent level of significance on economics growth.
By implication, a N100 million loans and advances
in the current year will reduce the national output
by N5.44 million whereas the effect of the same
amount in the prior year is a N1.86 million
reduction.

Major Findings

Both the current and previous year's commercial
banks’ credit had positive impact on economic
growth jointly or severally in one sector of the
Nigerian economy
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a) or the other. Commercial banks’ credit to the
economy therefore contributed to the economic growth of
Nigeria during the review period.

b) The effect of commercial banks’ credit on
economic growth varied from sector to sector depending
on the sector to which the loans and advances were
made. The study showed that while the current year’s
commercial banks’ credit was positively related to
economic growth in others’ sectors, the previous year’s
commercial banks credit impacted positively and
significantly to economic growth in ‘services’ and ‘others’
sectors.

Likewise, the sub-sector to which the credit was made
determined the extent to which the commercial banks’
credit could affect the national economic growth. Of the
four sub-sectors that were used for the study (public
utilities, transportation, communications, government and
personal/professional), the current year's commercial
banks’ credit had positive and significant effects on
economic growth only in communications, and
government. The previous year's commercial banks’
credit had positive and significant impacts on economic
growth in, public utility, transport/communications,
government and personal/professional sub-sectors.

c) The study also revealed a functional
relationship between commercial banks’ sectoral credit
and sectoral output growth rate. The relationship in most
cases was such that as commercial banks’ credit
increased, sectoral outputs of services and ‘others’
sectors also increased.

Recommendations

1. Government should evolve more conducive legal
and institutional framework that would encourage banks
to lend the more to the various sectors of the economy

2. Banks should be more proactive in their lending
behavior to avoid incidences of bad loans especially in
their dealings with Services and Others sectors of the
economy whose nature of business revolves around
intangibility.

3. Policies and programmes that would improve the
relevance and contributions of Services and Others
sectors of the economy should be put in place by the
monetary authorities and government. These two sectors
provide the impetus for the real sectors of the economy to
function well and need be well nurtured in the overall
interest of the economy.

4. Commercial banks should put adequate
measures in place to checkmate loan diversions and
outright fraud given the fluid nature of the services and
‘other’ sectors. Indeed, the poor level of contribution of
the two sectors could have arisen from credit infractions
during the period.

5. Effective credit risk management framework
should also be put in place to enhance good corporate

governance practices in the area of credit administration
and management.
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