Chapter One
Introduction
1.1 Background to the Study

A noticeable development in the Nigerian economy is that over the years, a& ic
growth does not always convert into equal advantages for the populace. Economi %%on has
frequently been accompanied by rising economic disparity. This disparity b‘% ich and poor

results in imbalanced development, which obliterates the benefits of omic expansion. As a

result, reducing inequality has been a primary objective of develo@qt initiatives, giving rise to

the notion of inclusive growth. @t

Inclusive growth has become a foremost in the socio-economic agendas of
developing countries worldwide. The objecti\«% inclusive growth is to prioritize equity over
economic outcomes, as economic growt}@ ~ Existing literature demonstrates that inclusive
growth entails economic growth t@enerates jobs and contributes to poverty reduction'.
According to the Asian Dey, l&ykt»Bank (ADB), inclusive growth implies having access to
financial resources, expeéfise strategies, transfer of technology, and institutional capacity, with a
particular emphasi itfrastructure development, provision of essential public services, as well

as establishin(& nurturing financial intermediation with enhanced food security?.

‘@Ough the theoretical literature supports the use of GDP as the primary measure of
@)Qmic growth, development economists started to question its appropriateness after
identifying various shortcomings in the way it measures the reduction of poverty. Economists
initially believed that the use of GDP and its variations as indicators of welfare and economic

progress was a simple and straightforward trickle-down theory. However, they discovered that



this idea is not absolute. Instead, they proposed a concept of well-being that focuses on the pro-
poor growth. Contrary to popular belief, economic progress does not always translate into
broadly shared benefits. For instance, the goal of growth is to alleviate poverty, but it is not
always possible to achieve this through the implementation of programs and spending

instruments designed to lift the poor out of poverty.

The rapid emergence and evolution of new economies has raised the ex@%s of both
the developed and developing countries. Various factors such as macroecpno stablhty, capital,
and financial development are expected to contribute to the growt %lswe economies>*+>67,
Various studies have shown that implementing well-desi cal policies can stimulate
growth and address the needs of the poor. It can also ?A prove the quality of life for the
people by increasing their human capital and infr t re. However, some argue that financial
development is not necessary for attaining 1& growth. Financial development is a process
that aims to improve the efficiency of ﬁrQ}l institutions and the financial markets. It involves
developing policies and procedu t can help improve the efficiency of financial firms.

Efficient financial systems can al30 help boost economic growth by allocating scarce resources

more efficiently?. Q

Theore icq_Jlterature also demonstrates that financial development can promote
econom ﬂ\ and also make growth inclusive by pooling savings, reducing risk and
gxisk, facilitating exchange through lower transaction costs, sharing information about
@tment opportunities, optimizing capital allocation, and increasing investor willingness to
finance new projects through corporate governance monitoring’. Empirical evidence also lay

credence to the fact that financial development enhances economic growth, the function of

financial development in promoting inclusive growth has not been properly examined!'”.



Meanwhile, previous experimental studies examining the relationship between financial
development and economic growth have produced ambiguous findings and can be described as
inclusive. According to economic theory, financial development would enable socially and
economically excluded persons to enter the formal financial system by better integrating them
into the economy and development stream. Assuring an inclusive financial system @ ;0
achieving a more inclusive, equal, and peaceful society. Also, financial develo omprises

the formation and growth of financial institutions. ‘%

It is imperative to note the relationship between ﬁnancia@p?nent and inclusive
growth may not be direct as theories speculated but mediate t intermediating links. One of
the mediating channels this research study conside ‘d& quality of institutional settings.
Traditionally, high-quality institutions are critical £0 ncial system functioning and inclusive
growth. The literature suggests that institu{j@*guality contributes to the elements that drive
economic growth and should therefore @arded a factor of production'’!'>!3 It contributes
significantly by eliminating uncertay nd fostering the development of a robust economics and
public order. Institutions ger@dditional capital, additional labour, and more efficient use of
extant capital or 1ab0|@s assumed that a healthy and well-organized financial industry seems
to have the pote@ foster the economy as well as render financial services to everybody,
including (%ﬁr, in order to help them improve their living standards. According to empirical
researgh, the quality of institutions can have a significant impact on financial development. They
(@180 help individuals and businesses develop their financial capabilities'#!>1617:18  The
foregoing suggests that the quality of institutions and the regulatory framework will go a long

way in determining the effectiveness and growth-promoting capacity of the financial system.



Furthermore, recognizing the importance of institutions in fostering inclusive growth in
some of the economies mostly the developing countries, however, remains a difficulty!>?°. While
industrialized economies like the United States and Europe, and Asia recognize the importance
of institutions, more than 75 percent of their respective populations have access to financial
services for productive activities?!*2. Countries with stronger institutions have high E?;f
financial development and more equitable growth than those that do not> . It @ﬁ that the
nations that took off and caught up with sophisticated economies weré%s y East Asian
economies with a lot of labour but robust institutions. In comparisory@r@st of the world, the
population of many low- and middle-income developing co@ general, and Nigeria in
particular, has limited access to formal financial servic@o , 42 percent of Nigeria's adult
population, or over 42 million individuals, are fi excluded?. Significantly, knowing
Nigeria's unbroken democratic government 1999, it is vital to assess how the country's
existing institutional frameworks have h@)\j&to ensure equitable growth and inclusive growth.
As a result, the research on the f @d development-inclusive growth nexus, as well as the
implication that the qualitg@nstitutions underpinning the interplay between financial
development and incl rowth, serve as the motive for this study.
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1.2 Statement of Problem

From theoretical standpoint, financial policy measures (expansionary or contractionary)
backed up by a strong institution could significantly influence inclusive growth. By implications,
institutional development matters for inclusive growth. It has been argued in the literatu,%il.at
contractual monetary policy measures tend to reduce inclusive growth in coun% 1ith” low

institutional quality than countries with high institutions; and expansionary mo@ ould tend

ﬁ
While the literature of the finance-growth nexus has ac ﬁ(%iged the role of financial

to increase inclusive growth but not as much as those of countries with&in itutional quality.

development in sustaining the inclusive growth, evide %gests that a well-developed
financial system mobilizes savings from various %rs and allocates a proportion of
resources into the most productive investment, resii{ing’in increased growth. As a result, without
a well-functioning financial system, these %ﬁ cannot be leveraged for long-term economic
growth, and consequently inclusive %@he greater the magnitude of financial development,

the greater the access to financj %&ces, which makes it possible for portfolio diversification,

and such diversiﬁcatio‘r@gées a country’s long-term steady growth and, subsequently
i

strengthens the soci stance and opportunities of consumers and producers who have access

to banking se(){cg)

e years, the Nigerian government has taken measures to reform the financial
%@with the aim of reviving financial activity to include the disadvantage citizens. However,
the “results of these reforms have not met expectations and consequently, gains from
inclusiveness have been limited. Various arguments have been given to justify the failures of
these financial development policies. Some studies argue that the credit market is subject to

knowledge asymmetries and transaction costs, which render adjustments ineffective. While



scholars argue that a liberalization program cannot be executed without taking into account the
unauthorized financial industry. Furthermore, other studies assert that the operation of the
financial system is influenced by social and environmental factors, notably the quality of

institutions®>?%, The quality of institutions is a vital component of financial development in
Nigeria. %\z

Since extant literature emphasize the interactive role of quality of ilﬁu ion with the

'\

financial development on inclusive growth, and empirical evidence frW{Nl ria has produced
mixed results on the role of institutional quality play in media@e relationship between

financial development and inclusive growth, there is a need$ ore, for further studies to

examine this phenomenon This study intends to bridge @p

Also, literature demonstrates that a @cial development threshold must be

reached before financial development tra@es 0 inclusive growth?”-?%. It also provided that
huge finances may improve or mar g%i.ﬂ.\ggesting that financial development is only ideal to
a certain point, thereafter wor %e output growth and growth inclusiveness**-°. There is,
however, lack of consensus in literature on what this threshold should be. Thus, it becomes

imperative, given t‘@ tical role financial development play in achieving inclusive growth, to

further exami&@_i)ssue of the threshold.
1.3

h Questions
QQ}iven the above problems, the following research questions were addressed in this study.
a. What is the effect of financial sector development on inclusive growth in Nigeria?

b. What is the financial development threshold that will stimulate inclusive growth in

Nigeria?



c. How does institutional quality affect inclusive growth in Nigeria?

d. What is the effect of interaction between institutional quality and financial development

on inclusive growth in Nigeria?

1.4  Objectives of the Study A\?».

The broad objective of this study is to examine the relationship among instit

financial development and inclusive growth in Nigeria. The specific objectiyve

a. determine the effect of financial development on inclusive gr& Nigeria;

N

b. investigate the threshold at which financial developn@nulate inclusive growth in

NS

Nigeria; \
c. evaluate the effect of institutional quality @Ve growth in Nigeria; and
d. evaluate the effect of the inter@etween institutional quality and financial

development on inclusive gr%1 igeria

1.5  Hypotheses \‘%)t

The hypothetical state formulated for this research are as follows:
Hol: Financial e@pmen‘[ does not have significant impact on inclusive growth in Nigeria.

Hy2: T?Q&hold at which financial development stimulates inclusive growth is not

tatistically significant.
Ho;. There is no significant relationship between institutional quality and inclusive growth in
Nigeria.

Ho4: The interaction between institutional quality and financial development does not impact

on inclusive growth in Nigeria significantly.
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1.6 Significance of the Study

The significance of examining the interrelation between financial development and
institutional quality in Nigeria lies in the fact that the literatures have not been able to establish a
certain threshold which either improve or retard the empirical outcome. Despite the iber.al
economies' insistence on promoting inclusive growth and development in developi ﬁ:es,
such as Nigeria, the implementation of this strategy has been largely uHSJ\e . This is

ﬁ
Besides, there is also a wide range of empirical literature on the i lation between financial

because the market's inherent exclusivity has not been able to achieve t&c ary development.
development and institutional quality, but it does not appear % qufﬁcient evidence base on
the link between these three factors. For instance, theral\ d€arth of literature that shows that

the finance-inclusive growth nexus is an analytica e of institutional quality.

Furthermore, the need to examine t é@etween the institutional quality and the broad-
based employment growth in Nigerhﬁg&n acknowledged as one of the most critical factors
that can help solve the country s&‘o-economic problems. This study will provide a valuable
insight into the interrelati nsMetween the political and economic variables. It will also help in

% :

formulating effecti@

economic challeges. This study will also provide governments with valuable benchmarks that

egies and programs aimed at addressing the country's various socio-

can be e@ valuate their responsiveness to the needs of their citizens. It will also help in
dev@%ffective strategies and programs aimed at addressing the country's various socio-
ec@ymic challenges. As a consequent, it will help in developing effective strategies and
programs aimed at addressing the country's various socio-economic challenges. Having the
necessary institutional quality will allow governments to formulate robust policies and programs

that can effectively translate the country’s potentials into productive growth.



The outcomes of this study will serve as a valuable guide for policymakers and the global
development community on how to implement policies and programs that are aimed at
improving the institutional quality of a country. It will also help in discouraging the use of
irrelevant development strategies and programs that can stunt the development process in

developing countries. The foregoing suggests that the study will provide a co ve

analysis of the various factors that influence the institutional quality of a count@ﬂ will also

help in developing policies and programs that are aimed at improving ntry’s overall

economic performance as well as promoting an environment that is i@@e Sf all sectors.

1.7  Scope of the Study %,:

This study analyzed the growth of the Nigerian ‘%@ny from 1985 to 2020. It takes into
account the country’s structural adjustment proggamy which was introduced in 1986 as an
alternative to the previous planning effo ﬁwere not designed to address the country's
weaknesses. The period also mark &emergence of the global financial crisis and the
recession in 2020, which was tgi @y the decline in the oil prices. Besides, the rationale, as
to the best of my know effects of institutional quality on financial development and
inclusive growth h A%en systematically investigated in Nigeria using robust and efficient
estimators. G & th s period under concern, the macroeconomic performance of mostly all the
econo s’ affected, and this introduced remarkable fluctuations in macroeconomic
indi %ﬂ the poverty index. Thus, this study suggests that the data and the methodology can
& further and treasure empirical outcomes on the impact of institutional quality on financial

development and inclusive growth in Nigeria. This sample period is due to the availability of

data obtained from the Central Bank of Nigeria Statistics Bulletins, IMF's International Financial



Statistics and other reliable Statistical Database. However, this study tends to shift from the

previous measurement of growth by exploring inclusive growth.
1.8 Operational Definition of Terms

Inclusive growth: This lay emphasis on the pace and distribution of economic grov%.lt
hypotheses the need for an economy to effectively and efficiently sustain its econo% th in

reducing poverty, such growth needs to be inclusive. ;\(3

Inclusiveness: This entails fairness, equality of opportunity, equi arket protection and

transitions of employment which are a vital ingredient of any suc@u rowth strategy.

N

Inclusive Growth Framework: This integrates equity @)\/th by using a utilitarian social
welfare function drawn from consumer choice @(, as inclusive growth relies on two

factors: income growth; and income distributionk

S
Institutional Quality: Institutions are i@nt in defining game rules for society because they
provide formal and informal restgichpohs on the interactions between political, social, and
economic systems. Institutiofal lity is defined as the overall conditions for investment and
growth and institutio "&;éen as supporting a country’s economic development (i.e., private
property rights @%ion, the rule of law operation, low level of corruption, and private
interaction@&than small elite protection). It is a simple weighted average of the institutional

quali ‘%ces is political risk factor of government stability, control of corruption, law and

and bureaucracy quality.

Financial Sector Development: This is defined as the growth and development of the financial

institutions towards ensuring equitable provision of credit to the people of a society, most

10



especially the less privileges as well as the total amount of money supply to ensure smooth

running of economic activities towards achieving development.
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Chapter Two
Literature Review

This chapter reviews the literature that relates to the nexus among institutional quality,

financial development and inclusive growth. It presents the conceptual review, theoreticl& iew,

empirical review and further identifies the gaps in methodology and literature. ®,

2.1 Conceptual Review ,%\
2.1.1 Institutional Quality & "

Law, and high-quality government regulation and ser{igces bre all part of institutional
quality. Institutions, according to North are “humanly ¢ %d limitations that affect human
interaction”!?. Essentially, in North’s theory, € Ve power is limited, which increases
institutional quality. The strength of such li 4\% formed by the qualities of enforcing them,
which might be explicit regulations or ifgfo restraints. In their paper, three notable scholars
argued that a more complex instit@ framework is needed to ensure that a balance of power
is maintained between thos@)ved in the economic system and those who are not®. This
framework should en rticipants and business owners to enjoy de facto control over their
ventures and inv@%& A renowned author argues that the person has the right to develop and
implement i her own ideas and capabilities*. They also believe that an investment in
edu%’(% new technology is usually sunk. This means that one has the opportunity to follow a

@n career path and manage a facility that has significant physical investments.

It is clear from the preceding that institutions affect the costs of financial relationships:
they promote growth through agreements and enforcement mechanisms, uniform business codes,

and improved data availability, all of which lower transaction costs, risk, and uncertainty.

15



Institutions are societal systems that meet societal demands. They are not only necessary for
society's requirements, but they also contribute to the society's construction. Institutions have had
a significant impact on people's attitudes about labour, as well as their willingness and efficiency
for economic progress. They will be growth-oriented if they can motivate others to work hard
and take chances. They will be development stifling if they do not. This means that 4 'Egr.ls
either encourage or limit growth to the degree that they safeguard effort. '@Qtitutional
framework of a country has a significant impact on a country’s willingness a ility to save, as
well as capital accumulation. The protection of the right to pr@@vsﬁould be a central
component of any legislation that aims to encourage the priv@ r to develop. This can be
done through the establishment of legal security measu@ safeguard both the private and
public sectors?. If institutions treat physical capital spect, investors will be motivated to
invest their capital. As a result, society wil e more, and the rate of capital formation will
increase. As a result, people’s sense o®uct, behaviour, and habits vary in line with the

regulatory arrangements of the so @nd social institutions have a decisive impact on saving

and human capital developm%
2.1.2. Financial De‘@ent

A fina cQ}ystem is a network of financial institutions that can be used to make
financia tlons and manage the risks associated with its operations. Efficient use of
res s ¢an stimulate economic growth. The efficiency of the financial system is related to the

rys economic growth. A sound financial system can be achieved through the healthy
operations of financial institutions. Aside from having a sound financial system, the equity and
bond markets also have the necessary tools and resources to manage the risks associated with

their operations. According to some studies, the activities of financial institutions can be
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influenced by the government's restraints on their operations. These include the interest rate and
credit programs. These restraints can also affect the quality of investment and the quantity of
financial transactions. The authors of these studies claim that interest rate controls can distort the
country's economy by discouraging investors from taking on high-risk projects and by making
financial intermediaries more reluctant to lend to established borrowers. They also @?ﬁat
financial liberalization policies can help stimulate the country’s financial @ﬁment by
allowing more people to borrow at low costs. For instance, they claim thatt xrho can afford
to borrow at low interest rates can actually invest in capital-intensk&p%m'e?ts? They analysed
the various financial restraints that the Central Bank of the Ph@ has implemented through
its annual reports. They then came up with two quanﬁ,@)measures that they can use to
investigate the country's financial development. Th archers then used an economic model

known as the exponential convergence metho tudy the effects of financial policies.

The role of trade openness in @al development has been studied®. The authors
highlight the various interests .o ly-side groups, such as financial intermediaries and
industrialists, in preventing fﬁé%gl development. They believe that incumbents are more likely
to resist financial de %e.nt due to the threat of new entrants. The lack of incentives for
financial develo@s caused by the increasing availability of capital and foreign competition.
This undm@e the incentives for the country to develop financial systems that are more open.
A cresg-cquntry study conducted from 1980 to 2000 analysed the relationship between financial
opment and trade openness. It used dynamic panel data techniques to study the relationship
between financial and trade openness’. Two groups of indicators were then used to measure the
relationship between financial and trade openness. The results of the study support the

controversial theory that the simultaneous opening of trade and capital flows can stimulate
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financial development. They also suggest that the quality of institutional institutions can also be

an independent factor that influences financial development.

Scholars have argued that the various constraints that economic actors have to face are
influenced by the decisions made by the institutions that they rely on®.They also behe e th at

political power is determined by the allocation of resources and the political institut' splte

the various constraints that political institutions can impose on the develo ﬁnan<:1a1

iencing financial

ﬁ
instability. Other authors have also studied the link between ﬁnanc@ld trade openness in the

markets, countries with weak political institutions are more prone Q{p
Middle East and North Africa (MENA) region’. The s ealed that the quality of
institutional institutions plays a significant role in the d@p ent of financial markets. It also
supports the idea that the allocation of economig rights is important for markets to function
properly. The results of the study also ind@hat the level of openness and infrastructure
development are the most important f@ that contribute to the development of financial
markets in the Middle East and frlca region'?.The author of the study argued that the
government can start economt %ﬁnancnal development through the establishment of financial
institutions. Authors @2& the country’s industrial banks have a relatively positive effect on
the country’s e@c development. However, he noted that the political view of the
govemmer@%ﬂicipation in finance is more focused on its political objectives. Proponents of
the ‘1% view argue that governments control banks and enterprises in order to provide
s@iies and employment to their supporters. This viewpoint holds more weight in developing
countries due to the lack of protection for property rights and financial systems'!. Another study

conducted on the effects of state-owned banks on the country’s economic development revealed

that they have a negative effect on the country’s growth. They found that these banks have lower
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profitability than their private counterparts'2. Despite the positive effects of state-owned banks
on the country’s economic development, the study found that they have a negative effect on the
country’s financial development. This suggests that the presence of government-owned banks
leads to a slower growth rate. This conclusion supports the idea that the ownership of banks at an

earlier stage may have contributed to a slower growth rate. %\z
There are conflicting predictions about the relationship between ﬁnanc\@eelopment

m
ﬁ
negatively affect the efficiency of the financial sector, while ﬁ&)t er suggests that the

relationship between financial development and bank co@@n is positive'®. The study

analysed data sets from over 90 countries covering vari ects of the financial development

and bank concentration. One view suggests that the concentration (ﬁ%‘%ﬁcial banks will

and institutional environment. It also used C ination of factors to determine the
concentration of banks in each region. T@dy found that bank concentration does not
significantly affect the stock market dev@(ent, financial development, or bank efficiency. In

fact, its findings contradict the c ional view that bank concentration is associated with

various factors such as ﬁnan@ility and banking sector efficiency.

2.1.3 Inclusive G@

Desp?Qh arious efforts being made by various government agencies and institutions
to attai ine growth, there is still a lot of doubt as to what exactly this term means. The
C of inclusive growth has been around for quite some time, and it was first used to
c&ibe the benefits of pro-poor growth to the poor'4. Inclusive growth is a process that involves
reducing inequality and poverty while increasing the social opportunity function for the
population. It is defined as a process that involves varying the opportunities available to the

individual. Various factors such as productivity, employment, and human capabilities are
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t'5. One author states that inclusive

considered when it comes to implementing this concep
growth is a process that can lead to significant poverty reduction. It can be achieved through the
expansion of the country’s economic scope and the expansion of its equity opportunities'®. The
concept of inclusive growth states that it allows people to contribute to the growth process by

increasing their income and improving their quality of life. According to the au X p1d

growth is needed to reduce poverty, but it should also be accompanied by bro@)mcluswe

growth!”. ‘%\
Inclusive growth refers to the achievement of sustalnab@)mlc growth that is

inclusive of all its various dimensions. It involves ensuring d1V1duals and groups have
equal access to the opportunities that are generated by th!'®. Although there is no clear
definition of inclusive growth, the concept is und to refer to growth that is inclusive of all

its various dimensions. According to the & , inclusive growth is associated with lower
income inequality, which means that thQ}ease in income that the lower-income individuals
receive is disproportionately dlstrlwg This concept of poverty reduction is the main objective
of any policy debate!®.The %ctors that influence the development of a country are the
policies and progran@promote economic growth, job creation, and social protection. The
goal of inclusiv@h is to create a conducive environment for sustainable development by

developin%(gd map and strategies that can guide the implementation of these goals in Nigeria.

QA ountry’s quality of institutions will determine if it will be able to grow. There has
bedw’a lot of evidence indicating that high levels of quality institutions can lower poverty and
inequality. Some of the indicators that have been identified as indicators of good institutions
include the control of corruption, the rule of law, and the absence of violence. High levels of

quality institutions are known to promote inclusive growth. This is because they require the
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participation of all groups in the decision-making process?>?!. To achieve this, the government
should ensure that its policies are focused on upholding the rights and privileges of all its
citizens??. This is because they require the participation of all groups in the decision-making
process. Having a credible and capable government is also known to promote inclusive growth.

It will fight corruption, which is a major impediment to the country’s economic devel@i

One of the most significant factors that can help achieve inclusive grxv@&!igeria is

investing in human capital. According to an author, this can help lowe t&quality gap and
"
increase the participation of the common man in the growth proa% uman capital is also
beneficial for the development of rural areas, as it allows th cess quality education. It is
argued that the development of human capital should@d the enhancement of vocational
skills of citizens so that they can earn their ingo his is because the effects of health
inequality can have a significant impact on ?@qﬂic growth. Getting good health care facilities
and services to the people of the countr@ not only strengthen the active work force of the
citizens, but it will also enable t @)aﬂicipate in the growth of the economy. According to
the saying, “Health is wealtl&sting in these facilities will allow the citizens to share in the
benefits of the count&%ﬁ)mic development. Human capital is an essential component of any

nation’s strategy@w. It should be built on a robust and balanced human resource base to

enable all @&rho are engaged in the growth process to fully realize their potential®*,

Ql‘ h& number of available jobs is one of the most important factors that will determine if
gr@th will be inclusive in Nigeria. It doesn’t matter if the job types that are created are
temporary or permanent. In order for growth to be inclusive, all workers must be engaged in the
process of contributing to the country’s growth. The creation of jobs will greatly enhance the

income earning capacities of workers in the country. It will also help reduce the level of poverty
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in the country. According to literature, jobs are transformative in terms of providing a better
quality of life for the people?. Studies have shown that the creation of jobs can help countries
exit from poverty. These studies also indicated that increasing salaries or the number of jobs can

help lift workers out of poverty?S.

Developing countries need to move away from their dependence on su @r and
achieve

crude oil production to become more productive and sustainable. This will b@

their goals of becoming more inclusive and reducing their over- dependm& on certain sectors. It
will also help boost their economic stability and create more job -(%IS is very important for
Nigeria as it will ensure that the attention of the poor 1s ed to low-return activities.
Unfortunately, this debate about the best way to transf@n economy has not been resolved.
There are conflicting evidences supporting the cQnwentional wisdom that trade openness and
investment liberalization can help lift the li\g@ndards of the poor?®. However, there are also
cases where these prescriptions have Q}to improve the performance of the poor. The
Nigerian government should adop 1es that are not discriminatory in approach in order to
achieve inclusive growth. T help minimize the effects of discrimination on the country’s
development. If the gq‘%&mcluswe growth is to benefit all groups in a country, then policies
should be desigie Qaddress the various discrimination and marginalization issues faced by
certain se@of the population. Doing so will ensure that these are not left behind and are
carr@o in the country’s efforts to eradicate poverty. The marginalization of certain groups
@een observed to have a negative impact on their access to essential services and education?’.
Women are the most affected by this issue as it affects their participation in the workforce and in

the ownership of assets in Africa.

22



2.2 Institutional Quality, Financial development and Inclusive Growth: Conceptual

Link

Instead of using relative terms, pro-poor growth and inclusive growth are measured in
terms of their contribution to the overall economy?’. Inclusive growth is a type of growgh th.at
aims to reduce poverty and improve the lives of the people who are affected by it.
growth is also beneficial for the environment by increasing the productwlty@ orkforce.
Instead of focusing on income distribution, inclusive growth ai to “greate productive
employment. This concept has emerged as a paradigm shift in the &ue yet it is not widely
studied. Aside from income, inclusive growth also takes i 1n the various dimensions of
human well-being?!. The benefits of inclusive growth & erous, such as the reduction of
poverty and improving the lives of the people whoga fected by it. Although various countries
have tried to address the issue of income@lity, such as China and India, the situation
continues to worsen. The core objectlveQ}:luswe growth is to create an environment that is
conducive to the employment of t r The concept of inclusive growth has gained immense
popularity in the past few de 7 It has been shown that it can help lift the lives of the people
by reducing poverty Q rovmg their quality of life. It also aims to create an environment
that’s conduciv§ t e creation of productive employment. Through inclusive growth,
individual@{%ecome part of the productive process and help reduce the unemployment rate2.

Thi@l o contribute to the reduction of poverty. Figure 2.1 provides a conceptual illustration

c@w in institutional quality intermediate between financial development and inclusive growth.
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Figure 2.1: Conceptual links of institutional quality, financial development and inclusive growth
Source: Author’s conceptualization

N

The role of financial development in achievitig an inclusive growth is shown in Figure
2.1. It makes people more productive by <§1§g them to choose their jobs at competitive wages.
However, it remains to be seen how%development of financial services can be influenced by
various factors such as forma and norms3!. The various social and cultural traits that
influence people’s behax@{r and attitudes towards growth are also related to the development of
inclusive growth?, '@oncept has been supported by various studies that claim that the role of
political inst tigg in promoting economic welfare has become significant®*. The need for

inclusi th is realized due to the lack of social and economic opportunities for the poor.

]@Je can also be caused by the weak institutional structure.

Despite the various factors that can affect the development of financial institutions, such
as government policies and the implementation of economic systems, they are still important

factors that contribute to inclusive growth*. Institutions are regarded as social and legal norms
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that govern the allocation of resources and the promotion of growth. The quality of institutions
plays a significant role in the efficiency and volume of investment. This is because they restrain
the interactions between people and promote the development of an environment that is
conducive to economic and social growth. Institutions are also designed to limit the incentives
for economic and political exchange. It is suggested that a full market-based econ Nhid
have institutions that are designed to protect property rights, enforce the rule of @v) prevent
corruption. Also, support macroeconomic stability by ensuring that the‘%ﬂ of money is
protected and that the government maintains a sustainable fiscal stq@ﬁ}e goal of financial
markets and institutions is to respond to informational and tec | constraints in a way that
is optimal for their respective roles. This is done throug %?ablishment of rules-of-the-game
and the allocation of capital. Unfortunately, th many factors that can affect the
accumulation and allocation of capital®s, T e of asymmetric information costs is largely
linked to the lack of development in ﬁn@ institutions. This is why it is important that they

are well-equipped to handle this ty; @nvironment.

Institutions can play “ayitdl role in the development of inclusive growth by influencing
the policies and proce%e \at affect financial development. These include the enforcement of
contracts and prOpetty’ rights*®. Well-developed institutions can protect the disadvantaged by
enforcing @%ms of their contracts and providing them with property rights®’. They can also
help@in ity shareholders by protecting them from the powerful elite. This concept can also
;@:t creditors against the risk of asymmetric information?8. It can also help prevent individuals
from sabotaging their contractual obligations. Institutions can also help prevent people from

going bankrupt by establishing commitment mechanisms and third-party arbitrators. Quality

institutions can help reduce the cost of these services due to the complexity of their operations
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and the lack of effective regulation®. The role of institutions in shaping the finance-growth nexus
is a critical channel through which policymakers can influence the policies that affect the
economy. Institutions can also shape these policies through their involvement in the budgeting
process. The role of institutions in shaping the finance-growth nexus is a critical channel through
which policymakers can influence the policies that affect the economy?. This c@;e

through the establishment of a policy mix that includes regulation, ﬁnancia@hess, and

macroeconomic policies. ‘%\
& )
23 Theoretical Review &

2.3.1 Growth Theories @r:

The goal of economic growth theories is to e \ghe various factors that determine the
success of a project. They try to identify the most critical conditions that can trigger development.
Neo-classical, classical, and even endog &rowth theories all attempt to find a model that

can be applied to various issues. Ho@r, many of the standard growth theories ignore the role

of quality institutions. %Z
2.3.1.1 Classical Theor{k.\)

The class@wth theory states that markets regulate themselves. The theory states that
the increa@(%lealth of people is linked to the improvement in the output of factor inputs,

whicl:l 1 increases the size of the functioning capital. Adam Smith argues that population

Y

also considered as an asset that can be produced as a result of savings. The rise in land

is a function of the substance available to the individual. The concept of investment is

productivity was attributed to technological advancements and geographical discoveries. The

main factor that drives productivity growth is the division of labour. The theory of competition
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states that technological advancements can lead to rapid growth. However, it warns that a sudden
increase in real output per person could cause a population explosion that would reduce real
gross domestic product. This concept is based on Thomas Malthus's theory of agriculture.
Thomas Malthus’ examples show that the number of seeds harvested from a plot of land is

related to the number of workers employed on it*. z

2.3.1.2 Neoclassical Growth Model é)

The concept of the neoclassical growth model was developed b}&‘\f'c;%swan and Robert
Solow in the 1960s*!. It states that the rate of growth of the gros @tic product is increased
by the higher share of investment and the decrease by the %‘Pdepreciation of the physical
capital stock.The model assumes that the labour force %is constant, and all saving is equal,
and that the output is dependent on the interactipn¥getyw€en labour and capital. It also states that
the production function Y = F (K, L) sho ﬁant returns, and that other factors such as the
variable factor, also hold constant*?. gdihg to the neoclassical growth theory, the continuous

increase of the labour force is rgquike€thto boost productivity. This is done through the build-up of
various resources, such as hu}m;?capital and physical capital. It also states that the accumulation
of these factors is ﬁd. by the private sector. The idea that government can only affect
economic gro tQQy investing in education and research was suggested by the neoclassical
growth (@(ﬁhe literature also stated that an increase in the total factor productivity of the
cou@‘%ﬂd compel an increase in the output per worker*. The school of thought explained
&e effect of a decrease or increase in the national product on the growth rate of the worker
would depend on the share of capital that is owned by the owners of the country's economy. The

marginal product of capital is computed by taking into account the share of capital that is equal

to the total output.
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The neoclassical growth model states that technological progress is determined by the
level of competition in a country. The inclusion of this assumption in the model was necessary to
ensure that all the resources are properly allocated**. The criticism levelled against the model has
led to the development of the endogenous growth theory*. The ideal competition theory states
that the optimal allocation of resources is achieved through the proper allocation of (@ls
ensures that markets are open and that investors are able to make info@ﬁecisions.
Unfortunately, when markets fail to clear, investors' expectations aréNgmsrupted and the
information becomes inaccurate. The effects of changes in investmeq@i& economic growth
are typically the main factors that affect the country's long-te@h rate. The failure of the
neo-classical model to take into account the various faa& t affect the country's long-term

growth rate is a major weakness.

2.3.1.3 Endogenous Growth Theory ‘,6

Before the emergence of the (gﬂvjous growth models, various attempts to endogenize
technology were made. The classi odel of external factors failed to explain how economic
growth can be sustained*S. Wding to the theory of the endogenous growth, the factors that
contribute to econo ®/‘[‘h are the investments in capital, knowledge, and innovation. The
long-run gro(v{%g of an economy is a function of its total factor productivity. In the case of
the neo 1”view, the long-run rate of technological progress is mainly influenced by
ext %ors. The goal of the endogenous growth theory is to explain how technological
@ess can be influenced by factors outside the control of the government. According to a
noted author, technological progress is made through the invention of new products and
processes, which are often the result of economic activities*’. Learning by doing is not restricted

to the firms that produced the goods and services, but also to the firms that acquired them.
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Thus,in a competitive equilibrium, technological progress would not be compensated for by the

additional capital that would be received by the labour and capital.

The growth of technological progress is dependent on the increase in saving propensity.
This is why the Arrow model was only used in the case of fixed capital requirements an ﬁxe.d
labour requirements. It shows that the long-run growth of output was limited by t Xr h in
labour. The accumulation of capital is a crucial factor that limits the growth 0&6 omy. In a

'\

neoclassical model, the other factors that affect the output, such as the gmployment of workers
ﬁw of model, the other

and technological progress, are also taken into account. In a diff&-%
determinants are taken into account, and the growth of @ese factors is assumed to
automatically increase the output in proportion to capitaﬂ\‘l&s ethod allows the output to grow
in line with the increase in capital. The AK mod he first major innovation in the field of
economics. It predicted that a country’s lo@growth rate would be dependent on various
factors such as the efficiency of the co@ resource allocation. The first analytic models of
AK were traced to prominent auth@ome of them developed models with fixed coefficients
and others with substitutable factors and market clearing features. The latter model was designed
to reconcile the positi@gfterm growth result of Harrod-Domar with the neoclassical model’s
constraints*. Th@v model is a constant savings rate, while the Frankel model proposes a
leaming-b@% approach that can increase productivity. According to the author, capital is the
detepmining factor of capital, but not employment>®. He noted that the similarities between
@1 and knowledge can lead to the elimination of the Harrod-Domar model’s fixed
coefficients. A new approach to the AK model was presented by two researchers’!. They argued

that knowledge could be profitable to the explorer, but it could also lead to technological spill-
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over and make it more accessible to others. Their model was based on a combination of social

learning and the trade-off between consumption and capital.

The development of new economic theories has been linked to the effects of policies that
support research and education. This is because these policies could have a significant impact on
the long-term growth of the economy. New institutional economics has also bee Agp:d,
which suggests that the role of institutions in the market economy is becomi apparent.
For instance, according to the author, factors such as technological ar&:t tional conditions

*

can affect the sustainability of an economy®. In another perspegtt is suggests that the

quality of institutions is also linked to the capital and @s that they produce. The
sustainability of an economy can be achieved through )@%ﬁus institutional settings that are
designed to improve the efficiency of the finagc ystem. According to literature, good
institutions can help boost the efficiency o@ancial system by investing in areas that are
expected to stimulate growth, while wea@tutions can allow their activities to divert credit to
unproductive and inefficient act'v@“. The relationship between financial development and
institutional quality can also ected by the substitution of various inputs with technological
change. For instance%%c.)logical change can affect the composition and quality of the

institutional outgut. ™ his paper, Solow criticized the limits of the theory on technological

progress a@r&y of mitigating the effects of the scarcity of resources.

2.3.@n usive Growth Theory

: While inclusive growth is still in its infancy, it stands in stark contrast to traditional pro-
poor growth, which excludes those at the bottom of the income/wealth divide from revenue
accumulation processes. Through two compelling pillars: labour-absorbing growth and rising

productivity among the employed, the idea of inclusive growth suggests a more active role for
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the poor. Apart from the fact that the whole conceptualization and modelling framework has not
yet been defined, few empirical researches have been conducted to determine the extent to which
the economy's growth fluctuations are inclusive. Inclusive growth places a premium on
economic growth, which is both required and critical for poverty reduction. Inclusive growth
takes a long-term view and is concerned with both the rate of growth and the patte YVV&I
Additionally, Kuznets’s and Solow’s studies have dominated growth the@nd these
researches account for the fact that economic growth, inequalities, and pove all related>>.
These inequities remain notwithstanding considerable growth in the@'&, which culminates
in individual isolation. Such income disparities foster instabili@ cial activist groups, which
have a detrimental influence on investment. As this was @%&, and particularly since the early
1990s, arguments have concentrated on finding forls to inequities that provide a fresh
perspective on the concept of inclusive grow The concept of inclusive growth has become a
primary goal for these academics and @B&rs. According to the research, inclusive growth
enables all parts of society to ¢ tr@e to economic progress while also ensuring equitable

opportunity, access to economic ibilities, and job creation.

A sustained ra?%o.wth is necessary and frequently the primary determinant in poverty
reduction, as dev@ted by a substantial body of literature and have argued that the poorer a
country is,@%@re critical the growth component is in explaining poverty reduction. Sustaining
high-gro rates and poverty reduction, however, require expanding the sources of growth and
e@ently integrating an increasing share of the labour force into the economic process. Often,
the transformation is followed by a large redistribution of labour from agricultural to industrial
and services, referred to as structural change and labour force enhancements. Studies have

argued that growth encompasses the conditions that help the poorest®®>. This methodology has
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been gaining increasing traction. Generally, two methods to inclusive growth have been used: a
so-called relative strategy that aims to diminish inequities in favour of the poor. A second
method, dubbed absolute, deems growth to be pro-poor when it results in an absolute decrease in
the poverty incidence. Given the range of players who use the word inclusive growth, the notion

remains ambiguous and lacks a consensus definition among relevant stakeholder@ ve
growth occurs when productivity is increased and employment possibilities are &@%ﬁ
Some scholars devised a systematic framework for 1dent1fy1§‘$ost constraining

limitation on growth, that is, the limitation with the biggest shado p ce, in order to maximize

the probability of a positive welfare effect®. The model p % that families have perfect

foresight and must select how much labour and caplta to enterprlses and how much to
save or spend in order to maximize their 1nd1V1 w1th1n a budget constraint. At each
point in time, firms maximize profits and a single good. Technology, complementary

inputs of production, and the index of ex@ty are all exogenous in their production functions.
Several critics of this approach 1ze the impossibility of estimating shadow pricing in
reality; the difficulty of rejec %nlts as non-binding; and the methodology is oriented around

the short term, ignori@cts critical for sustained growth such as human capital accumulation.

Additi Q‘UQG analysis was conducted at an aggregate level, providing no insight into
the lim (glg various sectors, business types, or the long-term impediments to economic
dev % Furthermore, as previously said, economic transformation is critical for sustained,
@ based growth because it enables economies to catch up and maintain high growth rates for
extended periods of time®!. Without structural transformation and economic diversity, empirical
evidence indicates that no country has been able to achieve meaningful income growth and

poverty reduction®?. For low-income nations and those with small domestic markets, structural
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change implies export diversification, as access to overseas markets enables economies of scale
to be realized®®. Despite the importance of structural transformation, it is not enough to simply
replace the current structure with a new one. Doing so will not only prevent new industries from
being able to compete, but it will also limit the country’s growth potential. The three authors® of
this study presented a paradigm that focuses on the factors that prevent indivi X ro;n
contributing to economic transformation. However, it does not address the que@ﬁ whether
these factors can be prevented or restricted by human capital. For instancef% s not consider

the skills of women and the poor in a particular region when it come@esging the capacity of

market players. %%

2.3.2 Theoretical linkage between finance and grow@

This section presents the early literatur finance-growth nexus, which includes
works by Shaw and McKinnon, as well %structuralism's critiques. It also explores the
literature on endogenous and finance gh) For a long time, economists have been debating the
various roles of the financial seeto e development of the economy. There has been a lot of
empirical and theoretical VM@ supporting the various aspects of its contribution®. Some of
the early literatures e subJect focused on the question of whether the financial sector can
play a role evelopment of the economy or if it merely originated from rapid
industri . Some authors noted that the financial sector can play a crucial role in the
rest %f economic development®. A study conducted on the relationship between finance
a&rowth revealed two patterns of development. One of these is the demand following and the
other is the supply leading. In the former, the demand for financial services is satisfied by the

growth of the financial sector®’. The rapid growth of the economy has increased the demand for

external funds. If the various sectors or industries experience great growth, then the demand for
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financial services will increase. In the second pattern, financial intermediation helps channel
savings to investors. The financial sector is a vital part of the country’s economy, as it provides a
variety of services to the modern and traditional sectors. It also promotes entrepreneurship. The

link between finance and growth is expected to be established in developing countries, as the

demand-following pattern will establish causality between finance and growth. T@al
sector can also contribute to growth®. Through financial intermediation, it is po@b channel
small funds to individuals with entrepreneurial skills, which in turn increas availability of
funds for those with less risk-averse backgrounds. Another beneﬁ@hi} type of financial
service is that the lower costs of borrowing can encourage inv@ make larger investments.
Due to the lack of sufficient empirical evidence supporti@%?nk between finance and growth,

the debate over the link between finance and grow ersisted in developed and developing

countries. (6

Some authors criticized the polic@’(olnancial repression. They argued that the financial
sector can help increase the vol r@avings by creating incentives. They also suggested that
governments should stop raiging” interest rates and should instead focus on increasing the
investment rates. The@ of the models suggest that higher real interest rates can increase the
volume of savin@e authors of the models also noted that financial repression is caused by
high inﬂat@&d the lack of interest rate ceilings. It can also be triggered by the high reserve
requi ts. They found the theoretical basis for this phenomenon related to the liquidity
@ence theory. In order to avoid a fall in income, the interest rate had to be lowered.
According to the model developed by John Tobin, financial repression affects the distribution of
wealth among households. It reduces the demand for money and increases the productive capital

ratio. This can lead to faster economic growth.Economists believe that high interest rates can
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cause inflation and slow down the economic growth by reducing the real credit volume.
However, they noted that this effect is temporary and can only explain temporarily higher growth
rates. Financial repression is also an implicit tax that the government imposes on the financial
sector if it cannot collect enough tax revenue. The concept of financial restriction is considered
an unintended consequence of the low tax-raising power of governments’. It can be %th.al
to the financial sector if the government can impose excessive restrictions. The @%\quen‘[ can
also benefit from financial repression by using the various restrictions to‘%ﬂ savings to the
public sector. These include the requirement of a certain amount of Q@r@quirements and the

interest rate ceiling. The banking and credit sectors are general@ st choice for this purpose.

In 1973, Edward Shaw and Ronald McKinnon c;{&%(‘the financial repression theories
of John Tobin and John Keynes. They advoc the abolition of financial repression
measures. Their model focuses on the role o&ﬁcial intermediaries, investors, and savers. The
concept of financial repression is simila@ﬁ inside money model, which means that loans to
the private sector can be backe Qprivate sector's internal debt. As a result, the nominal
interest rate is fixed, which m §&at it doesn't affect the real rate. However, when inflation or a
decrease in the intere&%le.ads to a reduction in the savings rate, the value of the investment
will decrease. O@) e main arguments supporting the concept of financial repression is the
idea that I@gmership can be protected from inflation by increasing the demand for land. This
can ﬁ?d%higher prices for the property because the savings from bank accounts are no longer
a@tive. If financial repression occurs, the induced wealth effect can lead to a decline in
investment and consumption. However, if it occurs in the form of a nominal interest rate, the

value of the investment can increase. As a result, the policy prescription of Shaw and McKinnon

is to remove financial restrictions and reduce inflation. Although the two authors agree on the
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concept of financial repression, their theoretical approaches have different aspects. For instance,
while Shaw and McKinnon support the concept of financial repression, they do not distinguish
between investors and households. An investor must have a sufficient amount of financial assets
in order to invest later. Since investors are not allowed to borrow to finance their investments,
the McKinnon model is often regarded as an outside money model. The concept @&X}al
repression is similar to an inside money model, which means that loans to the & ector can
be backed by the private sector's internal debt. Financial intermediari ?% increase their
profitability by raising the returns that they offer to their depositors %y chn also lower their
real costs by implementing various measures such as risk dlv@lon, operational efficiency,
and liquidity preference. Although the two authors agree@ concept of financial repression,
their theoretical approaches have different aspects” nstance, while Shaw and McKinnon

support the concept of financial repressi &é@/ do not distinguish between investors and

households.

Following the debate betw% two authors, several studies have emerged that expand
the scope of the ﬁnan<:1a1 repression framework. Some of these models suggest that financial
repression can be effq regulated by national authorities through the fixing of the deposit
rate at the lowes@le level. The money demand is affected by the various factors that affect
the monet &pply, such as the nominal interest rate and inflation. Accelerating inflation
IOWGG money demand, which in turn reduces the supply of credit. According to the studies,
i@ interest rate is not set in a ceiling, the same effect can be observed when the required
reserve ratio is reduced. This effect increases the wedge between the deposit and loan rates. The

policy implications of this study are that lower reserve requirements can help boost the
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availability of credit. Lower reserve requirements can also increase the deposit rate ceiling. This

effect can boost the demand for deposits and the financial sector's profitability’?.

A number of authors have presented a model that suggests that financial intermediation
and economic growth are both endogenous’’. On the one side, financial institutions %H:St
information in order to improve their efficiency and profitability, while on the oth they
analyse the data to find the most profitable investment opportunities. In orda\ imize the

'\

efficiency of their funds, financial institutions channel them to the r%p uctive uses. An
between two types of

author proposed a model that allows financial agents to chogds
technologies: flexible and productive. The former allows t expand their horizons and
diversify their investments, while the latter is more spez\' and produces lower returns. The
rise of risk aversion and the lack of demand for«ertain products have led to the shift toward
technological flexibility. This is why ﬁnan& kets have allowed people to choose between
the two types of technologies. They can@t themselves from negative demand by holding a
diversified portfolio. The mode @ for multiple types of incentives to be created in the
financial markets. In the lowao-proderate equilibrium financial markets, people tend to choose
productive technologi@cﬁ limit the incentives to develop them. The economy is in a state of
underdevelopme@ to the lack of technological innovation. In order to stimulate the
developm@&ew technologies, financial markets are needed. This concept is then extended to

consider the multiple growth paths that are available in different countries.

Q A literature review proposes a learning-by-doing framework that takes into account the
various externalities of the financial sector and the real economy’®. The study aims to find out
how these factors affect the growth of the financial sector and the real economy. The framework

explains how the financial sector can channel savings to productive uses by analysing and
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reporting on investment opportunities. In turn, the expansion of the real economy leads to an
increase in the volume of savings. The two-way causality of the financial sector and the real
economy leads to multiple equilibriums. Insufficient financial development can cause poverty
traps. A study conducted under the auspices of the Schumpeterian model showed that
technological progress can be achieved through the use of cost-cutting innova@ﬁe
securities and financial markets can help entrepreneurs expand their operations a@iove their
productivity. They can also help them diversify their risk and m ‘%ﬂ expectations.
Financial systems can also help them evaluate their potential and d @s'}ategy to maximize
their profits. The better financial systems can also help inc %- likelihood of successful
innovation. However, distortions such as high reserve req&%%nts or deposit rate ceilings can

prevent the innovation rate from rising.

A number of studies are also exami{@he effects of government interventions on the
credit market and market failure. For II‘Q}G two scholars looked into the issue of financial
repression under the AK model o% genous growth. In their study, the authors noted that if
governments adopt ﬁnan<:1a repression policies, they can generate easy inflation’”®. When
financial repression 1& ented individuals carry a larger stock of money, which is the basis
for the inflation t@ a result, governments raise taxes on the financial sector to prevent people
from saV1 leads to a reduction in growth. A different approach was then developed to

‘%e effects of financial repression and market failure on the growth of the real
@)my77 An endogenous growth model was then used to study the effects of credit rationing

and growth on the real economy.

The concept of inclusive growth refers to the idea that the more opportunities a person

has, the more he or she can contribute to the development of the country. This is because the
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more effort a person puts into improving their situation, the more they can contribute to the
reduction of poverty. Although, high growth rates and the reduction of poverty can be achieved
only if the sources of growth are expanding and the share of the labour force is increasing,
inclusive growth can also be considered as an extension of the growth theory. It focuses on the
various factors that affect the development of a country, such as inequality, ed@gd
poverty. Despite the various advantages of inclusive growth, the results of em@)esting of
the models are still not very promising. Both the neoclassical and the grow ory emphasize
the importance of the various factors that affect the development of Q@ﬁy’% economy, such as
technological innovation and capital accumulation. The Va@eories that deal with the
concept of savings are commonly based on the assump%% they are equal to investments.
For instance, if an investment entity does not have nds, then its savings would be equal
to those taken out by the country. Due to tl&' tence of complex information and transaction

costs, the financial market can't functi@gp

contributes to the growth of the.e my. The increasing number of people with a good

erly. Human capital is also a major factor that

educational background can @\e productivity of the labour force and improve the quality of
services. Aside from @ng in education, it is also important that investors have a financial
system that supp@'r growth. The summary of the various theories and investigation on the

relationshi@een economic growth and financial system can be illustrated as’®:

> 1c%zelopmen‘[ of a financial system is regarded as a key factor that can influence the
Qrowth of the economy. Such that the increasing supply of financial services can lead to the
growth of the economy, and a poorly developed financial system can prevent the country

from achieving high economic growth rates. Particular emphasis is put on the ability of the
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banking system to create and direct money into productive and innovative projects, which

stimulates economic growth’’.

» The demand-following approach refers to the development of the financial system as a result

of economic growth. This process involves increasing the demand for financial servicqs.

» Development of the financial system is initiated by economic growth (dem owing
approach). This approach implies that economic growth leads to an inc gbdemand for

financial services, which leads to development of ﬁnancial&lﬂé s and financial

institutions®. &

» There is a two-way causal link between financial dev t and economic growth. This
relation indicates a return feedback between fina real sector.
» There is presence of a positive correl only a consequence of a random and

simultaneous positive or negative t@n financial and real sector. Meanwhile, the early

work on financial development @gh‘[ed the key role in economic development that could
be played by a financial %

2.4  Empirical R

The 11ten@190n the link among financial development, institutional quality and
econom thr has stimulated various empirical studies. The goal of these studies is to identify
the ;\;s

sion channel that influences the quality of institutions has on the growth of the

f@mal services and inclusive growth of developing countries.
2.4.1 Developed Economies Studies

There is a wide variety of empirical studies that examine the effects of financial
development on growth, but few studies that focus on the components of inclusive growth such
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as income inequality and poverty reduction. The literature on the role of financial markets in
growth has been heavily influenced by the work of Peter Schumpeter®?. According to the author,
financial markets play a vital role in helping investors make informed decisions and reducing the
risk of financial transactions. The author argues that the development of financial institutions can
contribute to the growth of the economy by increasing the capital accumulation and . %&yﬂle
cost of external finance. Other authors also believe that this can boost the econ@érowth by
making firms more profitable®>$43° According to the author, the high resé@quirement and
the interference in interest rate policies are some of the fac@@ﬁtﬁ contribute to the
underdevelopment of financial institutions®. In a study conduc 78, Law and Demetriades
looked into the relationship between economic grow@% financial development.?’. The
financial development has a significant impact o per capita in countries with sound

institutional framework. When they compare data for different countries, they found that the

financial system is more effective in mid@ me regions.

Through a series of stud@ World Bank and Global Findex examined the link
between financial inclusionﬁ\d%gonomic development in emerging and developed countries.
They found that wo@c.cess to credit cards and bank accounts has a positive effect on
development.®®, @ conducted on middle-income countries revealed that the relationship
between e@g&ic growth and financial development was strong. They used a panel-vector
autO@e 1ve model to analyze the relationship between the two®. It was also found that the
(@y of institutions was positively related to economic growth, but the causality depended on
the type of institutional quality. Through a study conducted on global Findex Data, researchers
were able to identify the factors that influence the quality of institutions in different countries.

They found that political stability, control of corruption, and transparency are some of the factors
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that influence financial inclusion in a study conducted on Eastern Indonesian, researchers
explored the link between economic growth and financial inclusion. They found that the positive
impact of economic growth on the level of financial inclusion was outweighed by the negative
impact of poverty. They used a dynamic panel auto-regression model to analyse the data®. A
second study conducted on the link between financial inclusion and institutional *0374;5
OIC countries revealed that the relationship between the two is strong. This stuc@«ﬁoted that
institutional quality can have a positive impact on financial inclusion®’. In‘t%‘i gly, the study
also found that institutional quality moderates financial inclusion a@@a%igniﬁcant positive

impact on financial development.

A study conducted using the structural model@gstment revealed how financing

constraints and financial sector development affect growth of firms. The author used this
method to analyse how different factors sy&%ﬁrm level data and financing constraints can
affect the efficiency of firms' investme@he results of the study revealed a negative link
between financial market devel p@and firms' responsiveness to investment. Other factors
such as the size of ﬁms@&\e legal environment were also studied to find possible
explanations. New st@ﬁducted in the U.S. indicated that technological advancements can
help boost theQ:)Qtry's economic growth by increasing the efficiency of financial
intermedia@&They also believe that the country's financial system can be more effective in
allo@'n apital and credit. According to the studies, the technological advancements in the

@:ial sector contributed to over 29% of the country's GDP growth during the period 1997 to

2004.

A subsequent study conducted on the effects of financial sector development on the

country's economy revealed that other factors such as the size of firms and the legal environment
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can also affect the country's growth®. The author of the study also noted that financial sector
development is a vital factor that can guide the country's long-run economic growth. A study
conducted by two researchers found that financial inclusion can improve the stability of banks by
reducing their funding costs and boosting their pricing power. The study analysed over 2,000
banks from 86 countries®>. The study found that financial inclusion can help s &Y»ﬂ.le
financial system of a country. It also noted that various policies and regulations@émper the
development of financial markets in other countries. For instance, certain r‘e@lons on foreign
investment can prevent the exploitation of these opportunities®®. A(@érﬁ study argued that
financial depth does not play a significant role in the long-run grewih) 0f the economy. Instead, it

is influenced by the regulation and supervision of ban@authors also stated that higher

levels of financial sector development may not be @for the economy”’.

The authors®® of this study condui[égtudy to investigate the effects of financial
inclusiveness on the growth of the econo@ 63 developing and developed countries from 2014
to 2017. They measured the level ancial inclusion in each country using a cross-sectional
threshold method. The study@ed that financial inclusiveness had a non-monotonic positive
effect on the growth @eéonomy. It showed that the higher level of financial inclusion was
associated with r economic growth rate.The study aims to motivate policymakers and
financial a@%ﬁes in various countries to step up their efforts in increasing financial inclusion®.
It al@i 1ghts the importance of institutional development and financial inclusion in achieving
s@nable economic growth. The results of the study suggest that the establishment of a healthy
financial system is very important for the development of an economy. The effects of bank-based

and market-based financial systems on the growth of various economies were studied from 1960

to 2002'%, The results indicated that the banking system in Japan, South Korea, and the US has
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more influence on economic development than those in Germany, France, and the UK.A survey
was conducted to find out why the relationship between the law and economic growth in China is
not highly correlated!®!. The authors found that the Chinese method of governing could be
effective. They also found that the asymmetric effects of financial development on the country's
economic growth can be accommodated using a three-regime threshold au kgs»i\:e
distributed lags (TARDL) method'”. The study noted that financial develop@lan boost
economic growth in Singapore and Australia, while it can negatively affect wth of Finland.
In the middle and lower regimes, financial development can also@e'eonomic growth in
Malaysia and Singapore. However, it can hamper growth in th, and Singapore. The dynamic
multipliers show the varying responses of different eo@%& growth regimes to shocks to
financial development. These are important beca y show the differences in the way
financial development occurs in different re s. Consequently, two scholars concluded that
financial development and institutions c@.\ e positively to economic growth. The study also
revealed that the intermediation ef] @ financial firms on the growth of the finance industry is
strong!®. The study was C% to examine the effects of financial development on the
growth of the emergin opean countries' economy from 1995 to 2016'%. The study found that
financial develo@ sitively affects the growth of the economy only in the short-run horizon.
It also dispfowes the notion of the finance-growth nexus, which suggests that financial
develofﬁ%& can have a negative effect on the economy until a certain point. The study also
ﬂ@at the non-linear effect of financial development on the growth of the economy is only

true for domestic credit.
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2.4.2 Empirical Evidence from Emerging and African Countries

Various studies have explored the link between financial development and economic
growth in emerging economies and African countries. Some of these studies have focused on the
A study conducted in Malaysia revealed that the correlation between financial development arld
real per capita income was strong'®. Another study conducted in the country al %ez a
positive relationship between the variables. They suggested that through financial WBeralization
the financial sector will be more vibrant and hence be more effective for hgﬁomic growth!06,
The results of Guru and Yadav study demonstrated that stro %u?ions and financial
deregulation are crucial determinants for financial sector dev t, though sound institutions
that ensure the rule of law have better impact on ﬁna@s ctor development than financial
deregulation'”’. A study conducted in Pakistan reye that the country's economic growth is

linked to the development of financial insti& This helps in reducing the risk and ensuring

the stability of the market!®, <\)

The study conducted byAw ?olars focused on the relationship between the quality of
financial institutions and, the\dévelopment of financial sectors in developing and developed
countries. It reveal %\i.gh-income countries have a stronger financial sector than low-
income count 'e@ Ithough, the study conducted in Pakistan focused on the relationship
between tlity of financial institutions and the country's economic performance, few
rese@ﬁhave actually looked into the issue. The findings of the study suggest that the
®onship between the two is strong and stable. The results of the study revealed that the link
between financial development and economic growth is not clear. However, it did not show a

causality between the two'!°. Another study conducted by an author analysed the effects of

financial and institutional quality on the country's economic performance from 1984 to 2008.
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The author argues that economic growth, financial development, and institutional quality are
interrelated. He utilizes Engle Granger (EG) techniques and claims that these three factors

exhibit a consistent long-term relationship.

Through a combination of the ordinary least square method and the generalized &n‘;ent

method, three scholars investigated the relationship between economic grow. inancial

development, and institutional quality. They found that the link between eN\fdctors is a

'\

substitution for bank-based financial development!!!. Although the evi&gﬁporﬁng the link
cK market indicators, it

between financial development and economic growth was found i
was not found in a study conducted by a group of economi ey found that there was a
negative relationship between financial sector developn@n economic growth in the United
Arab Emirates'!?. Using the Toda-Yomamoto a ric causality technique, a few authors
noted that there was a direct causal relat@p between financial sector development and
economic growth in selected European @}ﬁesm. The two researchers conducted a study to
analyse the effects of institution@ity and financial development on the growth of the
Organization for Economic ation and Development (OECD) countries from 2002 to 2014.
They found that thes@rs. significantly affect the country's economic growth!'!*. The study
revealed that t@blishment of strong financial institutions and the quality of their
institution@vture can boost the economic growth of developed countries. Through a linear
methed, “the researchers were able to analyse the effects of financial development and
@Jtional quality on the growth of selected countries in the Middle East and North Africa
(MENA)!'5, They found that these factors significantly affect the country's economic growth.
The findings of the study revealed that the quality of financial institutions can help mitigate the

effects of financial development on the country's economic growth.
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The researchers were able to use a panel GMM dynamic method to study the effects of
financial development and institutional quality on the growth of selected countries in the Middle
East and North Africa!'®. The findings indicate that the quality of institutions can help improve
the financial inclusion of low- and middle-income countries. The findings also suggest that

financial inclusion is associated with lower income inequality and poverty levels @Qted
countries. é)
A study was carried out on the effects of financial development t‘}%owth of the 125
%

ﬁ
stems will be the key

developing Asia countries'!”. It revealed that the efficiency of ﬁnaK
factor that will determine the success of the region's econo study found that financial
development has a positive effect on the growth of dev&@g Asia countries. It also noted that
the impact of the Asian financial crisis has weakeged since it started. The study also noted that
financial development can help sustain the& of developing Asia's economies during the
post-crisis period. It found that increa@he institutional quality of financial systems can
contribute to the development of a prosperous South Asia!'®, The study noted that various
factors such as demograp aracteristics, income per capita, and legal regulation are
positively associated Qhéﬁn;mcial inclusion. It also noted that financial inclusion is associated
with reducing povemy in developing Asian countries!'®. Using the Ordinary Least Square
regression@elyse the effects of financial development on China’s economic growth, some
aut nd that it has a negative effect on the tertiary industry'?°. A separate study conducted
c@: financial development of 15 emerging and growth-oriented economies revealed that it has
no significant effect on the secondary and primary industries'?!. The results of the study

indicated that a well-functioning institutional framework can help minimize the effects of ethnic

fragmentation on financial development. They also found that the positive interactions between
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various factors such as national culture and economic growth can contribute to the development
of financial markets. The role of financial development and institutional quality in green growth
in South Asian economies has been studied'??. This study aims to analyse the long-run co-
integration between these factors. It shows that financial developments and green growth have a
significant effect on the country’s overall economic growth. The findings of the ful Eze.d

ordinary least squares (FMOLS) and dynamic ordinary least squares (DOLS@B\ that the

quality of financial and institutional development is a vital factor that can%\

economy's long-term growth. @ "

Some authors explored the link between the qu financial institutions and

oost the green

development in emerging and developing countries by@) ing GMM methodology'?}. They
found that good institutions are needed to maintai ical stability and control corruption. The
control of corruption index is helping develg@ountﬂes improve their financial performance.
It also shows that most of the countr@ve already reduced their corruption levels. The
importance of good institutions is @ﬁn factor that contributes to financial development, and
it also stimulates the flow Of fof€ign direct investment into emerging economies. A positive
impact of the enviro@ofl the inflow of FDI was also reported for the country's financial
sector. Other stu@.)go examined the linkages between macroeconomic stability and financial
inclusion i@%rontier and emerging economies from 2008 to 2015'?*. The author states that
ﬁna@l inclusion can help developing countries maintain their stable output and inflation rates.

also improve their financial stability by increasing the number of bank branches.

)

Researchers conducted a study to analyse the role of institutional quality in the development of
South Asian countries!?. They found that financial development leads to higher greenhouse gas

emissions. The study also noted that the use of financial development for capital gains has
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negated the need for improving production technology. The study found that institutional quality
can help minimize the negative effects of financial development on the environment. It also
suggested that efforts to improve the quality of public institutions could help promote sustainable

development in the region.

Other multitude of the empirical studies had examined the relationship am 01a1
development, institutional quality and economic growth. For instance, Adusm@fe‘ FMOLS
method to study the relationship between Ghana's economy and figanct developmen‘[126
Despite the authors' claims that financial development negatively a e onomlc growth, other
authors have also examined the relationship between financi lopment and various other
factors such as institutional quality and growth. The @\ of the review of the literature
suggest that the relationship between economic gr and financial development cannot be
explained across different countries due to }@ying policies and institutions in each region.
According to a study conducted by an @ the effects of finance on economic growth were
only positive after a certain level o opment has been achieved!?’. The study was conducted
on 85 countries from 1980 t0 %Consplcuously, the study revealed that the quality of formal
institutions such as @e of law, government effectiveness, and corruption are important
factors that in @e link between financial development and the overall economy. It also
conducted@(%ylwty analyses to explore the direction of causality between financial
dev@ and real output in 24 sub-Saharan African countries. The study revealed that the
@etween real output and financial sector development is unidirectional. It also explored the
role of institutional quality in the growth of the economy in 24 African countries. Some of the

authors also looked into the correlation between economic freedom and the quality of

government in these countries'?®
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The study, which was conducted in 48 African countries, explored the link between
financial development and inclusive growth'?. It used a dynamic panel technique to analyse the
various factors that influence the link between financial development and the overall economy.
The findings of this study suggest that the establishment of an effective regulatory framework for
financial market participants is needed to ensure that they are inclusive of their oper@}?ﬁl‘is
would help prevent financial development from negatively affecting the cou@économic
growth. The study found that there is a short-run positive relationship betwe‘e%@ ey supply and
economic growth, government expenditure and private investment, Qﬂ@l&leposits. However,
it also found a negative relationship between these two. In th %1, all indicators show that
financial development positively impacts economic w&&” The study revealed that the
financial development indicators have a positive long- impact on economic growth. A study
conducted in 2010 revealed that financial devefepment has no significant effect on the growth of
the economies of 21 African countries@e study also looked into the effects of financial
development and macroeconomic @m the growth of African economies. It found that these
two factors did not have a s@)ﬂt impact on the development of the continent’s economies.
The authors of a study, ucted on the effects of institutional quality on the financial inclusion
in 51 African coQ nalysed the factors that affect this achievement!*2, They found that the
quality of institgtions can increase the number of people who are able to access financial services
usin@@generalimd method of moments (sys-GMM) technique. Recently, some authors

D

and contended that institutions have a decisive impact on the finance effect on economic growth

amined the impact of institutional quality on the success of financial development policy

and development. The findings emphasize the impact of institutions and a favourable legal on

institutional environment for the formation of a foundation for healthy financial development!*3,
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Also, the authors of this study explored the relationship between the measures of institutional
quality and financial inclusion in selected sub-Saharan African countries'3*. They found that the
institutional context in these regions is not the sole factor that influences financial inclusion.

?».

For Nigeria, two authors examined the nexus between stock market dev; t and

2.4.3 Empirical Studies from Nigeria

economic growth and confirmed negative impact of stock market develo economic
growth!¥. Likewise, some authors examined the direction of causalit}&we financial sector
development and economic growth in Nigeria'*¢. The findings &he study revealed that
financial sector development granger causes economic gr igeria. Nevertheless, some

authors explored bound testing technique to ascertain & -run relationship between financial

sector development and economic growth fo& Y The outcome from the study revealed
th

short-run gains at the expense of long-run coupled with various exogenous factors could
have precipitated economic fluctuati gﬁigeriam. Using Toda-Yamamoto non-causality test,
three authors confirmed a b1d causal relationship between inclusive finance and the
interaction of institutiongl qu and financial inclusion in Nigeria!3®. Another recent study
employed asymmet % gratlon technique to ascertain that there is a long-run relationship
among institutio uahty, financial development and inclusive growth in Nigeria. The findings
from th also found that adjustments process to equilibrium for institutional quality;
fin %elopment and inclusive growth were asymmetric in Nigeria'®. Another group of
re@rchers examined impact of financial development on inclusive growth in Nigeria using an
ARDL bound technique. The findings from the study revealed that short-run gains at the expense

of long-run growth coupled with various exogenous factors could have precipitated economic

fluctuations in Nigeria.
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A study investigates the links between financial development and service sector’s output
in Nigeria for a period of 1981 and 2019'%. The study adopted the Auto-Regressive Distributed
Lag (ARDL) test approach to estimate the long and short run impact of market capitalization,
monetization ratio, and domestic credit to the private sector to GDP on service sector output
growth. The findings show that service sector output positively and significantly \ggs»;o
changes in market capitalization and monetization ratio in Nigeria. On the contr@édit to the

private sector has an indirect and insignificant effect on service sector perfof%s .

ﬁ
Three authors estimate the existence of the FDI-led eco@owth hypothesis by

reexamining the connection among financial developmen %Iabour force participation,
investment, and output growth of Nigeria using a time SK afa spanning from 1970 to 2018'4!,
The estimators used are the novel and recent ayer and Hanck in 2013 combined
cointegration test in conjunction with Pesagi’s&éRDL bounds and Toda-Yamamoto Granger
causality. The findings revealed a long r@tionship among the variables. Empirical estimates
showed that banking sector deve@t has a significant relationship with economic output.
Also, FDI impacted the rea growth, implying that FDI acts as a key factor influencing

economic growth. T@gﬁed that financial development and FDI are key predictors of

sustainable grow@e Nigerian economy.

VAR framework, a study examined the response of economic growth to
cha i

deposit money bank assets, ratio of liquid liabilities and private sector credit of
depesit money banks, all as a ratio of GDP in Nigeria for the period of 1981-2014!*2, Findings
show that real economic growth and the three indicators of financial development have no less
than one common stochastic trend that dive their relationship. The VECM granger causality test

revealed that there is a long run one-way causal relationship from output growth to liquid
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liability and deposit money bank assets. However, the influence of deposit money bank assets on
real GDP per capita shows little significant in the long run. As for private sector credit of deposit

money banks, it has a bi-causal relationship with economic growth at the long run.

A study examines the links among investment, financial development, and output growth

143

in Nigeria'®. It also examines the role of investment in financial development \ow it

influences economic growth in Nigeria. Batteries of estimators employed fx@f‘ the links

among the variables are the standard VAR framework of Johansen, Inoye inN999 cointegration

ﬁ
framework with endogenous structural break model and Johansen ej\'n 000 cointegration test

with exogenous structural breaks. Finding shows that there @%ng run relationship among
investment, financial development and output grow@[e taking into consideration the
structural breaks in the series. It means that account or structural breaks in series cannot be
overemphasized in order to avoid biased est}@and misleading policy outcomes. Thus, it was

established that investment act a chaan}ough financial development influences economic

@ct of financial development indicators on the performance of

A study investigatgs
manufacturing sectgﬁeriam. Employing the Vector Error Correction Model, the results
e

growth.

reveal that t Q_)'s no causal relationship between financial development series and
manufac &tput growth. As regards the variance decomposition estimator, shocks of the
ﬁna@‘ﬁevelopment indicators significantly affect manufacturing output growth at different
hotyzons. Furthermore, a research work understudied the links between financial development
and economic growth in Nigeria'%. The findings show that there is a significant long run link

between financial development and economic growth in Nigeria except banking sector metric
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which was found to have an insignificant relationship. Thus, other financial development series

stimulate output growth.
2.5  Summary of Gaps in Literature Reviewed

The review of the extant literature reveals a seeming question on the relationship bagyeen
sound institutions, financial sector development and economic growth. The literat@ws that
well-functioning institutions and vibrant financial sector play key roles economic
growth. However, through the review of the relevant literature, it is %ﬂg that despite the
importance of these two variables on growth, only few systemati (%gs have been carried out
on institutions, the financial sector development and inclusiy. using Nigeria as case study.
Therefore, this study sought to fill this gap by lookin @ impact of the interaction between
institutional quality and well-functioning financial\se¢tor on the economic growth of Nigeria.
Besides, for several studies on the relaj?& hip” among financial development, institutional

quality and economic growth, the %@s have been mixed and inconclusive with limited

focus on inclusive growth, %Y»
Q«N
&Q
%Q
QQ
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Chapter Three
Methodology

This chapter presents the methodological analysis of this research study. It begins with
the theoretical framework used to establish the links among financial sector deve owgnt,

institutional quality and inclusive growth. Afterward, it discusses the model speci% hich

measurements and sources, and estimation procedures to analyse the st% objectives.
ﬁ

3.1  Theoretical Framework %&

Based on the fact that the concept of inclusive gq%)s relatively new!, it is therefore
hard to identify theories that propose the way the s ariables (financial development and
institutional quality) influence inclusive gr(m% so, the analysis of factors determining
inclusive growth is a new phenomenon @ lacks a well-established modeling framework?.
The study therefore resorts to the a@tion of analytical framework* developed for inclusive
growth as well as infusing t C%X?explanation on the expected relationship between the key
variables (financial develgpment and institutional quality) and economic growth. Afterward, the

study extrapolate@a'!sociation to exist among the variables and inclusive growth.

This resear@(&dy hinges on Anand, Mishra and Peiris’s inclusive growth framework which lay
emphasi the pace and distribution of economic growth*. Thus, for an economy to effectively
a@ iciently sustain its economic growth in reducing poverty, such growth needs to be
inclusive®®. Inclusiveness entails fairness, equality of opportunity, equity, market protection and
transitions of employment which is a vital ingredient of any successful growth strategy’. The

Anand, Mishra and Peiris’s (AMP) inclusive growth framework integrate equity and growth by
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using a utilitarian social welfare function drawn from consumer choice literature, as inclusive
growth relies on two factors: (a) income growth; and (b) income distribution. Following the
theory of consumer where the indifference curves represent changes in aggregate demand over
time, the AMP inclusive growth framework decomposes income and substitution effect into
growth and distributional components. The framework outlined two underlying p %of
social welfare function to capture the following features: (a) it is increasing in (it ment (to
capture the dimension of growth); and (b) it suits the transfer property i.é%i come transfer

from poor people to rich people curtails the function value (whic@@m@ the distributional

dimension). %’: )

The AMP inclusive growth framework was based o& concept of concentration curve.
Concentration curve is a generalized Lorenz curvg us¢d to analyze the relationships among the
distributions of different economic variables’: owing previous studies®, the AMP inclusive

growth framework defines a generalized@ntration curve known as the social mobility curve

RN
Scz(yl’yf;yz yﬁ\yzn +ynj G.0)
N

The number Q(y)viduals in the population with income yi, y2,..., yn is defined as n; yi

as:

indicate ; oorest person, while yn represents the richest being®. Thus, the generalized

con ation curve mainly indicates the cumulative distribution of a social mobility vector

S ;yl , Vs V34V, ) With an essential function W =W (y,,»,,;,....y,) that satisfies the two

earlier stated properties to capture growth and distribution dimensions. Given that S affirms the

transfer property; a higher income distribution will constantly have a greater generalized
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concentration curve. Likewise, as it argues that social welfare function is increasing; high

income will as well have a greater generalized concentration curve.
A

»

Income per capita (y)

©

A g M
A J R

0 Cumulative share of i=100 (when the entire populatiron
Population, 0 <i> 100 is covered)

Figure 3.1: Social mobility curve
Source:Anand, Mishraand Peiris (2013).

L X7

Further, to be more adapt bweconometric analysis, the generalized concentration curve was
Q?e{;% .Thus, the populace is organized in an ascending order of their
el.

stated in continuou
respective insﬁﬁgr ; For example, y, denotes the mean income of the bottom 7 percent of the

populati %iffers from 0 to 100), and y is the average income. Plotting y, on difference

\Y f i, the chart (curve AB) is presented in Figure 3.1. Plot AB denotes the earlier explained
social mobility curve. Given that a greater curve denotes higher social mobility, growth is
therefore inclusive when the social mobility curve shifts upward at all points. Two different
degrees* of inclusive growth may exist depending on: (a) how much the curve shifts upward

(growth); and (b) how the distribution of income changes (equity). This social mobility curve’s
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characteristic forms the root of the integrated framework of inclusive growth. Also, Figure 3.1

shows two social mobility curves with the same mean income ( y ) although different scales of

growth inclusiveness (i.e. varying distribution of income). Curve AiB is more inclusive than

curve AB, since the mean income of the bottom part of the society is greater.

The AMP inclusive growth framework employs a simple form of the social mobj ction
through the computation of an index from the area under the social mobiE' upve so as to

capture the magnitude of income distribution changes. The index is statw&:

S
S

The higher the income, the higher the y* . Meanwhile % , if people’s income is the same

'\

—

00 _
viox[ i (3.2)

(i.e. distribution of income is completely equitab n y is higher than y”, it means that the

income distribution is inequitable. Therefe&é@e departure of y* from y is a sign of unequal

income distribution. The VariationQroposed as income equity index® and mathematically

derived as: %z

o=2 S (3.3)
D

For a societ t is completely equitable, @ =1. It therefore indicates that as @ moves closer to

one (a g%er value), it means higher income equality. Reorganizing equation (3.3), it is:

O

@ *J (3.4)

For an economy to witness inclusive growth, it needs an increasing y* and this can be attained
by: (a) arise in y i.e. increasing average income via growth; (b) a rise in equity index of income

(@) by improving equity; or (¢) the combination of increasing y and @ i.e. a mix of (a) and (b).
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Taking the total differential of equation (3.4), we have:
&y =oxdy+doxy (3.5)

Where dy” is changes in the degree of inclusive growth; dy denotes the extent of changes in

income growth; d@ is the rate of changes in income equality. If dy” >0, growth is Kksﬁr.e
The signs are further explained as follows: if dy >0, dw >0, growth is unambig@)mclusive;
if dy>0, dw<0, higher per capita income at the expense of equity; if df% dw >0, equity
objective is achieved at the cost of average income contraction; and@ ? dw <0, growth in

non-inclusive. §

This study therefore assumes that financial develop &sure inclusive growth through the

output production channel. Following the argu of the endogenous growth theory, financial

development causes economic growth. @nancial development is vital in enhancing

inclusive economic growth and pros so0, the financial industry efficiently mobilizes and

distributes resources to high-yi l% investments, boosting economic growth’. Furthermore,
literature has argued that hNtionship between financial development and income growth is
contingent upon t@% :)f institutional qualities that an economy creates or fails to
achieve!®1112, loying the AK model to explain the links between financial development and
output &conditional on the level of institutional quality, this study first incorporates

ﬁna@l evelopment into the Cobb-Douglas production as an input factor. This is stated as:

&’(AK ,L,FD),where Y, K, L, A, and FD are output, capital, labour, knowledge(technology)

and financial development respectively. The model is further stated as:

Y=(AK"FDﬁL(H"ﬂ)) where a,>0; a+p<1 (3.6)
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The output, capital, total productivity factor, labour, and environmental factors are represented
by Y, K, A, L, and E respectively. As regards institutions, it influences income growth via the
total factor productivity. According to past studies, under the total factor productivity channel,
disparities in institutional settings of nations may perhaps lead to discrepancies in their
productive capability!’. Thus, a country with good finances may be short of gr At%\?»ﬂ;e
institutional framework is weak and also unsuccessful in supporting efficient @a’llocation.
The pathway of institutions via total factor productivity to income growth i§%@ as: A= A,e"

'\
(technology as a function of institutions). Q

The study substitutes the total productivity factor into equat@é and also obtains the natural

logarithm to derive: $
lnYaan+ﬂlnFD+lnAe’q+(1aﬂ)l@ (3.7)
In mathematically structure, equation (S.Qig&}ciﬁed as:

y=¢,+ak+ pfd +elb +ig @te: lne=1,ln4d=¢,,1-a-p)=¢] (3.8)

As the study previous I&Mﬁnancial development influences growth inclusiveness via the

income growth ch with the assumption of equal wealth distribution, equation (3.8) is
substituted ir&@ion (3.6) to get:

yr= ¢,@ﬁfd +@lb + iq (3.9)
@ariables are the same as earlier specified and ¥* depict inclusive growth =Y, - Y, i.e.
log-differencing y* . Based on the functional form of equation (3.9) in mathematical form
including the disturbance term and time specific effect, it is therefore specified as:

incg, =@, + ok, + pfd, + ¢lb, + biq, + 1, (3.10)
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In the above theoretical equation, it shows that financial sector development factors can either be
direct or indirect on inclusive growth based on the level of income growth and wealth
distribution which is driven by a country’s institutional framework. For an adverse consequence,
it implies that inadequate financial resources or low access of financial resources to the poor
coupled with weak institutional quality causes drag to growth inclusiveness. Howev@;n
be growth inclusiveness in an economy if quality institutions envisaged in st@i}ug output
growth exceed the drags exerted by inadequate or low access to ﬁnancia@rces. This has
been the case of many developed countries at which their queyl@st'i\tutions have been
t

employed to ensure financial sector development improve incl@ wth.
3.2 Model Specification A\QQ)

The empirical models designed for this rese& t are specified based on the specified

research objectives in chapter one. \'\&
c;‘

3.2.1 Empirical Model of Financi or Development and Inclusive Growth

Based on the theoretical fr@? developed in first section of this chapter and the past

studies>**%14 " the empicical. model designed to show the links between financial sector

development and @l ¢ growth is stated as follows:

incg, = w@ +@,fd, + @b, +Dctv, +v, (3.11)

Whincg is inclusive growth; & denotes capital investment; fd represents financial sector
development which is a column vector of domestic credit to private sector by banks to GDP,
broad money supply to GDP, and bank lending-deposit spread; and /b is labour force
participation rate. Other control variables (cfv) in a row vector form are: trade openness

measured by total trade to GDP (fopen); and unstable price proxy by annual growth of consumer
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price index (inf); and exchange rate (exr). The stochastic term is represented by v; ¢ denotes time;

and @,,@, ,,P are parameters.

3.2.2 Empirical Model of the Minimum Financial Sector Development Threshold that

Stimulate Inclusive Growth A\?».

Following the empirical equation (3.11), the model is re-specified to capture @ﬁimum

threshold at which financial sector development stimulates inclusive growti\It"is stated as

follows: (6 N
incg, =9, + 9k, +9,fd, + 9, fd? + 9,Ib, + ctv, + &, :%

Where: incg is inclusive growth; k& denotes capital i@e t; fd represents financial sector

(3.12)

development which is a column vector of domestic it to private sector by banks to GDP,

broad money supply to GDP, and bank leg@veposit spread; fd’ is the square of financial
sector development; and /b is labour fo@rticipation rate. Other control variables (ctv) in a
row vector form are: trade open@easured by total trade to GDP (fopen); unstable price

proxy by annual growth of &apsurer price index (inf); and exchange rate (exr). The stochastic

term is represented b@dénotes time; ¢, is constant; and 9,_,,I1 are the coefficients of the

variables. &Q)Q

incg, = %th +&, fd, + 9, fd} + 3,0b, + Tctv, + ¢, (3.13)
e minimum financial sector development threshold that stimulates inclusive growth is

calculated by taking the partial derivate of inclusive growth with respect to financial

development variables, which is dented as:

d(incg,)

= 2 (3.14)
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Afterwards, financial development is factored out after equating the derivative to zero. It is

specified as:

9
g =2 3.15
s 29, (3.15)

3.2.3 Empirical Model of Institutional Quality and Inclusive Growth %%,\;

Following the theoretical framework in section 3.1 and the past empirical; jek>348.14  the

model developed to establish the relationship between institutional qu%an inclusive growth

'\
is specified as: &

incg, =n, +mk, +m,iq, +m,lb, +¥ctv, +e, @t (3.16)

Where: incg is inclusive growth; k denotes capital 1 ent; ig represents institutional quality
which is a column vector of political risk fa of government stability, control of corruption,
law and order and bureaucracy quality;@b is labour force participation rate. Other control
variables (ctv) in a row vector fo %rade openness measured by total trade to GDP (topen);

unstable price proxy by anv\@dwth of consumer price index (inf); and exchange rate (exr).

The stochastic term is efited by e; ¢ denotes time; and 7,7, ;,'V¥ are the parameters.

3.24 Empi:i(%del of Institutional Quality, Financial Sector Development and
®

B the theoretical exposition extensive discussed in section 3.1, the empirical model that
est;l

Growth

ishes the relationship between financial sector development, institutional quality and
inclusive growth as well as the term interacting institutions with financial sector development is

stated as follows:
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incg, = Py + pik, + po fd, + psiq, + p,igx fd), + pslb, +Qctv, +v, (3.17)

Where: incg is inclusive growth; k& denotes capital investment; fd represents financial sector
development which is a column vector of domestic credit to private sector by banks to GDP,
broad money supply to GDP, and bank lending-deposit spread; ig denotes institutional %a\lity
which is a column vector of political risk factor of government stability, control tion,

law and order and bureaucracy quality; and /b is labour force participatio@[ er control
I

to GDP (topen);
'\

variables (ctv) in a row vector form are: trade openness measured by t% a
d exchange rate (exr).

unstable price proxy by annual growth of consumer price index ﬁ{égﬂ

The stochastic term is represented by v ; ¢ denotes timew@%&mstant; and p, 5,Q are the

coefficients of the variables. \

The net effect of the interactive variable in equ%l 717) is calculated as:

dlincg,)

| <
o) =P+ P4iq QQJ (3.18)

This reveals the net impact @Acial sector development on inclusive growth at the average

value of institutional ify. ¥t equally denotes the financial elasticity of inclusive growth at the

mean value of @ ns. Afterwards, the interaction of institutional quality and financial

development on, inclusive growth are conditional on the parameters: p, and p, in equation

(3.1% us, if the net effect value is negative, it means that institutional quality and financial
e

S velopment are substitute, while complement if the net effect value is positive. Similarly,

it suggests that financial development has a favourable impact on inclusive growth, and the
quality of institutions improves and supplements the direct impact if p, >0 and p, >0. Also,

financial development contributes positively to inclusive growth, but the quality of institutional
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settings acts as a drag, leaking out the beneficial impact if p, >0 and p, <0. Meanwhile,
financial development has a detrimental influence on inclusive growth at the same time as

institutional quality mitigates and minimizes the negative impact if p, <0 and p, > 0. However,

the perspective changes when p, <0 and p, <0 which implies that financial develOgnt
harms inclusive growth, likewise, institutions degenerate or magnify the adverse ir@%ﬁesides,
p, and p, in equation (3.18) have different signs as they indicate thé ing point of

institutional quality beyond which financial development is motivated t6have a robust impact on

inclusive growth. %\

3.3  Theoretical Expectation of the Explanatory Va@)

In this section, the study highlights the theoretical éxpectation of the links between institutional
quality, financial sector development, and @Ve growth. For inclusive growth model, an
improvement in financial sector develop@s expected to enhance inclusive growth. This is so
as financial market provides adeq @\d easy access to financial resources mostly to the less
privileged people in a way &ﬁenerates an income growth that is inclusive. Also, financial
sector development e@gthat an excess fund that will be available for domestic use by the
credit providers @)leure growth inclusiveness. Likewise, a direct relationship is expected
between ir@&pnal quality and growth inclusiveness. It denotes that an economy with quality
insti@i alMframework would ensure that output growth promotes the welfare of the poor people.
l@so, capital investment is expected to have positive relationship with inclusive growth. As
capital investment increases, there are higher chances of more commodities available to people

living in the economy thus improving income and growth inclusiveness. As regards labour force
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participation rate, it equally creates the chances of increasing national income which will spur

inclusive growth.

With respect to the control variables, trade openness is expected to have a direct relationship
with inclusive growth. This is because as the trade between countries improves, more income is
expected to be more inclusive in such country. Concerning inflation and interest &re
expected to have a negative relationship with inclusive growth. A country e@ ing stable
price has higher chances of high inclusive growth. Likewise, stable exc nge‘s;gte is expected to
ﬁ
u

spur investment which will not only increase output but also enhano& Jusive growth.
3.4  Data Sources and Measurement of Variables ®'

The data were sourced from the International X;y Fund (IMF) statistical database,
International Country Risk Guide (ICRG) compile the Political Risk Services and the World
Bank Development Indicators (WDI) <§t§pg from 1984 to 2020, which are primarily
secondary. Exogenous variables to @ﬁve growth process are included in the study. The

major variables of interest are @ development, inclusive growth, and institutional quality.

Inclusive Growth: It a%sures the pace and distribution of output growth as well as its
employment crea '(@Qm economy. The measurement is in line with the absolute definition of
pro-poor gr@ ince inclusive growth is perceived from a multifaceted viewpoint of
emplo ; output pace and growth distribution, three indicators used as factors of inclusive

or this study are per capita income growth, income inequality and unemployment rate. A
principal component analysis was adopted by this research study to generate inclusive growth
measure based on the three indicators. The estimation method was employed based on its
inherent characteristic as an approach to lessen the dimensions of a series that contained a large

set of variables mostly unrelated, albeit keeping an improved percentage of the variability in the

77



dataset'>. The PCA method is therefore utilized to compress the three selected indicators chosen
from the framework of AMP inclusive growth to produce a variable with corresponding data,
and it is denoted as “inclusive growth”.

Financial Development: Since this study examines how the financial system can turn liqqu and

brief savings into illiquid and lengthy investments that promote capital ac:cu&6 omw, the

financial market plays a vital function in channeling investment funds to i“‘%@

literature established several measures to measure financial growth, s&as omestic credit to

alue. The
N
the private sector measured as private-sector domestic credit by b ercentage of GDP), and
liquid liabilities (as percentage of GDP). Broad money bei for liquid liabilities is the
most comprehensive concept of financial interme 5&1, encompassing three financial
institutions: the central bank, deposit money banksg, other financial institutions. The World
Bank considers the depth of financial grow@clude all two financial development indices.
Bank lending-deposit spread is calculate@}ubtracting the disparities between the lending rate
and the deposit rate, is used to %& the efficiency of financial development. The variables

were sourced from the Worl lopment Indicators (WDI). All these are put together to form

indices that measure @bfdevelopmen‘t.

Institutional({ ity: Institutions are important in defining game rules for society because they
provide | 'and informal restrictions on the interactions between political, social, and
ecogstems. As a result, good institutions are thought to create incentives that reduce
@tainty and encourage productivity, resulting in improved financial results. Strong
institutions form the overall conditions for investment and growth and are seen as supporting a
country’s economic development (i.e., private property rights protection, the rule of law

operation, low level of corruption, and private interaction rather than small elite protection)'®.
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The role of institutions in economic growth has been demonstrated in both theoretical and
empirical studies. A simple weighted average of the institutional quality indices is political risk

factor of government stability, control of corruption, law and order and bureaucracy quality.

Other main factors of inclusive growth in this study are capital stock and labour_force

participation rate. Capital investment, which is proxy by gross fixed capital f@ and
m

employed to capture how much investment in human capital is made by t@ ment to

.\

increase aggregate output, which subsequently leads to inclusive  growth. Labour force
% it is the ratio of the

participation rate depicts the estimate of a country’s active workfafc
labour force to the total working-age population. Other ¢ riables are trade openness
measured by total trade to GDP, unstable price proxy b@ growth of consumer price index

and exchange rate measured by Naira value to a ar. Table 3.1 presents a summary of the
variable sources and measurements. (6
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Table 3.1: Data Description, Measurement, and Sources

Variables Signs  Description Data Sources
. A Principal Component Analysis of income
Inclusive growth incg . Index
growth, equality and employment.
It captures domestic credit to private sector
‘ ‘ World Development
Financial development fd by banks to GDP, broad money supply to ] .
_ _ Indicato
GDP, and lending-deposit spread. %,
Political risk factor of government stability, [ t@ﬁal
Institutional quality iq control of corruption, law and order and :%ﬁtry Risk Guide
bureaucracy quality (average value) ,gI RG)
o . . & World Development
Capital investment k Gross fixed capital formation to G \ .
Indicators (2020)
Labour force " The ratio of the labour force{&g otal World Development
participation rate working-age population Indicator (2020)
World Development
Trade openness topen  Total trade to G .
Indicator (2020)
‘ \S o World Development
Unstable price inf  Annual gr% f consumer price index ‘
Q Indicator (2020)
World Development
Exchange rate exr al exchange rate )
\ ) Indicator (2020)

Source: Author’s Compilatiops (2022).
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3.5 Estimation Techniques

This study uses the following econometric procedure to capture economic analysis of
institutional quality, financial development, and inclusive growth in Nigeria. First, a pre-
estimation assessment was conducted using descriptive statistics that aid in describing and
summarizing the data properties in a meaningful way and determining the exten %&he

data are typically distributed!’. Afterwards, the augmented Dickey-Fuller (AD@ ip-Perron

'\

(PP), Kwiatkowski Phillips Schmidt Shin (KPSS) and unit root appr% ere employed to
essive distribution lag

ascertain the preliminary properties of the data set. After that, the aq@g
(ARDL) bound co-integration test was conducted to ascertaigﬁ g-run relationship between
e autoregressive distribution lag

the variables for have combinations of I(0) and I(1) Varb@

(ARDL) proposed by Pesaran, Shin and Smith'8. Jhe generalized ARDL (p, q, ..., q) model is

specified as: é
Y=o+ 30, +ZBX +Z§\% , (3.19)
i=1

Where: Y denotes mChiK th X represents the column vector of the main explanatory
variables i.e. 1ndlce indncial development and institutional quality which are allowed to be
solely 1(0) or J( co -integrated; Z is the row vector of control variables i.e. labour, capital,

trade, in ‘ nd exchange rate; 7, B and W are coefficients; @, is constant; p, g are

optitnaNlag order t is time; and u represents the stochastic disturbance term with zero mean. To
estghsh the long run relationship, equation (3.19) is estimated by utilizing the ARDL error

correction representation, which is specified as follow:

p-1 q-1 gq-1
AY, =@, +@ Y, + DX, +OZ,_ + > aAY,  + D TLAX,  + D QAZ,  +e, (3.20)

i=1 i=1 i=1
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p
The difference operator is denoted by A ; while the speed of adjustment coefficient is I—Zzy .
Jj=1

The short-run dynamic parameters of the model’s adjustment to long run equilibrium are a,, I1

and Q. It is also indicated in the above equation relies on its lag length, equilibrium disturbance
term, and differenced independent variables. However, for variables that have thej N?%:)t
results stationary at first differences and the existing cointegration among the Va@)ﬂsing the
Johansen cointegration test approach, the appropriate test used was the Vé@hor correction

model (VECM) approach. In a VECM form, the equation is written 3@6 i

k :
AZ, = Ay +NZ,_ + D TAZ,_ +u ® (3.21)
i=1 Q
Where: Ais the difference operator, Z ,isan b@ensional vector of non-stationary I(1)

endogenous variables of the model, 4, is 6@ 1 dimensional vector of constant; IT is the

N

long-run matrix that determines the besof co-integrating vectors that consists of parameters

representing the speed of adi@ towards long-run equilibrium and long-run parameter

respectively; T is the Ve‘&}y&rameters that represents the short term relationship; and x, is
k-dimensional Vect@ae stochastic error term normally distributed with white noise properties

N(0,57).
Q
QQ%
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Table 3.2: Principal Component Analysis for Inclusive Growth

Inclusive Growth Index

Principal Component Matrix . Cumulative Eigen
Proportion .

Components  Growth Equality Employment Proportion  value

First PC 0.2799 0.6585 -0.6986 0.5089 0.5089 1.5268 |

Second PC 0.9373 -0.3448 0.0506 0.3259 0.8348

Third PC 0.2075 0.6690 0.7137 0.1652 1. OOOKQ.} 4955
Financial Development Index 4

Component Matrix Y A

Principal - - Prono mulative  Eigen

Components Domes.tlc Broad Lel.ldmg- p Proportion  value
Credit Money Deposit Spread , ,\‘QY )

FirstPC 0.6439  0.6652 0.3780 @6567 0.6567  1.9702

Second PC -0.3377 -0.1962 0.920 0.2819 0.9386 0.8457

Third PC 0.6866 -0.7204 0%8 0.0614 1.0000 0.1841

,«\

Note: PC - principal component.
Source: Author’s computation (2022).

3.5.1 Construction of Inclu@wth Using Principal Component Analysis

This study uses the prig€ipal eomponent analysis (PCA) to construct composite inclusive growth
and financial dev@ t index. The indicators of inclusive growth considered for this study are
income gro income equality and employment while the indices of financial development are
domesﬁ%e it to private sector by banks, broad money supply and interest rate spread (see
@2). This estimator is employed to lessen extremely correlated series into small units of
unrelated series known as “Principal Components” despite the fact that the original information
in the datasets is retained. Also, the method has greater chances of keeping away from extreme
correlation among the various measures of inclusive growth. According to a study, “principal

component analysis is a gauge reduction process used to analyze observed series/variables that
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would give rise to a relatively small number of interpretable components (variables group) that

make up most of the dispersion in a set of observed variables™!°.

Using the criterion of Kaiser and Jolliffe to hold on to the common factors, the study calculates
the eigenvalues for each component?®. With an eigenvaluse greater than 1, this shows that t}.le
dispersion amount in the principal component explained by each component is retai @k
3.2, the study shows the results of the principal components. The inclusi th index

.\

generated from the three main components of inclusive growth explai{ab t 50.89% of the
total variance in the unique data with an eigenvalue of 1.5268. Thecfitancial development index

created from the three measures (domestic credit to private s anks, broad money supply

and lending-deposit spread) explains about 65.67% (ei ‘E&u of 1.9702) of the total variance

in the data.
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Chapter Four
Results and Discussion of Findings

The empirical results of this research study are discussed in this chapter. The sub-sections
are presented in three parts, where the first section presents preliminary analysis, th& ond
section discusses the empirical results according to the stated objectives, and t ection
presents the discussion of findings. The discussion of results started with def&nalysis and
summary statistics, which provided trend analysis of basic indicators&firl\s itutions, financial
sector development and inclusive growth in Nigeria. The chapter (%;ovides some diagnostic
tests using some test statistics in order to ensure that t‘h@ﬂated results are reliable for
meaningful inferences. ‘\

4.1 Preliminary Analysis &@
The preliminary analysis on descriptive %‘% and trend analysis of the variables understudied

for empirical analysis based on form d hypotheses are presented in this section.

4.1.1 Descriptive and Trﬁ@&lysis

This sub-section pre@he descriptive analysis, trend and pattern of institutional quality

variables and indystriat output growth in Nigeria. The stylized facts of the trend of GDP growth
(gdpg), 1 quality (equ), employment (emp), inclusive growth index (ig), domestic credit
té

to@

deéwelopment index (fd), institutional quality (iq), gross fixed capital formation (k), labour force

sector by banks (dcps), broad money (bm), interest rate spread (lds), financial

participation rate (Ib), trade openness (topen), inflation rate (inf), and official exchange rate (exr)

are reviewed under this section using summary statistics in Table 4.1.
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Table 4.1: Summary Statistics

Variable Measurements Signs Mean Std Dev Max. Min. Kurtosis Skewness Obs.
Outcome Variables
GDP growth (annual %) gdpg 42507 39149 15329 -2.0351 0.5360  0.4600 36
Income Equality equ 58994 6.1703 649  48.1 -0.6592 -0.9068 36
Employment emp 88.869 7.5141 982 729 -0.8037 -O08312 36
Inclusive growth index incg -0.00228 1.2356 1.8290 -2.1714 -1.08 @r 194 36
Main Explanatory Variables Q}
Domestic credit to private sector by
banks (% of GDP) deps  9.5376  3.5441 19.604 4.948@72 1.1017 36
Broad money (% of GDP) bm  16.876 5966 27.379 (Q&; 9-1.5201  0.4228 36
Interest rate spread (lending rate lds 68343 25466 11 3167 12191 -1.0277 36
minus deposit rate, %)
Financial development index fd -0.00178 1.403 %} -2.1190 -1.2628 0.2475 36
Institutional Quality iq 29650 0. 9375 19375 0.6628 -0.2105 36
Other Controlling Variables

: e
gg’;; fixed capital formation (%o of = 5 1(@ 13.140 54.948 14.169 -12622 0.2555 36
Labor force participation rate, total <\)
(% of total population ages 15-64) le 977  2.1214 61.210 53910 0.3337 -1.2928 36
(modeled ILO estimate)
Trade (% of GDP) n 34271 10.943 53.278 9.1358 -0.0777 -0.4507 36
Inflation, consumer prices (an%% inf  19.177 17.685 72.836 5.3880 2.1437  1.8190 36
Official exchange rate (LCBQYer USS. - 11188 10017 358.81 0.8938 00430 08193 36

period average) A

Source: A .s computation (2022).

Note: Std. De§; ward deviation; Max. — maximum; Min. — minimum; Obs. - observation.
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The summary statistic of the variables presented in Table 4.1 indicated that the average growth
of gross domestic product per capita stands at 4.25%, while its highest and lowest rates are
15.33% and -2.04% respectively. It indicates that the standard of living account for an average of
4.25% of economic activities produced per individual in the Nigerian economy. Concerning the
income equality (equ) of inclusive growth, the mean value of the series is 5 ?\»z;h
maximum and minimum values of 64.9% and 48.1% correspondingly., @)ding the
employment rate (emp) variable of growth inclusive, the average rate was 88:87% whereas the
maximum and minimum values are 98.2% and 72.9% respectively@r'ﬁsing the principal
component analysis to compute an index using the three co %‘[ of inclusive growth, the

average value of inclusive growth indicate a negative@bf -0.0023 with maximum and

minimum values of 1.829 and -2.1714 respectivel@

Furthermore, the mean values of financial @evelopment variables measured by domestic
credit to private sector by banks to GDQ}DS), broad money to GDP (bm), and interest rate
spread (Ids) were 9.54%, 16.88%, .83%, while their respective maximum and (minimum)
values stood at 19.6%, 27.3 11.06% and (4.95%, 9.06%, and 0.32%). The mean value of
financial developmen%%o.site after using principal component analysis to compute an index
was -0.00178 w@maximum and minimum values are 2.6317 and -2.1190 correspondingly.
As regard@&nstitutional quality, the mean value stood at 2.965, while the maximum and
min'@v es were 3.9375 and 1.9375 respectively. This therefore means that the Nigerian
@Jtion in terms of quality of public services, government policy formulation and
implementation promoting private sector development, quality of contract enforcement and

property rights, and promotion of citizens’ effort and competence are weak within the specified

&9



periods. One of the main reasons for the weak nature of economic institutional settings in the

country is the unstable nature of her political structure over the years.

The average values of the two key factor determinants of inclusive growth stood at 31.1% and
58.98% for capital investment as percentage of GDP (k) and labour force participation rate (Ib)
respectively under the reviewed periods. Their maximum values stood at 54.95% q?%
while the minimum values are 14.17% and 53.91% respectively. For the co (% lables, the
mean values of trade openness proxy by total trade as a ratio of GD to n), inflation rate
measured by annual growth rate of consumer price index (inf), a &m 1 exchange rate (exr)
are 34.27%, 19.18%, and N111.88/US Dollar conespondlnz@, ree control variables have
their minimum values to be at 9.14%, 5.39%, and N@ Dollar whereas the maximum
values are 53.28%, 72.84% and N358.81/US Dolla pectively for trade openness proxy by

total trade as a ratio of GDP (topen), inﬂatig@measured by annual growth rate of consumer

price index (inf), and official exchange r@ r).

As well, the standard deviati s the rate at which these variables deviate from their
individual mean Values ariables have low deviation rates in varying magnitude from
their mean values, @ standard deviation values are lower than average values except
inclusive gro t ex and financial development index. Moreover, income equality,
emplo 1us1ve growth index, interest rate spread, institutional quality, labour force
part % rate and trade openness skewed leftward with a value of -0.9068, -0.5312, -0.2194,
-1%77, -0.2105, -1.2928 and -0.4507 respectively, while other indicators skewed rightward.
Also, the Kurtosis identified 3.0 suggesting the normal distribution. From Table 4.1, none of the

variables exhibits normal distribution. All the variables are platykurtic in distribution implying

that the variables are not normally distributed.
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Figure 4.1: Financial Development and Income Growth in Nigeria Years
Source: CBN Bulletin (2020), and WDI(2021).

AN
@ .

Q
®Q
S
QQ

91




The trend review of income per capita growth and financial development variables (such as
domestic credit to private sector by banks, broad money supply, interest rate spread, and a
composite index) are shown in Figure 4.1. It was observed in the chart that gross domestic
product per capita growth series fluctuate throughout the periods understudied. In the early years
of Structural Adjustment Programme (SAP), it peaked at 7.33% in 1998 and 11.782% ANY%;)
Subsequently, the growth rates of GDP per capita went below 5% between 1993 (a 9,and a
negative growth was recorded within the periods of 1993-1995. The country‘%@ to experience
significant growth in per capita GDP as its statistics were 5.01%, 5@0 nd 15.33% in 2000,
2001 and 2002 respectively, thereafter slopes downwardly in %%eave manner till 2014. A
major decline in per capita GDP growth was noted after %he series dig deep to -1.62% in

2016. The GDP per capita growth improved ma@ rom 2017 to 2019 and later fell to -

1.79% in 2020. (6

Also, Table 4.2 revealed that GDP per c@}growth has the highest rate at 6.95% within 1999-
2007, followed by 6.49%, 3.68% %d’and 0.91% within the periods of 2007-2014, 1985-1993,
20014-2020 and 1993-1999 @Vely These periods considered were specified according to
the five ruling politiﬂ%.inistrations within the periods under study i.e. General Ibrahim
Babangida (198@; Ernest Shonekan, late General Sani Abacha and General Abdulsalam
(1993-199 &segun Obasanjo (1999-2007); late Yardua and Goodluck Jonathan (2007-2014);

and @a i administration (2014-2020).
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Table 4.2: Interval Average of Institutions, Financial Development and Inclusive Growth

Variables 1985- 1993- 1999-  2007-  2014- Overall

1993 1999 2007 2014 2020 (1985-2020)
GDP growth (annual %) 3.68 0.91 6.95 6.49 1.50 4.25
Income Equality 59.90 51.06 56.66 63.04 62.80 58.99
Employment 95.46 97.23 88.06 82.84 82.‘@”. 88.87
Inclusive growth -0.56 -1.86 0.02 1.15 Q}@’ -0.0023
Domestic credit to private sector by banks (% \

6.24 7.19 9.06 13 12.22 9.54
of GDP) &
Broad money (% of GDP) 12.64 11.95 & 23.14 24.51 16.88
Interest rate spread (lending rate minus deposit

7.85 6.83

rate, %)
Financial development -1.47 @ -0.35 1.63 1.49 -0.0018
Institutional Quality 3@ 3.44 3.05 2.92 292 2.96
Investment @6 39.66 2832 17.01 1881  31.10
Labour Force Participation Rate \Q 60.05 60.47 59.94 58.42 55.47 58.98
Trade Openness \%} 25.56 37.39 41.04 39.91 27.39 34.27
Inflation Rate ‘& 27.95 34.39 11.76 10.36 12.28 19.18
Exchange Rate CQ > 8.43 31.99 11930 146.35 268.87 111.88

Source: Authf’s Computation (2022).
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Figure 4.2: Financial Development and Income Equality in Nigeria (1985-2020) Years

Source: CBN Bulletin (2020) and WDI(2021).
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In Figure 4.1, the flowchart movement of interest rate spread and domestic credit to private
sector by banks to GDP moves in opposite direction, revealing that as lending rate decreases,
domestic credit to private sector to GDP increases. The line movement of lending rate revealed
that the apex bank embarked more upon series of contractionary policies between 1996 and 2005,
while it was more of expansionary policies in later years. This is further confirmed i XXE;S
derived from the periods’ growth rates reported in Table 4.2. Also, this @ d in the
movement of broad money supply to GDP as it increases upwardly over thefyemods understudy.
During the period understudy, the financial deepening, broad money@t’& GDP, and interest
rate spread grew at an average rate of 6.24%, 12.64% and % ithin 1985-1993; 7.19%,
11.95% and 7.92% within 1993-1999; 9.06%, 13.77%, Q%@% within 1999-2007; 13.93%,

23.14% and 7.71% within 2007-2014; 12.22%, 24.5 7.84% within 2014-2020; and 9.54%,

16.88% and 6.83 within 1985-2020. (6

Overall, the flowchart of financial deve@nt index reveals an improvement in the financial
industry over time as it shows a d trend movement throughout the periods understudied.
It is obtained from the chartfk{%é sector possibly has a weak performance at the initial period
till 2007 when the ind%léﬂgx.perienced market recapitalization by the authority. Apparently, the
industry perform@) from 2007 to 2014 with an index of 1.63, followed by 2014-2020, 1999-

2007, 199%%9 and 1985-1993 with indexes of 1.49, -0.35, -0.81 and -1.46 respectively (see

Q@
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Afterward, Figure 4.2 shows the plot series of financial sector development indices against
income equality in Nigeria for the periods understudied. The flowcharts of financial development
variables remained as earlier discussed. The trend of income equality shows a fall in equality of
income from 61.3% to 55% in 1992 and further dropped to 48.1% in 1996 through to 2002. After
that, income equality rose to 59.9% in 2003, 64.4% in 2004 and 64.5% in 2012. S X‘E?ﬂ;,
the chart shows a decline to 59% in 2013, then rose to 64.1% in 2015. It fell sli@@D% in
2017 and subsequently maintained a marginal growth to 64.9% through to 2020. The
average growth of income equality within the periods 1985-1993, 1%@999'\, 1999-2007, 2007-

2014, and 2014-2020 were 59.90%, 51.06%, 56.66%, 63.04%@. % respectively, while the

overall growth from 1985-2020 stood at 58.99%. \QQ)

The flowchart of financial sector development Va@ainst employment rate is presented in
Figure 4.3. Following the series of employ@\tate over the periods, it depicts a downward
slope approximately from 1985 to 202®ever, an upward slope is evident from 93.9% in

in 2008. A drastic fall was observed as it dropped to 76.1% in 2011. A swing movement

1985 to 98.2% in 1995, but;gQQ% in 1999, 86.9% in 2000, 86.4% in 2001 and 85.1%
was noticed between @13 2014 seeing that the statistics was 89.4% in 2012, 75.3% in 2013
and 90.3% in 2014Later, employment rate slopes downwardly throughout the remaining
periods frc@%% in 2014 to 72.9% in 2020. The average growth of employment rate within
the i 1985-1993, 1993-1999, 1999-2007, 2007-2014, and 2014-2020 were 95.46%,
9@%, 88.06%, 82.84%, and 82.31% respectively, while the overall growth from 1985-2020

stood at 88.87%.

96



Source: CBN Bulletin (2020) and WDI(2021).
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Figure 4.4 reveals the graphical illustration of financial sector development indicators and
inclusive growth index in Nigeria within the periods considered. The movement in the flow
charts shows that inclusiveness of income growth in the earlier period of the years is considered
weak as the statistics are negative from 1985 to 2002 except in 1990 which have an&%of
0.0748. The series shows an upward trend from 0.6592 in 2003 to 1.8290 in 2®fterwards

income inclusive index declined to 0.5268 in 2012, rose to 1.4352 in 2K;%ubsequently fell
to 0.0148 in 2014 and -0.0052 in 2016. After that, the series contj t slide upwardly through
the remaining periods, 0.5492 in 2017 to 1.5301, 1.5970 @%27 in 2018, 2019 and 2020
respectively. Also, this is further confirmed in the @wed from their interval growth rates
reported in Table 4.2. During the period und@s}y the inclusive growth grew at an average of

-0.56, -1.86, 0.02, 1.15 and 0.82 \%@85—1993, 1993-1999; 1999-2007; 2007-2014; and

2014-2020; and -0.0023 Withi{@ﬁ&
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The trend of institution quality comprising of government stability, control of corruption, law
and order, and bureaucracy quality against inclusive growth variables (income growth,
employment, equality and the composite index) are shown in Figure 4.5. It shows that
institutional quality slopes upward during the initial periods as the index moves from&&}ﬁl
1985 to 3.938 in 1997 implying that there is some level of improvement to w@% citizens
select and challenge the government, though the executives still have uﬁwer despite the
¢
fact that most of the periods understudy are within democratic d%{%ﬁon. However, this line
chart of institutional quality moves downward to 2.5@; 002 suggesting an unstable
institutional system and some level of political ins@security and violence in some states
in Nigeria most especially in the Northern r@he flowchart for the remaining periods slopes
in a zigzag way. For the period un%&,{ the growth of institutional quality was 2.62, 3.44,
3.05, 2.92, and 2.92 within 198@1993—1999, 1999-2007, 2007-2014, and 2014-2020.
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Likewise, the graphical illustrations of the key factors of inclusive growth (capital and labour
force participation rate) were depicted in Figure 4.6. The chart revealed that the volume of gross
fixed capital formation to the size of the Nigerian economy decreases over the years understudy
except for some growth witnessed in the early years. The flowchart shows a downward slope
indicating the inefficiency of gross capital investment to improve the overall economj sz;s
in Nigeria. More so, the movement of the trend indicated that the country begin@ord some
progress in terms of capital efficiency lately. However, the labour forcé e country had
increased at the initial periods (1985-1990), dropped slight through }@Of\l It fell drastically
to from 60.02% in 2011 to 55.11% and 53.91% in 2013 and % ectively, thereafter slides
upward to 57.83% in 2020. Furthermore, capital inves@%%d labour force participate rate
grew at an average of 48.6% and 60.05% within 19851993; 39.66% and 60.47% within 1993-
1999; 28.32% and 59.94% within 1999-2@7.01% and 58.42% within 2007-2014; and

18.81% and 55.47% within 2014-2020. ( \

Also, Figure 4.6 shows the flow h?\ the three control variables, i.e. trade openness, inflation
rate and exchange rate withi &riod of 1985 to 2020. The graphical illustration of the three
variables moves in a@ v.vay, thereby, failing to reveal the direction of the indicators. The
interval growth l@rade openness, inflation rate and exchange rate stood at 25.56%, 27.95%
and 8.43%@% 1985-1993; 37.39%, 34.49% and N31.99/US$1 within 1996-1999; 41.04%,
11.76% a 119.3/US$1 within 1999-2007; 39.91%, 10.362% and N146.35/US$1 within 2007-
2@ 27.39%, 12.28% and N268.87/US$1 within 2014-2020; and overall 34.27%, 19.18% and
N111.88/US$1 within 1985-2020 as reported in Table 4.2. Thus, the graph did not really indicate

the exact the relationship between the variables which is not clear enough to indicate whether it
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is direct or indirect, therefore suggesting the need for empirical analysis as the directions of

variables are inconclusive.
4.2 Test of Objectives

In this section, the research study presents the empirical results in regards to the set object'viin
the following five sub-sections. Prior to the findings of the stated objectives, pre-;‘% ton test
such as correlation analysis for the detection of multicollinearity pro‘l@it root for
stationarity test and cointegration test for long-run relationship tc&mci&i the appropriate

estimators. The outcomes are presented in the following sub-secti%(\&
4.2.1 Analysis of the First Objective @&

This sub-section reports the empirical results relat@relationship between financial sector

development and inclusive growth in Nigeria. &

4.2.1.1 Correlation Analysis and Scatt@&s
Table 4.3 presents the partial Q@)n of inclusive growth index, income growth, income

equality, employment, domes edit to private sector by banks, broad money supply, lending
rate spread, ﬁnancia%c r development index, investment, labour force, trade openness,

inflation, and exgharge rate in Nigeria using an annual dataset within the period of 1985 and

\!
%Q
QQ

2020.
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Table 4.3: Correlation Matrix

equ emp incg  dcps bm lds fd k b topen inf exr
gdpg 0.034 -0.179 0346 0.099 -0.120 -0.058 -0.027 -0.187 0.206 0.278 -0.321 -0.098
equ 1 -0.483 0.814 0.384 0.481 -0.255 0.335 -0.336 -0.330 -0.309 -0.178 0.418
emp 1 -0.863 -0.622 -0.746 -0.339 -0.630 0.630 0.464 -0.165 -0.733
incg 1 0.579 0.651 0.042 0.585 -0.634 -0.391 -0s -0.416 0.671
dcps 1 0.709 0.229 0.904 -0.675 —0.4% -0.339  0.605
bm 1 0.330 0934 -0.672 %OQ -0.036 -0.297 0.698
lds 1 0.531 -0 (%0.128 0.612 -0.018 0.421
fd 1 - -0.571 0.189 -0.301 0.669
k $ 1 0.600 -0.285 0.365 -0.673
b @ 1 0.390 0.317 -0.687
topen (6 1 -0.080 0.035
. S '
inf A\ 1 0.377

Note: gdpg - GDP growth (annual %); ¢ —Wome Equality; emp - Employment; incg - Inclusive growth index;
dcps - Domestic credit to private secfor,by{ banks (% of GDP); bm - Broad money (% of GDP); 1ds - Interest rate
spread (lending rate minus depositgate;No); fd - Financial development index; k - Gross fixed capital formation (%
of GDP); Ib - Labor force parti ipat%v%te, total (% of total population ages 15-64); topen - Trade (% of GDP); inf -
Inflation, consumer prices ( al %); and exr - Official exchange rate (LCU per US$, period average).

Source: Author’s compu?v 22).
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The correlation result shows that all the indicators of financial sector development (domestic
credit to private sector by banks, broad money supply, lending rate spread, and financial
development index) have positive level of association with inclusive growth. As for the
components of inclusive growth, the correlation matrix revealed that the variables of financial
sector development negatively correlate with employment rate. It also shows t \gme
equality directly associates with domestic credit to private sector by banks, bro@éy supply
and financial development index but indirectly relates with lending rate‘%a . Further, the
correlation table reveals that GDP per capita growth positively conﬁ&&tﬁ domestic credit to
private sector by banks but negatively relates with broad mon % y, lending rate spread and
financial development index. A pictorial view of the co@&{ coefficients is depicted in the
scatter graph of the variables in Figures 4.7(a-d)@ , 4.9(a-d), and 4.10(a-d). The scatter
charts in Figures show a graphical ou@f the correlation coefficients of financial
development variables (domestic credit @/ te sector by bank, broad money supply, leading

rate spread and financial developme dex) against inclusive growth, income growth, income

equality and employment. \%}
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Figure 4.7(a-d): Scatter charts of financial development indices and inclusive growth
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Figure 4.8(a): Scatter graph of GDP per capita growth and domestic credit to private sector
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Figure 4.8(b): Scatter graph of GDP per capita growth and broad money supply

Figure 4.8(a-d): Scatter charts of financial deve@é}indices and income growth
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Figure 4.8(c): Scatter graph of GDP per capita growth and lending rate spread

® gdpg
Figure 4.8(d): Scatter graph of GDP per capita growth and financial development index
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Figure 4.9(d): Scatter graph of income equality and financial development index

Figure 4.9(c): Scatter graph of income equality lending rate spread
Figure 4.9(a-d): Scatter charts of financial development indices and income equgl@é
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Figure 4.10(a): Scatter graph of employment rate and domestic credit to private sector

Figure 4.10(b): Scatter graph of employment rate and broad money supply

Figure 4.10(c): Scatter graph of employment rate and lending rate spread
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Figure 4.10(a-d): Scatter charts of ﬁnan@;&ielopment indices and employment rate
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Figure 4.10(d): Scatter graph of employment rate and financial development index



In relations to the key factors of inclusive growth variables, capital investment and labour force
participation rate positively correlate with employment but indirectly relate with income equality
and inclusive growth. Also, the correlation coefficient of capital investment is negative whereas
labour force participation rate reports a positive value. Concerning the control variables, trade
openness correlates negatively with income equality, employment and inclusive @:ﬂ
directly relates with trade openness. Inflation rate has a negative level of associat@ifh income
per capita, income equality and inclusive growth but positively relateﬁ%‘t employment.
Exchange rate has a negative correlation with GDP per capita @a&d employment but

directly relates with income equation and inclusive growth. %::)

As regards the correlation among the indicators of @i e growth, the table shows that
inclusive growth has direct correlation with per ita income and income equality but
negatively relates with employment rate. A %eak and positive relationship exists between

GDP per capita growth and income eq@ Employment indirectly correlates with GDP per

capita and income equality. Me nwb, the correlation table shows that there exists a positive
aé?

correlation among the indice ancial sector development. It was noticed that the correlation
coefficients of ﬁnanciQe fopment index with domestic credit to private sector by banks and
broad money su}Q)gﬂch is above 0.9 will not cause multicollinearity problem since they are
not estima@(&he same model. In the same way, the level of association of factors determining
inclusiye'growth was reported in the table. Summarily, the correlation values suggest the absence
c@’fect multicollinearity among the predictive variables, as positive and negative relationships
were reported among the variables of interest in varying magnitudes and signs. Consequently,

the problem of multicollinearity is avoided in the empirical analysis. Nonetheless, the results of
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the correlation coefficients are just preliminary analyses that are being put through confirmation

in the next sub-section after considering other determinants of inclusive growth.
4.2.1.2 Pre-Estimation Tests (Unit Root and Cointegration)

The pre-estimation approaches used to estimate the stationary level of the Variabl?»are
Augmented Dickey Fuller (ADF), Phillips Perron (PP) and Kwiatkowski Phillips rdt Shin
(KPSS). The estimators are employed to test the stationary level of t @\cial sector
development indicators and inclusive growth variables to suggest th%‘r%te technique to
estimate the parameter coefficients. Table 4.4 presents the re ﬁ@f the unit root for the
indicators. The tau-statistic results for intercept and tr %Udel were used to find the
statistically significant of the variables at 1%, 5% 7\%/0 critical point at levels and first
difference. Meanwhile, it should be noted that the, lag”length for ascertaining this stationarity
level of our variables as well as unit-root t K@omaﬁc and optimally chosen by the Schwarz-

Bayesian Information Criterion (SIC@@GW were fixed.

The three unit root estimatio@whes under the conventional methods follow the same
decision on stationary I&wﬂiables of interest at varying significant levels which were not
stationary at levels@ except for some few differences. Thus, the unit root test results were
found not to@i&he null hypothesis “not stationary at level” at 5% McKinnon significance
level. Th riables that are not stationary at levels were further tested at first differences
whi ere found significant 5% significance level. The results suggest that at first difference,
‘&me series of the variables were stationary and integrated of order one and therefore suggests

that after differencing at first levels the series, they converge to their long-run equilibrium or true

mean.
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Table 4.4: Conventional Unit Root Tests

Level First Difference
Variables 1(d)
ADF PP KPSS ADF PP KPSS

incg -2.0999 -2.1493 0.1005  -7.0261*** -6.9057*** (.0783*** 1(1)
gdpg -1.8711  -3.5568**  0.1454 -4.6783*** - 0.0601**%* 1),

equ -1.7597 -1.8350 0.1205  -5.0906*** -5.0906***  (0.0785%*% 1)

emp -2.2808  -3.5988**  (0.1085  -4.5759%** - 0.0S%*@ 1(1)

deps  -3.9980%** 27795 0.1674 - -4.5068%** O.‘@ *H 1(1)

bm -2.9508 -2.1230 0.1545  -4.7223** —7.1560*& 0605%%%* 1(1)

lds -3.6567**  -3.2898* 0.1511 - -5. @* 0.0442%*%* I(1)

s*okok _ [(1)

fd -3.4622% 222361 0.0635%**  -4.8224%* -
k -0.7543 -0.6386 0.1489 -6.2791 ﬁ.5354*** 0.0406%** 1(1)
Lb -3.4651*  -2.3339 0.1450 @ -5.5128***  0.0909** 1(1)
topen -2.8554 -2.6092 0. 190% [5%#% -11.580***  0.0490*** 1(1)
inf -2.6345 -2.9831 0.1 -4.2477*%  -6.6240%*%*  -0.0417%** I(1)

exr -0.6298 -0.8653 VQ% -4.4456%**  -4.2527%*  (.0783%*** 1(1)
Ve

)N

Note: *** significant at 1%; ** signi "at 5%; * significant at 10%. Calculated at trend and intercept and lag
lengths selected automatically ysing chwarz Info Criterion (SIC). gdpg - GDP growth (annual %); equ - Income
Equality; emp - Employmenu% s Inclusive growth index; dcps - Domestic credit to private sector by banks (% of
GDP); bm - Broad mone DP); 1ds - Interest rate spread (lending rate minus deposit rate, %); fd - Financial
development index; k fixed capital formation (% of GDP); Ib - Labor force participation rate, total (% of
total population ag %; topen - Trade (% of GDP); inf - Inflation, consumer prices (annual %); and exr -

Official exchangg.rate (LICU per USS, period average).
Source: Autho&mputation (2022).

%Q
QQ
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Afterwards, the study conducted the cointegration test using the Johansen cointegration test. The
optimal lag length employed in estimating the Johansen co-integration model was determined
using the vector autoregressive (VAR) lag order selection criteria test and lag exclusion Wald
tests, whose results were presented in the appendix. The result presented in the appendix
revealed that lag length 2 is the most appropriate for the models using Schwarz A\g??l’c:n
Criterion (SIC), optimal and significant lag order to estimate the VAR model s @é estimate
the Johansen co-integration model. The cointegration results are presented 1 e 4.5. The co-
integrating equation reported for the models indicated that at Mq@nﬁiaug-Michelis 5%
significance level, the Trace and Max Eigenvalue tests sugge %e incorporated time series
variables are co-integrated at the second hypothesized co-i %)ion equations order i.e. r = 2 for
linear deterministic trend model with intercept whe 1al sector development is represented
by domestic credit to private sector by ban d lending rate spread. These indicate that the
alternative hypotheses “r=2" were not r@ for Trace statistics and Max-Eigen values. This

suggests that there exist three coi@ng vector equations among inclusive growth, domestic
e

credit to private sector by bamks nding rate spread in their respective stated order.

S
Q&Q
<
QQ
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Table 4.5:

Johansen Cointegration Test of Financial Development and Inclusive Growth Index

Series

Lags interval (in first differences): 1 to 2

Trend assumption: Linear deterministic trend

Hypothesized Eigenvalue Trace 0.05 Critical Max-Eigen 0.05 Critical
No. of CE(s) Statistic Value Statistic Value

r=0 0.9286  214.89%%** 125.615 87.119%** 46.2314
r<l 0.7769 127.77%%* 95.7537 49.497** 40.0776
incg, k. Ib, deps r<2 0.6053 78.277H** 69.8189 35.679***\ 8769
top’e 0 inF exr r<3 0.4352 47.598* 47.8561 % 27.5843
— r<4 0.4106 28.747 29.7971 21.1316
r<s 0.2694 11.302 15.4947 14.2646
r<é 0.0282 0.9428 3.84147 3.84147
r=0 0.9424  261.01%** 125.615 2k 46.2314
r<l 0.8610 166.80%%** 95.7537 65.121%*%* 40.0776
incg. k. Ib, bm r<2 0.7225 101.68%%* 69.81 42.308%** 33.8769
i ext r<3 0.5550  59.367*** 47. 26.722% 27.5843
topen, Inf, exr r<4 04674  32.645%* 20.789* 21.1316
r<s 0.2924 11.856 2947 11.416 14.2646
r<6 0.0133 0.4404 4ﬁ3. 4147 0.4404 3.84147
r=0 0.8741 196.44%55\N, 125.615 70.462% %% 46.2314
r<l 0.7690 125. 95.7537 49 828 % 40.0776
incg. k. Ib, 1ds r<2 0.6513 76415 69.8189 35.824%* 33.8769
topén "f ext r<3 0.4272 &%ﬁz 47.8561 18.947 27.5843
— r<4 0.3405 383 29.7971 14.156 21.1316
r<s 0.1145 (J 7.2276 15.4947 4.1351 14.2646
r<é o 0%9\ 3.0926 3.84147 3.0926 3.84147
r=0 y 242 26%** 125.615 104.04%** 46.2314
r<l 138.22% % 95.7537 50.237%*x* 40.0776
incg. k. Ib, fd r<2 189 87.979% % 69.8189 31.835% 33.8769
tope;1 e r< 3 0.5586  56.145%%* 47.8561 26.984* 27.5843
P 0.4132 29.161* 29.7971 17.592 21.1316
Qg 0.2838 11.569 15.4947 11.013 14.2646
C 0.0167 0.5551 3.84147 0.5551 3.84147

Note: ***,

growth 1nde

Interest rai
formati

o

ok de’iﬂés rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. incg - Inclusive

uthor’s computation (2022).
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As for broad money supply as a measurement of financial sector development, the Trace
statistics suggest that the incorporated time series variables is cointegrated at the fourth
hypothesized co-integration equations order i.e. r = 4 for linear deterministic trend model with
intercept, but the Max Eigenvalue test shows cointegration at the second order i.e. r = 2.
Similarly, the Trace statistics revealed that financial development and inclusive @;e
cointegrated at the third order i.e. r = 3, whereas the Max Eigenvalue test indic@ﬁtegration
at the first order i.e. r = 1. Overall, the implication is that there is long-mn‘%i nship between
financial development indices and inclusive growth in Nigeria. &%ﬁ\nsen cointegration
results of financial sector development and inclusive growth ¢ nts (i.e. income per capita
growth, income equality and employment rate) are presg& i Appendix Il(a-c) respectively.
As a result, the result of both unit root test and Joha Integration test suggest that the vector

error correction model (VECM) is the most priate estimation technique to be used for the

parameter estimates. ( \
4.2.1.3 Short-run and Long-ru @tion Results
The vector error correct‘iirw (VECM) results of the parameter estimates both in short-run

and long-run are pr: d Tn Tables 4.6a and 4.6b respectively. The results on the table answer

the null hyp@at financial sector development has no statistical and significant impact on

)

es of financial sector development on the components of inclusive growth in Nigeria.

inclusive«g

mn@n

In 'Fable 4.7a, the lag length on all variables as the model was set at two because the number of

h” For robustness check of our results, Tables 4.7a-b report the short run and long

observation is limited while putting the augmenting the variables into one model and this was

found to be sufficient based on the results of the automatic selection of Schwarz Information
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Criterion (SIC). The results are presented in columns 1-4 based on the indices of financial sector

development.

In the short-run, it shows that the lag one of inclusive growth have negative relationship with the
current inclusive growth, whereas the lag two has positive coefficient. Among all the figancial
development variables, only broad money supply and the composite index %al
development at first lag influence inclusive growth in the short-run at 10% @ nce level.
Meanwhile, domestic credit to private sector by banks and interest rate s«rea ag one also had

ﬁ
positive impact on inclusive growth but they were not signiﬁcant@le second lag, domestic

credit to private sector by banks and money supply positi significantly impacted on
inclusive growth at the conventional level. Also, the ﬁ ial development index has direct and
significant effect on inclusive growth in Nigeria. he key factors of inclusive growth, only

labour force participation rate indicates so@sitive level of influence on inclusive growth
whereas the significant impact of 1nveQ>(t is not statistically established. Concerning the
controlling variables, trade openn ts mitigating factors of inclusive growth whereas low

inflation and exchange rate a ate inclusive growth.

As regards the erro ﬁon term (ECT) that measures the speed or degree of adjustment, the
result is report dQ_gw short-run estimation results in Table 4.6a. It measures the adjustment rate
of the de &Varlable changes to changes in the explanatory variables. The coefficients of the

‘%nd to be negative and statistically significant at the conventional level for all models
ingumns 1-4. For the augmented model of the composite index of financial development, the
ECT value (-0.1086) implies that the model corrects its short-run disequilibrium by 10.86%

speed of adjustment in order to return to the long run equilibrium.
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Table 4.6a: Short-run Estimates of Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Domestic credit Broad money Lending rate Financial
Variables to private supply spread development
sector index
1 2 3 4
A(incg(-1)) -0.1377 -0.3743** -0.1492 -0.0162
(0.2004) (0.1673) (0.2176) (048
A(incg(-2)) 0.4253** 0.2095 0.1559 *
(0.1980) (0.1572) (0.2275) % 8)
A(k(-1)) 0.0129 -0.0255 -0.0395 Q} 0185
(0.0363) (0.0286) (0.0451) \ (0.0340)
A(k(-2)) 0.0313 0.0422 -0.0039 ‘% 0.0412
(0.0468) (0.0345) (0. 0 (0.0449)
A(lb(-1)) 0.2298 0.5674%** (%5 0.1741
(0.3129) (0.2248) % ) (0.2314)
A(lb(-2)) 0.4913* 0.70071 *** 03* 0.5752%*
(0.2697) (0.2072) % .2586) (0.2318)
A(fd(-1)) 0.1303 0 0828* Q 0.1864 0.4232%*
(0.0811) 042 (0.1665) (0.2555)
A(fd(-2)) 0.1669%** 0.1854 0.7903#*
(0.0719) (0.1451) (0.2405)
A(topen(-1)) -0.0377 704*** -0.0704* -0.0570%**
(0.0298) 0.0221) (0.0421) (0.0260)
A(topen(-2)) -0.03680* (J\ 0.0504** -0.0521%%* -0.0436%*
(0.0214 (0.0149) (0.0249) (0.0175)
A(inf(-1)) -0.01 Q -0.0214** -0.0202* -0.0239%%*
(0.0070) (0.0114) (0.0093)
A(inf(-2)) 4@2 0.0154 %% 0.0029 0.00587
0.9092 (0.0072) (0.0086) (0.0081)
A(exr(-1)) 1651*** 1.2208*** 0.6979* 1.2892%*%*
(0.5430) (0.3560) (0.4288) (0.4427)
A(exr(-2)) Q)Q 0.4911 0.6277* 0.3744 0.2810
(0.4992) (0.3634) (0.4483) (0.3978)
ECT(-1) & -0.2167%** -0.2112%%* -0.1889* -0.1086%**
\Q (0.758) (0.0573) (0.1088) (0.0453)
Note: * * denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively.

Souut or’s computation (2022).

\
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As for the long-run estimates in Table 4.6b, the parameter of domestic credit to private sector by
banks and money supply has negative coefficients and also statistically significant at 5% level. It
thus means that domestic credit to private sector by banks and broad money supply had an
inverse influence on inclusive growth in the long-run during the periods understudy. Thus, a 1%
changes in domestic credit to private sector by banks and broad money supply le x%:lt
1.08% and 0.61% decrease in inclusive growth correspondingly. However, th@ cients of
interest rate spread are positive and significant at the conventional level. I er means that
high lending rate against deposit rate positively influences inco %w?h inclusiveness in

Nigeria. In magnitude terms, inclusive growth changes by 2.26@ 0 a 1% increase in interest

rate spread. A\QQ)

Overall, financial sector development has an adverse.effect on inclusive growth, following the
negative parameter of financial developmerl@@ which is significant statistically at 5% level.
It means that high lending rate spread c@ with insufficient financial credit to private sector
by banks and money supply contr factors poor inclusiveness of income growth in Nigeria.
In regards to their coefficien %’s‘, it was reported that a 1% changes in the composite index of
financial developmen&lﬁya.use a decrease in inclusive growth by 4.23%. Concerning the key
factors of inclus@wth, investment and labour participation rate have an indirect effect on
inclusive Q&in Nigeria. As for the control variables, trade openness and Naira appreciation
hav@a es to improve inclusive growth in the long-run. Meanwhile, the positive coefficients

c@ﬂation rate means that inclusive growth would be achieved with some level of price

instability.

117



Table 4.6b: Long-run Estimates of Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Variables 1 > 3 4
Capital investment (k) -0.6899#**  (.3189%** -0.0285 -0.4456%**
(0.0573) (0.0534) (0.0199) (0.0580)
Labour force participation rate (1b) -1.6226%** 2 5107%** 1.7914%*** -3.5354 %%
(0.1731) (0.2496) (0.135) 0.2294)
Domestic credit to private Sector (dcps) — -1.0825%** %&
(0.07886) %
Broad money supply (bm) -0.6139%** @
(0.0540) ‘%

Lending rate spread (Irs)

Financial development index (fd) -4.234 1 %**
% (0.2561)
Trade openness(topen) 0.6328%** G&%@*** -0.5565%** 0.8624%**
(0.045 1)@. 614) (0.0366) (0.0609)
Inflation rate (inf) 0.1266%5* N 0.1124%**  -0.0990*** 0.2793%#*
(0812 (0.0169) (0.0133) (0.0171)
Exchange rate (exr) &’9 kO .2.9990%**  -1.3907*** S3 1771
%195) (0.5183) (0.2629) (0.4863)
Constant @ -0.1115 -0.1483 -0.0921 -0.1180*
< Q) (0.1524) (0.11688) (0.1579) (0.0705)
Adjusted R N’ 0.4064 0.6659 0.4507 0.5524
F-Stat « ) 3.2540%**  4.8607%** 3.1140%** 4.7202%**
Serial Correlation @ (0.4128) (0.3804) (0.6255) (0.5633)
Normality Test Q_) (0.0554) (0.1313) (0.2794) (0.5837)
Heteroskedast‘i'ciiyﬂgst (0.2703) (0.2499) (0.2964) (0.2480)

Note: *** %A&* denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively.
Source: ’s computation (2022).

QQ

118



Furthermore, the coefficient of determination (measured by the Adjusted-R?) is high for the
models in column 1-4 ranges from 40.64% to 66.59%. As for the augment model of financial
development index (column 4), the adjusted R? of 55.24% indicates that about 55.24% of the
total variations in inclusive growth was explained by the financial development variables in the
model. The overall test using the F-statistics are statistically significant at 59 Nv;f
significance showing that models are well specified and statistically signiﬁc@?s for the
diagnostic tests, the estimated VECM models are tested for serial correl% normality and
heteroskedasticity. The results from these tests are also shown in Tatﬂ@ The results revealed
that the models passed the serial correlation test indicating tha@r terms are not correlated
up to order 2. The null hypothesis of normality and het cyasticity tests were not rejected at

the conventional rate implying that the error te@ normally distributed and have same

variance. (6

Concerning the robustness checks of the @ments of inclusive growth in Table 4.7a, the short
run result shows that money sup l@ively and significantly impacted on income growth but
negatively influenced emp t. However, its direct impact on income equality is not
statistically proven. QA%. domestic credit to private sector, it significantly influenced
employment negdati but the impact on income growth and equality is not significant
statisticallgﬁb, interest rate spread had direct and significant effect on employment but its
imp@ income growth and equality are not significant statistically. Following the parameters
c@ymposite index of financial development, it shows that financial sector development
negatively impacted on employment but had no significant impact on income growth and

equality.
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Table 4.7a: Short-run Estimates of Financial Development and Inclusive Growth Components

A

Per Capita Income Growth (gdpg) Income Equality (equ) A m‘loyment Rate (emp)
Variables Domestic Money  Interest rate Financial dev. Domestic Money Interest rate  Financial Dome Zney supph Interest rate  Financial
credit supply spread Index credit supply spread dev. index credit spread dev. index
1 2 3 4 5 6 7 8 (4 10 11 12
A(incg(-1)) -0.3805 -0.2850 -0.3698 -0.4099 0.0050 -0.0435 0.1832 -0.0241 W*** -0.7389%*** -0.2985 -1.0577***
(0.2708) (0.2801) (0.2998) (0.2885) (0.2274) (0.2413) (0.2152) (0.231 1)‘% 254) (0.1858) (0.2888) (0.2911)
A(incg(-2)) 0.1274 0.1351 0.0848 0.0961 -0.0160 -0.0606 -0.0563 -0.0141 0.0384* -0.2166 0.2674 -0.2330
(0.2380) (0.2106) (0.2361) (0.23219) (0.2156) (0.2038) (0.2305) © * (0.2101) (0.2089) (0.2393) (0.2475)
Ak(-1)) -0.1467 -0.4053 -0.1466 -0.1146 0.0112 -0.1481 -0.0709 -0.2052 -0.2464 0.0966 -0.1975
(0.2801) (0.2904) (0.4034) (0.2973) (0.2061) (0.2112) (0.2396) w 4) (0.2601) (0.2496) (0.3401) (0.2608)
A(k(-2)) 0.1638 0.11632 0.0637 0.1326 -0.2117 -0.1001 -0.3756, % 015 -0.2412 -0.0826 -0.1515 0.1395
(0.3832) (0.2888) (0.3027) (0.3642) (0.2686) (0.2699) (0.23 %’ 0.2917) (0.28665) (0.2560) (0.3430) (0.2937)
A(lb(-1)) -2.5828***  _1.4243**%* 19413 -2.4263* 5.1517%%  5.2780%** 2, % 5.4653***  0.479734 0.7973 1.4407 1.2438
(1.4403) (0.1299) (2.0559) (1.4858) (1.9545) (1.8294) ‘@3 (2.0128) (1.72061) (1.3359) (1.7399) (1.4605)
A(lb(-2)) 0.6043 1.3208 0.7324%** 0.7359 -0.7571 -0.1029 &?}30 -0.1464 -5.4370**%  2.8373%*  -3.0422%%  .3.492]%**
(1.5571) (1.4683) (0.1956) (1.4840) (1.6981) (1.6743 23294) (1.7744) (1.4570) (1.3487) (1.7750) (1.4461)
A(fd(-1)) 0.3246 0.0591 -0.5824 0.1820 0.2409 0.12 0.4680 0.99135 -0.9346 0.1193 -0.3585 -1.9557
(0.4976) (0.3344) (0.8030) (1.5433) (0.4235) (OL%I;) (0.9679) (1.4326) (0.4972) (0.3174) (0.9749) (1.43855)
A(fd(-2)) 0.1928 0.6066** -0.0155 1.9194 0.1627 37 0.4740 0.8603 -1.4810***  -0.8239**  (.2895***  -5.0580***
(0.4797) (0.3146) (0.5861) (1.6183) (0.3878) % 3) (0.9950) (1.2200) (0.4646) (0.3163) (0.0872) (1.6562)
A(topen(-1))  0.2932%%* 0.1894* 0.2181%*%* 0.2459%* -0.3801* (‘-? 654%* -0.2014 -0.4770%* 0.1799 -0.0621 0.1667 0.0514
(0.1352) (0.1127) (0.0300) (0.1125) (0.19, 0.2175) (0.1625) (0.2368) (0.1275) (0.1122) (0.2079) (0.1107)
A(topen(-2)) 0.0619 -0.0266 -0.0025 0.0559 - 1% -0.2324 -0.0506%** -0.2561 0.1497 -0.0387 0.1793 -0.0042
(0.1229) (0.1268) (0.2277) (0.1326) le& (0.1551) (0.1033) (0.1705) (0.1074) (0.1177) (0.1512) (0.1251)
A(inf(-1)) 0.0024 0.0299 0.0038 -0.0151 0%15 -0.0552 -0.0835 -0.0612 0.1584** 0.0747 0.0557 0.2354%%*
(0.0604) (0.0685) (0.0608) (0.0718 ¥0444) (0.0455) (0.0857) (0.0459) (0.0707) (0.0545) (0.0699) (0.0826)
A(inf(-2)) 0.0883 0.2023%* 0.0786 0.0463 0.0843 -0.0227 0.0694 0.0716 0.0688 -0.0287 0.2289%*
(0.0706) (0.0980) (0.0959) (0.0621) (0.0687) (0.0822) (0.0681) (0.0730) (0.0614) (0.0699) (0.1073)
Afexr(-1)) 2.0597 -1.4185 2.9465 2.4672 1.3167 1.4508 1.8431 -9.8224%*  -6.4320%*%  -1.2720%**  -12.943%**
(3.0086) (3.7069) (3.6448) (2.5315) (2.1969) (2.6899) (2.3213) (4.4498) (2.8849) (0.3487) (4.7195)
Alexr(-2)) -1.8300 -4.3469 -0.5701 Q - 2.9690 2.6763 1.4808 2.8350 -6.6531%* -5.4407* -0.9030 -8.0112%**
(2.9616) (3.0776) (3.09 3.3487) (2.4929) (2.2145) (2.4241) (2.3196) (3.7845) (2.9988) (3.5139) (3.8867)
ECT(-1) -0.5483***  -(.3892***  -0.1952* -0.3859***  -0.1631***  -0.1454*  -0.3171*%**  -0.0716**  -0.3679**  -0.1325%** -0.1791*** -0.5335%%**
(0.1165) (0.1616) (0,091 (0.1507) (0.0499) (0.0867) (0.0753) (0.0273) (0.17016) (0.0455) (0.0248) (0.20040)

Note: *** ** &* denotes rejeC

the hypothesis at the 0.01, 0.05 and 0.1 level respectively.

Source: Author’s computa@Z 2).

\
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Table 4.7b: Long-run Estimates of Financial Development and Inclusive Growth Components

Per Capita Income Growth (gdpg)

Income Equality (equ)

&mloyment Rate (emp)

Variables Domestic Money  Interest rate Financial =~ Domestic Money Interest rate  Financial Do% y Money Interest  Financial
credit supply spread dev. Index credit supply spread dev. index 4: supply  rate spread dev. Index
1 2 3 4 5 6 7 8 [aN% 10 11 12
Capital -1.7400%*** -0.0138 -0.0760*  -0.1975%*  -5.1283%**  _1.1744%**  -1.4624%** 3 .6428%% \\L2546 -1.0716%**  0.4708*** (.3558%**
(0.3478) (0.0821) (0.0461) (0.1019) (0.4855) (0.2744) (0.2091) (0.584% (0.1832) (0.2607) (0.0558)  (0.1247)
Labour S3.7188***  1.6912%**  4.9901***  -0.2542  -14.522%**  _14.560***  8.0010%**  -25.704%** 0.4409 8.4509%**  _4.4659%** -1.1350%**
(1.1168) (0.3897) (0.3211) (0.4100) (1.4727) (1.2964) (1.2979) & 5\ (0.4985) (1.2437) (0.3702)  (0.4814)
Domestic Credit ~ -4.4525%%* 777745 \ 18714
(0.4859) (0.6677) % (0.2591)
Money supply 0.3625%** -2.7205%** %’ 0.1875
(0.0853) (0.2803) %&) (0.2715)
Lending rate 3.0913%# &% g% -5.2003%**
(0.3281) .3262) (0.3762)
FD index -3.1139%** -21.463*** 2.9593***
(0.4568) % (2.6330) (0.5657)
Trade 1.8032***  -0.3083*** -1.4614%**  (0.0260**  5.6533%** (%ii() RE L _1.9913***  7.6978**F*  -0.5982***  -0.7356%*  1.1406***  0.1735
(0.2857) (0.0965) (0.0853) (0.1095) (0.411 (073396) (0.3594) (0.6359) (0.1365) (0.3052) (0.1005)  (0.1297)
Inflation 0.4574***  0.3860***  (0.1389%** (0.4907*** 0.3966* 0.2502*%*  -1.2787***  (0.7515%*%*  _0.4973%**  (.3480%** (.1222%** -0.4937***
(0.0754) (0.0260) (0.0327) (0.030) (07 ) (0.0845) (0.1285) (0.1624) (0.0340) (0.0777) (0.0377)  (0.0334)
Exch. Rate -7.9274%%% - 4,0299%**  4.9804***  5.1046%** - ¥ 119.630%** 33 757FFF A3, 650%F*  477673**¥*%  20.003%*F*  6.7062*** -4 5588%**
(2.5377) (0.7932) (0.7025) (0.8580) 68598) (2.7925) (2.8090) (4.9630) (1.3820) (2.6311) (0.771) (1.0714)
Constant -0.5576 0.1891 -0.6973 —0.89% -0.3113 -0.1325 -0.7418 -0.1402 0.9522 0.7236 -0.7775 2.4402*
(1.0332) (1.1692) (1.1750) @799) (0.8476) (0.8691) (1.1157) (0.8820) (1.2077) (1.0013) (1.1942)  (1.4646)
Adjusted R? 0.4819 0.5321 0.4146 4826 0.3908 0.4468 0.4046 0.4075 0.5210 0.5961 0.4765 0.4111
F-Statistics 4.4743*%**  50608%** 4.5829*"@. 766¥**  42131*%**  3.9616%*¥*  3.9903%**  42572%*%* S5 S5511%**  51007**¥*% 4.4572%%* 4 4894%**
Serial Correlation (0.7249) (0.4822) (0.21@ (0.2001) (0.9513) (0.7889) (0.8401) (0.7592) (0.3971) (0.3475) (0.1575) (0.0974)
Normality Test (0.1162) (0.2680) Q (0.1393) (0.4654) (0.2564) (0.2935) (0.3966) (0.4996) (0.1574) (0.1468) (0.3199)
Heteroskedasticity (0.2918) (0.2716)  ((1Q.2521) (0.2607) (0.3161) (0.2931) (0.2714) (0.2786) (0.2613) (0.2694) (0.2948) (0.2166)

Note: *** ** &* denotes reje

Source: Author’s computa'@@(

\
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Pertaining to the long run estimates of the robustness checks in Table 4.7b, domestic credit to
private sector by banks had indirect and significant effect on income growth and equality but
positively and significantly impacted employment in Nigeria. The table shows that the positive
and negative effect of money supply on income growth and equality respectively is significant
whereas its impact on employment rate is not significant statistically. More so, i N ra;e
spread positively and significantly impacted on income growth and equalit dversely

impacted on employment rate in Nigeria. In general, financial sector de‘%s ent indirectly

influenced income growth and equality but positively impacted on ew@ﬁeﬁt rate.

Additionally, the coefficient of determination (measured by @Jsted—Rz) is relatively high
for the models in column 1-12 ranges from 39.08% t 5% o. As for the augment model of
financial development index (column 4, 8 and @adjusted R? of 48.26%, 40.75% and
41.11% indicate that about 48.26%, 40.75% ﬁ%l 1% of the total variations in income growth,
income equality and employment was @ed by the financial development variables in the
model. Following the F —statistio@indicates that the parameter estimates of financial
development variables are st@‘hy significant at 5% level of significance. This shows that the
models are well spegs nd statistically significant. Concerning the diagnostic tests, the
estimated VECW@]S are tested for serial correlation, normality and heteroskedasticity. The
results fron@ tests are also shown in Table 4.7b. The results revealed that the models passed
the &@ia correlation test indicating that the error terms are not correlated up to order 2. The null

Y

implying that the error terms are normally distributed and have same variance.

esis of normality and heteroskedasticity tests were not rejected at the conventional rate
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4.2.2 Analysis of the Second Objective

In this sub-section, the study presents the empirical outcomes with reference to the minimum

financial sector development threshold that stimulate inclusive growth in Nigeria.
4.2.2.1 Correlation Analysis and Scatter Plots \ .

Table 4.8 presents the partial correlation of the variables understudied such as ino% rowth
index, income growth, income equality, employment, domestic credit to privg& r by banks,
broad money supply, lending rate spread, financial sector developro%n\dex, the square of

financial development indicators, investment, labour force, }x enness, inflation, and

exchange rate in Nigeria using an annual dataset within ‘@’of 1985 and 2020. The result

of the correlation coefficients shows that the four fin M evelopment indicators have direct
e)

correlation with inclusive growth index. Likewis square of financial development series
positively relate with the composite inda@ inclusive growth. As for the components of
inclusive growth, the correlation tab, grg that all the financial development and their square
are negatively associated with %hnent rate. Income per capita is negatively correlated with
the financial developme‘&%)and its square except domestic credit to private sector by banks
and its square whiy %Ve positive coefficients. As regards income equality, it positively
correlates wi &ésﬁc credit to private sector by banks, broad money supply and financial
develop (gex but negatively relates with interest rate spread. The coefficient result is the
sam@t the square of financial development indices. A pictorial view of the relationship

bet;een inclusive growth components and financial development variables is presented in

scattered forms in Figures 4.11(a-d), 4.12(a-d), 4.13(a-d) and 4.14(a-d).
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Table 4.8: Correlation Matrix

equ emp incg deps Bm lds  fd deps’ bm?  lds®  fd? k Ib  topen inf @ exr

gdpg 0.034-0.179 0.346 0.099 -0.120 -0.058 0. 027 0.124 -0.138 -0.078 -0.019 -0.187 0.206 0.278 -0.321 -0.098

equ 1 -0.483 0.814 0.384 0.481 -0.2550.335 0.383 0.481 -0.251 0.447 -0.336 -0.330 -0.309 -0.178 0.418

emp 1 -0.863 0. 622 -0.746 -0.339 0. 630 -0.538 -0.742 -0.360 -0.183 0.630 0.464 - 0.439 -0.733
incg 1 0.579 0.651 0.042 0.585 0.536 0.644 0.052 0.337 -0.634 -0, 08 -0.416 0.671
dcps 1 0.809 0.229 0.904 0.780 0.801 0.217 0.429 -0.67 0.090 -0.339 0.605
bm 1 0.330 0.934 0.742 0.795 0.325 0.365 -0.@%600 -0.036 -0.297 0.698
lds 1 0.531 0.130 0.327 0.755 0?@525 -0.128 0.612 -0.018 0.421
fd 1 0.836 0928 0.511 .663 -0.571 0.189 -0.301 0.669
dcps’ 1 0.739 % 3 -0.673 -0.350 0.069 -0.295 0.495
bm? Q 405 -0.670 -0.722 -0.049 -0.296 0.705
lds’ I -0.253 -0.485 -0.141 0.546 -0.104 0.376
fd’ @ -0.083 -0.300 -0.461 -0.140 0.080
k 1 0.600 -0.285 0.365 -0.673
b \ I 0.390 0.317 -0.687
topen (J 1 -0.080 0.035
inf N & 1 -0.377

Note: gdpg - GDP growth; equ - Incd ality; emp - Employment; ig - Inclusive growth index; dcps - Domestic

credit to private sector by banks; By - B¥éad money; Ids - Interest rate spread (lending rate minus deposit rate, %);

ad® squared; fd?> - Financial development index squared; k - Gross fixed capital

fd - Financial development index; dcpé’? - Domestic credit to private sector by banks squared; bm? - Broad money
squared; 1ds* - lending rai

formation; Ib - Labor fo %rti Ipation rate, total (% of total population ages 15-64); topen - Trade as % of GDP;
%pu;

inf — Inflation rate, ¢ rices (annual %); and exr - Official exchange rate (LCU per US$, period average).
Source: Author’s c on (2022).

%Q
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Concerning the key factors of inclusive growth variables, capital investment and labour force
participation rate has a positive correlation with employment but it indirectly relates with income
equality and inclusive growth. Further, the correlation coefficient of capital investment is
negative whereas labour force participation rate reports a positive value. For the control variables,
trade openness correlates negatively with income equality, employment and inclusiv@:ﬂ
directly relates with trade openness. Inflation rate has a negative level of associat@ifh income
per capita, income equality and inclusive growth but positively relateﬁ%‘t employment.
Exchange rate has a negative correlation with GDP per capita @a&d employment but

directly relates with income equation and inclusive growth.

=
With reference to the correlation among the indicators '%sﬁve growth, the table shows that
inclusive growth has direct correlation with per ita income and income equality but
negatively relates with employment rate. 3@30, a weak and positive relationship exists
between GDP per capita growth and ir@ equality. Employment indirectly correlates with

GDP per capita and income e a% he correlation table shows that there exists a positive
a$£

correlation among the indice ancial sector development. It was noticed that the correlation
coefficients of ﬁnanc@efopment index with domestic credit to private sector by banks and
broad money su}Q)gﬂch is above 0.9 will not cause multicollinearity problem since they are
not estim:@& the same model. The correlation relationship among the key and other
contrelling variables is presented in Table 4.8 which shows different magnitudes and degrees.
@values of the correlation coefficients revealed the absence of multicollinearity problem.
Thus, the problem of multicollinearity is avoided in the empirical analysis. Nonetheless, the
results of the correlation coefficients are just preliminary analyses that are being put through

confirmation in the next sub-section after considering other determinants of inclusive growth.
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Figure 4.11(a): Quadratic scatter plot of inclusive growth index and domestic credit to private sector
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Figure 4.12(a): Quadratic scatter plot of GDP per capita growth and domestic credit to private sector
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Figure 4.11(b): Quadratic scatter plot of inclusive growth index and broad money supply

Figure 4.11(a-d): Quadratic scattered plots of financial development indices and it

Figure 4. 12(b) Quadratic scatter plot of GDP per capita growth and broad money supply
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Figure 4.11(c): Quadratic scatter plot of inclusive growth index and lending rate spread
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Figure 4.12(c): Quadratic scatter plot of GDP per capita growth and lending rate spread
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Figure 4.14(a): Quadratic scatter plot of employment rate and domestic credit to private sector
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Figure 4.13(b): Quadratic scatter plot of income equality and broad money supply
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Figure 4.14(b): Quadratic scatter plot of employment rate and broad money supply
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Figure 4.14(c): Quadratic scatter plot of employment rate and lending rate spread
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4.2.2.2 Pre-Estimation Tests (Unit Root and Cointegration)

In this sub-section, Augmented Dickey Fuller (ADF), Phillips Perron (PP) and Kwiatkowski
Phillips Schmidt Shin (KPSS) unit root estimation approaches were used to estimate the
stationary level of the variables. These estimators are used to reveal the stationary lgvel 9f
financial development indicators, their squared and inclusive growth to propose th @te
method to evaluate the parameters. The results of the unit root for the indicato&r esented in
Table 4.9. For the tau-statistics, their results in intercept and trend fo v?%used to find the
statistically significant of the variables at 1%, 5% and 10% cri '&s\go n? at levels and first

difference. Also, the lag length for ascertaining the varia %tionarity is automatic and

optimally chosen by the Schwarz-Bayesian Inforrnation@i n (SIC) while few were fixed.

The three unit root tests under the conventiona&i@ﬂlow approximately the same decision
ry

on stationary level of variables of interest @

levels for the squared of domestic credi gp)ivate sector by banks and interest rate spread at 5%.
t

g significant levels which were stationary at

As for the remaining variable nit root test results were found not to reject the null
hypothesis “not stationa a& at 5% McKinnon significance level. The variables that are
not stationary at ley, % ‘;“urther tested at first differences which were found significant 5%
level. The va 'a@yare GDP growth, income equality, employment, inclusive growth index,
domesti %it to private sector by banks, broad money, interest rate spread, financial
dev@%
AW

aptal formation, labor force participation, trade, inflation rate and official exchange rate. The

t index, broad money squared, financial development index squared, gross fixed

results suggest that at first difference, the time series of the variables were stationary and
integrated of order one and therefore suggests that after differencing at first levels the series, they

converge to their long-run equilibrium or true mean.
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Table 4.9: Conventional Unit Root Tests

Level First Difference
Variables 1(d)
ADF PP KPSS ADF PP KPSS

incg -2.0999 -2.1493 0.1005  -7.0261*** -6.9057*** (.0783*** 1(1)
gdpg -1.8711  -3.5568**  0.1454 -4.6783*** - 0.0601*** 1),

equ -1.7597 -1.8350 0.1205  -5.0906*** -5.0906***  (0.0785%*% 1)

emp -2.2808  -3.5988**  (0.1085  -4.5759%** - 0.0S%*@ 1(1)

deps  -3.9980%** 27795 0.1674 - -4.5068%** O.‘@ *H 1(1)

bm -2.9508 -2.1230 0.1545  -4.7223** —7.1560*& 0605%%%* 1(1)

lds -3.6567**  -3.2898* 0.1511 - -5. @* 0.0442%*%* I(1)

* k% . I(1)

fd -3.4622*  -2.2361  0.0635%** -4.8224*&

deps?  -4.2760%** -4.3210%** (0.06622*** - \ - - 1(0)
bm? -2.5241 -2.3417 0.1519 . *-9.5152%%* (0.07043%*** 1(1)

lds? -3.7108%** -3 5703%** 00690*(% - - 1(0)

fd? -3.262* -3.0587 QJ -5.4649%** -6.5544%**  (0.0726%** 1(1)
k -0.7543 -0.6386 Q89 -6.2791*** -6.5354***  (0.0406%*** 1(1)
b -3.4651* -2 33& 0.1450  -5.5852%** _5.5128***  (0.0909** 1(1)

topen -2.8554 6092 0.1900  -7.3815%** -11.580%** (.0490*** 1(1)

inf —263@2!29831 0.1352  -4.2477**% -6.6240%** -0.0417***  [(1)

exr 0.8653 0.1241  -4.4456%** -42527**  (.0783%** 1(1)

lengths § automatically using the Schwarz Info Criterion (SIC). gdpg - GDP growth; equ - Income Equality;
ployment; incg - Inclusive growth index; dcps - Domestic credit to private sector by banks; bm - Broad
s - Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; dcps?® -
tic credit to private sector by banks squared; bm? - Broad money squared; 1ds? - lending rate spread squared;
fd? “Financial development index squared; k - Gross fixed capital formation; Ib - Labor force participation rate, total
(% of total population ages 15-64); topen - Trade as % of GDP; inf — Inflation rate, consumer prices (annual %); and
exr - Official exchange rate (LCU per US$, period average).

Source: Author’s computation (2022).

Note: *’%@ant at 1%, ** significant at 5%; * significant at 10%. Calculated at trend and intercept and lag
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Subsequently, the study conducted the long run relationship test using both the ARDL bound and
Johansen Cointegration approaches which are found appropriate due to the outcomes of the unit
root test. The estimation approach is employed because it is suitable for variables at different
order of integration. The F-statistics estimates for testing the existence of long-run relationship
between the square of domestic credit and interest rate spread and inclusive g@ e;e
presented in Table 4.10a. In the table, the estimated F-statistics of the norrnalize@ﬁons were
found greater than the lower and upper critical bound at 1% significance level;$eimplies that the
null hypothesis of no long-run relationship is rejected at 5% signiﬁq@e\'f\el. The implication
of the above estimation is that there is existence of long-ru ?@) ship between the turning
point of financial development using domestic credit to @%ector by banks and interest rate

spread and inclusive growth in Nigeria. The moc@e equilibrium condition that keeps the

variables together in the long-run. (6
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Table 4.10a: Cointegration Test Results using ARDL Bound Test

Dependent variable: y

Functions

F-statistics

Model I ARDL (2, 3,2,3,3,3,3,2) F,.. (incg|k,Ib, dcps , deps * topen, inf, exr) 19.959%%**
Model I ARDL (2, 3,3,3,3,3,1,3) F,.. (incg|k, b, lds, Ids ? topen,inf, exr) 24.7787***
1% 5% 10%
1w Ky 1) 1(0) «Bﬂv
(Ckrlil(;a;l bound values for the models 273 3.90 217 (l @ 289

P
Note: *** ** and * denote rejection of null hypothesis at 1%, 5% and 10% significance ley, @c’tively. incg -
- ad money (% of

Inclusive growth index; dcps - Domestic credit to private sector by banks (% of GDP);

GDP); Ids - Interest rate spread (lending rate minus deposit rate,

fixed capital formation (% of GDP); Ib - Labor force participation rate, total (%

topen - Trade (% of GDP); inf - Inflation, consumer prices (annual
Source: Authors’ computation (2022).

Table 4.10b: Johansen Cointegration Test using Johansen Coyﬁ&& Test

%); fd - Financial dgvelo
%); and exr -%ﬂal & R

ent index; k - Gross
tal population ages 15-64);

change rate (LCU/USS).

Lags interval (in ﬁxﬁ.@Mences): 1to2

Series : Trend assumptioyltﬁii\gr‘ deter.m.inistic trend . _
Hypothesized Eigenvalue Tra 0.05 Critical Max-Eigen  0.05 Critical
No. of CE(s) Statisti Value Statistic Value
r=0 0.927214 2@5*** 159.5297 89.08802°%*** 52.36261
r<l1 0.718891 98 14%* 125.6154 48.14641%* 46.23142
incg, k, Ib, bm r<2 0.620870 .83503 95.75366 32.97577 40.07757
bmz’toi)en, inf’ r<3 58.85926 69.81889 21.81492 33.87687
exr T r<4 37.04434 47.85613 15.25352 27.58434
r<5 21.79082 29.79707 12.44396 21.13162
r<6 9.346860 15.49471 5.324541 14.26460
r<7 L{ . 3.022318 3.841466 4.022318 3.841466
r=0 0.914838  246.7582%** 159.5297 83.74862%** 52.36261
r< § 0.793455  163.0096*** 125.6154 53.62604*** 46.23142
incg, k, Ib, fd < 0.654479  109.3835%** 95.75366 46.13191** 40.07757
P t,op,en ,inf, Qz 0.636407  73.25163** 69.81889 34.39847** 33.87687
’ oxr T Q <4 0.384819 38.85316 47.85613 16.51852 27.58434
\’ s r<5 0.343976 22.33463 29.79707 14.33298 21.13162
r<6 0.153465 8.001658 15.49471 5.664541 14.26460
P\ r<7 0.066429 2.337117 3.841466 2337117 3.841466

e:)*¥F* ** &* denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. incg - Inclusive
growth index; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of GDP); Ids -
Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross fixed capital
formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64); topen - Trade (%
of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU per USS$).
Source: Author’s computation (2022).
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Meanwhile the Johansen cointegration test was used for the long run of the turning point of
broad money and financial development index and inclusive growth. The optimal lag length
employed in estimating the Johansen co-integration model was determined using the vector
autoregressive (VAR) lag order selection criteria test and lag exclusion Wald tests, and the result
revealed lag length 1 using Schwarz Information Criterion (SIC). The cointegratio Nh;e
presented in Table 4.10b. The co-integrating equation reported for the models @&d that at
McKinnon-Haug-Michelis 5% significance level, the Trace and Max Eige ¢ tests suggest
that the incorporated time series variables are co-integrated at the ﬁrgﬂﬁ\hi?d hypothesized co-
integration equations for linear deterministic trend model wi Q@ ept when financial sector

development is represented by money supply and ﬁnan@elopment index. This suggests

that there exist two and four cointegrating vector ¢ among inclusive growth and money
supply and financial development index (@ir respective stated order. In general, the
implication is that there exist a long-r@;a ionship between financial development turning
point and inclusive growth in Nigdgid. Also, the cointegration results of financial sector
development and inclusive g@)components (i.e. income per capita growth, income equality
and employment rate) resented in Appendix IIl(a-c) respectively. Consequently, the result
of both unit roo d Johansen cointegration test suggest that the ARDL and vector error

correction @gl (VECM) are the most appropriate estimation technique to be used for the

parame‘%stlmates.
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4.2.2.3 Short-run and Long-run Estimation Results

The autoregressive distributed lag (ARDL) and vector error correction (VEC) model results of
the parameter estimates both in short-run and long-run are presented in Tables 4.11a and 4.11b
respectively. The results on the tables provide answers to the null hypothesis that the mi imufn
financial sector development threshold that stimulates inclusive growth is not A}ﬁcally
significant. For robustness check of our results, Tables 4.12a-b report the para@imates of

the minimum financial sector development threshold that stimulates'&co growth, income

equality and employment in Nigeria. (\& )

First, the short run analysis in this sub-section shows the d attern in the model and also
ensures that the dynamics of the model have not bee ‘\{1 rained by inappropriate lag length
specification. In Table 4.11a, the lag length on all Yariables as the model was set at one and three
for VECM and ARDL respectively becau@ﬁmber of observation is limited while putting
the augmenting the variables into o | and this was found to be sufficient based on the
results of the automatic selecti n?ﬁr chwarz Information Criterion (SIC). Accordingly, the
results were presented in CONS 1-4 based on the variables of financial sector development.
The error correctio ‘%(C.T) that measures the speed or degree of adjustment is reported in
the short-run stQ_aylon results in Table 4.11a. It shows the rate of adjustment at which the
outcome @&kchanges owing to changes in the explanatory variables. The coefficients of the
EC ‘%nd to be negative and statistically significant at the conventional level for the models
inglumns 1-4. For the augmented model of financial development index, the ECT value (-

0.3783) implies that the model corrects its short-run disequilibrium by 37.83% speed of

adjustment in order to return to the long run equilibrium.
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Table 4.11a: Short-run Estimates of Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Domestic credit . Financial
. . Broad money  Lending rate
Variables to private supply spread dew.elopment
sector index
1 2 3 4
A(incg(-1)) -0.5254*** -0.2259 0.0843 -0.2611
(0.0325) (0.1830) (0.0417) (048 *
A(k(-1)) 0.1100%** 0.02069 0.0972%%*
(0.0120) (0.0316) (0.0077) <\$§01)
A(Ib(-1)) 0.1480%* L0.4211% 0.0425 Q} 0.0645
(0.0427) (0.2335) (0.0432) (0.2110)
A(fd(-1)) -0.4738*** -0.0092 0.830@ N -0.7134%**
(0.0523) (0.1704) 11) (0.2070)
A(d(-1)) 0.0130%** 0.00033 o 0.0317
(0.0017) (0.0045) 0025) (0.0773)
A(topen(-1)) -0.0189%** 0.0161 @ 175455 0.0105
(0.0033) (0.016 (0.0071) (0.0186)
A(inf(-1)) 0.0499%:* -0. 0.0044** 0.000186
(0.0029) .0Q73) (0.0017) (0.0074)
Alexr(-1)) 0.0106%** 4] %H* 0.0072%* 0.0144%%x
(0.0011) @o.OOSS) (0.0011) (0.0057)
ECT(-1) -0.8229%** -0.3514%*** -0.7495%** -0.3783***
(0.0355 (0.0419) (0.0676) (0.0135)
Minimum thresholds 18,200~ n.a. n.a. n.a.
Note: *** ** &* denotes rejectign o mypothesis at the 0.01, 0.05 and 0.1 level respectively. n.a. means not
available since the square of ﬁnanw elopment variables are not statistically significant or it failed to exhibit an

open parabola curve.

Source: Author’s COE%Q »).
S
%Q
QQ
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According to the short-run parameters, it shows that the lag one of inclusive growth has a
negative relationship with the current level of inclusive growth but its significant estimate was
only established in the first column. Thus, it does not follow the a’priori expectation as it means
that the level of economic activities in the previous periods are not sufficient to ensure
improvement in economic activities in the current short period. For the fina 'Nkz;r
development variables, only domestic credit to private sector by banks exhibit @a parabola
curve i.e. a U-shape curve in the short run. However, broad money § and financial
development index also exhibit the attribute but its squared cqﬁ%ﬂt’\ is not significant
statistically. As for interest rate spread, the signs of its coefﬁci@ot exhibit the attributes of
an open parabola curve, albeit the coefficients are statisti@%niﬁcant at 5% level. The study
concludes that the minimum domestic credit to pri ctor by bank as a ratio of GDP that
would stimulate inclusive growth is at 18.22%-in the short run. As regards the key factors of
inclusive growth, the table shows that in@en‘[ is an enabler of inclusive growth while labour
force participation rate have co @ parameter estimates. In the case of the controlling
variables, trade openness ha@)e link with inclusive growth whereas inflation and exchange
rate positively influencggclusive growth.

O
S
§
O
Y
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Table 4.11b: Long-run Estimates of Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Variables 1 > 3 4
Capital investment (k) -0.2273*%*  0.1096*** -0.0295* 0.0598
(0.0594) (0.0318) (0.0111) (0.1272)
Labour force participation rate (Ib) -0.0550 -2.1880%*** -0.4323 %% -5.8790%**
(0.1360) (0.1817) (0.0824) (0.6184)
Domestic credit to private Sector (dcps) — -3.0186*** ?»-
(0.5941) \
Broad money supply (bm) -2.4933 %% @'
(0.3605)
Lending rate spread (lrs) -0.666
(0.1
Financial development index (fd) - 6.901 1%
%o (1.0711)
Financial development squared 0.1119%**  0.0699%*%* \ Y383 H* -4,95] 5%%*
(0.0199) (0.010 % (0.0083) (0.5641)
Trade openness(topen) 0.1403 0.48 %’ 0.2129%** 1.7571%%*
(0.0741) (0.0205) (0.1250)
Inflation rate (inf) -0.0136 &%3 ook 0.0259%:* -0.2305%**
(0.0100) :0119) (0.0038) (0.0393)
Exchange rate (exr) 0.001 0254 0.0127%** -0.0092
(0. (0.0051) (0.0013) (0.0176)
Constant 2 ok -0.0493*** 23.644%** -0.0357
QZ} 5) (0.1142) (4.4700) (0.1184)
Minimum thresholds N B349% 17.84% n.a. 0.697
Adjusted R? 0.7759 0.4350 0.6793 0.4154
F-Stat Yw T4.737***F 4.1329%** 51.163%** 3.0574%**
Serial Correlation % (0.7019) (0.9769) (0.6255) (0.6992)
Normality Test \) (0.2888) (0.2458) (0.2794) (0.1696)
Heteroskedasticity test A‘{_ * (0.5031) (0.2312) (0.2964) (0.7921)

Note: *** ** &* denote
available since the sgu %
open parabola curve
Source: Authog§,compttation (2022).
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As for the long-run estimates in Table 4.11b, the parameters of domestic credit to private sector
by banks to GDP and broad money supply to GDP exhibit an open parabola curve i.e. a U-shape
curve. The coefficient of financial development index exhibits a downward open parabola curve
i.e. an inverted U shape since its squared estimates is less than zero. Concerning the coefficient
of interest rate spread, the signs do not exhibit the attributes of an open parabola cuw@éh
the coefficients are statistically significant at 5% level. Therefore, the minimun@gtic credit
to private sector by bank and money supply (as ratios of GDP) that stimulaf%}sive growth is
at 13.49% and 17.84% in the long run respectively. However, ﬁnaqﬁﬁv\fe\lopmen‘[ exhibits a
maximum threshold of 0.697 that maintain inclusive growth i g run. Regarding the key
factor of inclusive growth, capital investment and laboqu)participation rate have negative
impacts on inclusive growth. Concerning other ¢ variables, trade openness ameliorates

inclusive growth but the coefficients of inﬂa}@d exchange rate shows conflicting outcomes.

Besides, the coefficient of determination@ured by the Adjusted-R?) is high for the models in
column 1-4 which ranges from 413 0 77.59%. As for the augmented model of the financial
development index (column @adjusted R? at 41.54% indicate that about 41.54% of the total
variations in inclusiva%%h.was explained by the financial sector development variables in the
model. As for ti@zll test, the F-statistics values are statistically significant at 5% level of
signiﬁcan@%ch means that the estimated models are well specified and statistically
significa oncerning the diagnostic tests, the estimated VECM and ARDL models are tested
@rial correlation, normality and heteroskedasticity. The results in Table 4.11b revealed that
the models passed the serial correlation test indicating that the error terms are not correlated up

to order 2. The null hypothesis of normality and heteroskedasticity tests were not rejected at the

conventional rate implying that the error terms are normally distributed and have same variance.
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Table 4.12a: Short-run Estimates of Inclusive Growth Components (Robustness Checks)

\ \.J
A, \Employment Rate (emp)

Per Capita Income Growth (gdpg) Income Equality (equ)
. Domestic Money  Interest rate Financial dev. Domestic Money Interest rate  Financial Do i Y Money  Interest rate  Financial
Variables . . . 3 .
credit supply spread Index credit supply spread dev. index [ i supply spread dev. index
1 2 3 4 5 6 7 8 «\NY 10 11 12
A(incg(-1)) 23172%*%  -0.3129*  -0.3937**%*%  -0.4004***  1.0741%**  (0.7984***  -0.1112**  0.0186*%* \?1,66*** -0.5411%%* -0.3689%** -(.5785%**
(0.1119) (0.1953) (0.0645) (0.1705) (0.1361) (0.2227) (0.0505) (0.2048) (0.0464) (0.1549) (0.1067) (0.1498)
A(k(-1)) -2.0084*** 0.1093 -0.7598*** 0.0283 1.9533%*x* 0.0544 -0.3083** 08 o 0.1172 -0.0190 0.0568
(0.1116) (0.2343) (0.0869) (0.2082) (0.1976) (0.1846) (0.0719) ) (0.0975) (0.2161) (0.2062)
A(lb(-1)) 1.7042%** -2.1287 3.3844%** -1.7514 1.6233%** 1.0877 3.0455*””%\,. 176 -1.4101%%*  (.8655%** 1.0564***
(0.0851) (1.4452) (0.4328) (1.4053) (0.1132) (1.0621) 0.3 (1.3033) (0.5018) (0.1592) (1.5178)
A(dceps(-1)) -0.4397 6.9825%** 4.4058***
(0.2768) (0.8821) (0.5651)
Abm(-1)) -1.0182 0.4431 0.2531
(1.0901) (1.72 (1.21006)
A(lds(-1)) 2.9836%*** 9.3384#*x* 2.8681%*
(0.6427) & (0.5329) (1.0842)
A(fd index(-1)) -0.8319 & 0.0782 0.2301
(1.2527) QJ\ (1.2227) (1.5339)
A(fd?(-1)) -0.1089*** 0.0320 -0.2268*** 0.7609* -0.2 * -0.0172 -0.3038*** -0.3031 -0.1160***  -0.0130  -0.2179%** -0.2884
(0.0124) (0.0286) (0.0427) (0.4681) % (0.0631) (0.0258) (0.4409) (0.0186) (0.0318) (0.0714) (0.5354)
A(topen(-1)) -2.4244%%% - 0.2797*F%  -0.2958***  (0.2816** I. *EE0.7573*** 0 -0.7171*F*F%F  0.1553***  _Q.5112*%**  -0.1390 -0.1755
(0.1044) (0.1085) (0.0520) (0.1278 %.1042) (0.0879) (0.0397) (0.0109) (0.0455) (0.1156) (0.1258)
A(inf(-1)) 0.6230%** 0.00039 0.0851%** 0.0 93)\)0.3824*** -0.0188 -0.4935%** -0.0110 -0.1324***  0.0262 0.0175
(0.0224) (0.0478) (0.0200) )* (0.0396) (0.0433) (0.0258) (0.0433) (0.0212) (0.0502) (0.0492)
Aexr(-1)) -9.1552%** 0.0400 -9.5874%** 42 13.511%** 0.0081 14.2097*** 0.0190 -3.1094%%*  -0.1128** -1.3028 -0.1138%**
(0.5256) (0.0356) (1.0170) 60) (1.1133) (0.0367) (0.8571) (0.0329) (0.7016) (0.0397) (1.6118) (0.0398)
ECT(-1) -0.4559***  -0.6729%**  -0.7638* A4104%**  -0.6246***  -0.3041**  -0.7380***  0.1925%**  -0.8074*** -0.1418** -0.6328*** -0.0858***
(0.0175) (0.0574) (0] (0.0611) (0.0810) (0.1269) (0.0398) (0.0243) (0.0430)  (0.05937)  (0.1054) (0.0054)
Min. thresholds n.a. n.a. £ €.55%0 0.547 13.31% n.a. 15.37% n.a. 18.99% n.a. 6.58% n.a.

Note: *** ** &* denotes reje
development variables are
Source: Author’s comp

@me hypothesis at the 0.01, 0.05 and 0.1 level respectively. n.a. means not available since the square of financial
tatistically significant or it failed to exhibit an open parabola curve.

022).
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Table 4.12b: Long-run Estimates of Inclusive Growth Components (Robustness Checks)

Per Capita Income Growth (gdpg)

Income Equality (equ)

\mloyment Rate (emp)

Variables Domestic Money  Interest rate Financial =~ Domestic Money Interest rate  Financial — Do ey Money Interest  Financial
credit supply spread dev. Index credit supply spread dev. index i supply  rate spread dev. Index
1 2 3 4 5 6 7 s L (AY 10 11 12
Capital -0.3050%**  0.5543%** -0.1083 -0.016 -3.7229 1.0739%** -1.4278**  -0.9567* C2076723%  -0.2194%%%  0.5949% (.5234%%*
(0.0775) (0.1627) (0.1630)  (0.1876) (2.2234) (0.0625) (0.4851) (0.4441% (0.35006) (0.0922) (0.3070)  (0.2383)
Labour -1.0390%** -8.3379***  2.5651%*% 9.8560%*** -2.8456  -2.8373%** -3.3894%  -21.378%**Y  2.0313*%*  6.3972%** 0.6324  12.679%**
(0.3488) (0.9257) (1.1169)  (0.9300) (3.8753) (0.2212) (1.7450) . 13\ (0.7031) (0.5311) (0.9133)  (1.1457)
Domestic Credit -5.0182%** -3.2273%%* % 1.1521
(0.5488) (1.0987) % (3.9870)
Money supply -14.588%** 18.578%** %, 7.3374%%*
(1.8734) (0.6422) % (1.0443)
Lending rate -2.3250 %3 ok 10.594***
(1.8965) \3.7222) (3.4124)
FD index 9.4753%** -24 878%** 13.621%**
(1.58123 (3.6504) (1.9811)
FD squared 0.2018***  (0.4230%** 0.0535  -6.8326%**  1.1378** NQOSHHF*  _1.4334%%* 1] 555%** -0.1033  -0.2006***  -0.6953*** -5.9983***
(0.0225) (0.0536) (0.1253)  (0.8491) (0.3489) 0.0231) (0.3042) (1.9907) (0.1422) (0.0297) (0.2446)  (1.0372)
Trade 0.3598**  1.8777***  1.1242%** .2.6711%** 1.327 N 625%** 1.8756%*  5.9977%** 0.3403  -1.2754%**  -0.2038 -2.8559%**
(0.1770) (0.1519) (0.3240)  (0.1885) (1. lij (0.0351) (0.6331) (0.4270) (0.2141) (0.0851) (0.1991)  (0.2304)
Inflation -0.2395***  (0.2302%*** -0.0760  -0.2069*** @ 0.0238* 0.7173%**  (0.8450*** 0.0012  -0.2422***  -0.0307 -0.7308%**
(0.0116) (0.0595) (0.0943)  (0.0589) W 4) (0.0129) (0.2219) (0.1420) (0.0867) (0.0339) (0.0767)  (0.0718)
Exch. Rate -4.1598***  -0.0586** -3.5697 0.0269 % 2.851  -0.0804*** 0.2879 -0.1608**  -13.295%** (.1090*** -11.714*** 0.1195%**
(0.5067) (0.0252) (2.3884) (0.025&\) (13.879) (0.0060) (3.7873) (0.0593) (2.7512) (0.0147) (3.2562)  (0.0329)
Constant 1.1235 -0.7269 1.4935%** 0465171 5.3133 0.1474 2.2147** 0.1319 2.71821***%  (0.3019 8.7190**  (0.2514
(2.0336) (0.7172) (0.5803) 419 (3.5120) (0.6897) (0.9090) (0.6864) (0.5281) (0.8019) (4.8259)  (0.8156)
Min. Thresholds 12.43% 17.24% na. ~~N0.693 1.42% 13.26% 3.43% 1.08% n.a. 18.29% 7.62% 1.135
Adjusted R? 0.6084 0.4207 0.78 0.3249 0.6260 0.4468 0.5700 0.4474 0.7581 0.4339 0.6356 0.4353
F-Statistics 3.9238***  473]13%¥*¥* 53 IQ:“) 4.7648***  4.3419%*%*%  3.9616%**  6.6824***  4.5200%**  4.9076%**  5.8378*** 94116*** 4.8496%**
Serial Correlation (0.7249) (0.8983) (%23) (0.9902) (0.4109) (0.7889) (0.6020) (0.7987) (0.1903) (0.7183)  (0.7570)  (0.4986)
Normality Test (0.4432) (0.5021) Q?» 43) (0.6381) (0.5814) (0.2564) (0.5820) (0.1176) (0.0629) (0.3294)  (0.5509)  (0.2123)
Heteroskedasticity (0.7020) (0.321 12232) (0.2352) (0.5909) (0.2931) (0.9120) (0.2513) (0.8508) (0.2189)  (0.2690)  (0.1938)

Note: *** ** &* denotes
development variables age
Source: Author’s comphd
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Concerning the short run estimates of the robustness checks in Table 4.12a, it shows that the
minimum domestic credit to private sector by banks as a ratio of GDP threshold that stimulate
income equality and employment is 13.31% and 18.99% respectively. Similarly, the minimum
financial development index that stimulates income per capita growth is 0.547. As for the short
run interest rate spread parameters, the results show that the maximum interest gg;d
thresholds that sustain income growth, income equality and employment are 5.@)&3% and
6.58% respectively. In the long run, the minimum domestic credit to pr‘% sector to GDP
threshold that arouse income per capita growth and income eque@v 12.43% and 1.42%
respectively. Concerning the minimum money supply to GDP, d, it stimulates per capita
income growth, income equality and employmentq 24%, 13.26% and 18.29%
correspondingly. The maximum interest rate spread d that would uphold income equality
and employment rate is 3.43% and 7.62% ectively. Overall, the thresholds of financial

development index that stimulate 1ncom@yt income equality and employment rate is 0.693,

1.077 and 1.135 respectively.

Also, the coefficient of dete %)on is relatively high for the estimated models in column 1-12
which range from 3@(0 75.81%. The overall test shows that the explanatory variables
statistically and @antly influence inclusive growth components at 5% level. With reference
to the dia %tests, the estimated VECM and ARDL models are tested for serial correlation,
no "§heteroskeda5ticity. The results in Table 4.12b revealed that the models passed the
correlation test indicating that the error terms are not correlated up to order 2. The null
hypothesis of normality and heteroskedasticity tests were not rejected at the conventional rate

implying that the error terms are normally distributed and have same variance.
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4.2.3 Analysis of the Third Objective

In this sub-section, the study presents the empirical outcomes with reference to the impact of

institutional quality on inclusive growth in Nigeria.
4.2.3.1 Correlation Analysis and Scatter Plots

Table 4.13 presents the partial correlation of inclusive growth index, income come
equality, employment, institutional quality, investment, labour force, trade S, mﬂatlon
and exchange rate in Nigeria using an annual dataset within the perig& N 85 and 2020. In
Table 4.13, the correlation coefficients indicating the level of as@%ﬂ of institutional quality

%fore so, the coefficients have

tional quality had a negative level

with inclusive growth were low and none of them is up t
different signs among themselves. The result shows th N[l
of association with inclusive growth. Also, it(e@atively correlates with income growth and
income equality whereas it has a direct co %

with employment. Likewise, the scatter chart

in Figures 4.15(a-d) show a graphj ook of the coefficient of correlation of the links

between institutional quality an% uSive growth.

In relations to the key %r.s of inclusive growth, capital investment and labour force report
negative coefficie trade openness and inflation rate were found to have negative level

of associatl inclusive growth while exchange rate correlate positively with inclusive

multicollinearity among the predictive variables, as positive and negative relationships were
reported among the variables of interest in varying magnitudes and signs. However, the results of
the correlation coefficients are just preliminary analyses that are being put through confirmation
in the next sub-section after considering other determinants of inclusive growth.
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Table 4.13: Correlation Matrix

equ emp incg iq k b topen inf Exr
gdpg 0.034 -0.179 0346  -0.151 -0.187 0.206  0.278 -0.321  -0.098
equ 1 -0.483  0.814 -0496 -0.336 -0.330 -0.309 -0.178  0.418
emp 1 -0.863  0.063 0.730  0.464 -0.165 0. 43 1733
incg 1 -0.335  -0.634  -0.391 -0.008 @"’ 0.671
iq 1 -0.123  0.261 0.65 012 0.063
k 1 0.600 28\5 0365 -0.673
Ib ;} 390 0317  -0.687
topen % 1 -0.080  0.035
inf Q 1 -0.377

Note: gdpg - GDP growth; equ - Income Equality; em
institutional quality; k - Gross fixed capital formation; 1

exchange rate (LCU per USS$, period average).

ource: Author’s computation (2022). Q
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4.2.3.2 Pre-Estimation Tests (Unit Root and Cointegration)

In this sub-section, the pre-estimation approaches used to estimate the stationary level of the
variables are Augmented Dickey Fuller (ADF), Phillips Perron (PP) and Kwiatkowski Phillips
Schmidt Shin (KPSS). They are employed to test the stationary level of institutions, in lusi\:e
growth indicators, key factors and other controlling variables to suggest the sri»ate
technique to estimate the parameter coefficients. The results of the unit root fot\@y icators are
presented in Table 4.14. The tau-statistic results for intercept and trend oa%ere used to find
the statistically significant of the variables at 1%, 5% and 10% cn@p ir?[ at levels and first
difference. Meanwhile, it should be noted that the lag len certaining this stationarity
level of these variables as well as unit-root test is ax atic and optimally chosen by the

Schwarz-Bayesian Information Criterion (SIC) while were fixed.

In Table 4.14, the unit root test ap@! under the conventional methods follow

approximately the same decision on ﬁgﬂy level of variables of interest at varying significant

levels which were not stationa t?w s at 5%. Thus, the unit root test results were found not to

reject the null hypothesi “Wationary at level” at 5% McKinnon significance level. These
variables that are no %r.y at levels were further tested at first differences which were found
significant 5% si%cance level. The results suggest that at first difference, the time series of the
variable @& growth, income equality, employment, inclusive growth index, institutional
qua@%s fixed capital formation, labor force participation rate, trade openness, inflation rate,
an%fﬁcial exchange rate) were stationary and integrated of order one and therefore suggests

that after differencing at first levels the series, they converge to their long-run equilibrium or true

mean.
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Table 4.14: Conventional Unit Root Tests during the Era of Direct Monetary Control

Level First Difference
Variables 1(d)
ADF PP KPSS ADF PP KPSS

incg -2.0999 -2.1493 0.1005  -7.0261*** -6.9057*** (.0783*** 1(1)
gdpg -1.8711  -3.5568**  0.1454 -4.6783*** - 0.0601**%* 1),
equ -1.7597 -1.8350 0.1205  -5.0906*** -5.0906***  (0.0785%*% 1)
emp -2.2808  -3.5988**  (0.1085  -4.5759%** - 0.0S@ 1(1)

iq -3.3353*%  -2.0664 0.1380 -4.9466*** -4 .8916%** (f%ﬁ * 1(1)

k -0.7543 -0.6386 0.1489  -6.2791*** —6.5354*& 0206%** 1(1)

b -3.4651*  -2.3339 0.1450  -5.5852%** _5.5 @* 0.0909** 1(1)

topen  -2.8554  -2.6092  0.1900 -7.3815***§. w0k 0.0490%%%  [(1)
-6.6240%%% 00417 [(1)

inf -2.6345 -2.9831 0.1352  -4.24 S\
exr -0.6298 -0.8653 0.1241 . *-4.2527*%*  0.0783%** 1(1)

Note: *** significant at 1%; ** significant at 5%; ?%/g»n%want at 10%. Calculated at trend and intercept and lag
lengths selected automatically using the Schwarz 41&' yterion (SIC). gdpg - GDP growth; equ - Income Equality;
emp - Employment; ig - Inclusive growth indexy iq (Ynstitutional quality; k - Gross fixed capital formation; 1b -
Labor force participation rate, total (% of t opwtation ages 15-64); topen - Trade as % of GDP; inf — Inflation
rate, consumer prices (annual %); and exr, —%al exchange rate (LCU per US$, period average).

Source: Author’s computation (2022) ?\
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Afterwards, the study conducted the cointegration test using the Johansen cointegration test. The
optimal lag length employed in estimating the Johansen co-integration model was determined
using the vector autoregressive (VAR) lag order selection criteria test and lag exclusion Wald
tests, whose results were presented in the appendix. The result presented in the appendix
revealed that lag length 1 is the most appropriate for the models using Schwarz A\g??l’c:n
Criterion (SIC), optimal and significant lag order to estimate the VAR model s @é estimate
the Johansen co-integration model. The cointegration results are presented 1 e 4.5. The co-
integrating equation reported for the models indicated that at Mq@nﬁiaug-Michelis 5%
significance level, the Trace and Max Eigenvalue tests sugge %e incorporated time series
variables are co-integrated at the second hypothesized co-i %)ion equations order i.e. r = 2 for
linear deterministic trend model with intercept for tclusive growth model. These indicate
that the alternative hypotheses “r=2"" were notfejgcted for Trace statistics and Max-Eigen values.
This suggests that there exist three co@p ing vector equations among inclusive growth,
institutional quality in their respe '@ated order. Just like in the inclusive growth model, the
result shows that there exis@ointegrating vector equations in income growth and income
equality models. How the conintegrating equation vector in employment model is two. Thus,
there is long-rup % nship between institutional quality and inclusive growth in Nigeria.
According @gresult of both unit root test and Johansen cointegration test suggest that the

vector ‘e%correction model (VECM) is the most appropriate estimation technique to be used

anrameter estimates.
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Table 4.15: Johansen Cointegration Test of Institutions and Inclusive Growth

Lags interval (in first differences): 1 to 2

Series

Trend assumption: Linear deterministic trend

Hypothesized Eigenvalue Trace 0.05 Critical Max-Eigen 0.05 Critical
No. of CE(s) Statistic Value Statistic Value
r=0 0.8556 183.06%** 125.62 65.796%** 46.231
r<l 0.7313 117.26%%* 95.754 44.678%** 40.078
incg. k. Ib. iq r<2 0.6612  72.583%%x* 69.819 36.799%** 3.877
tope;1 e r<3 0.3946 35.784 47.856 27.584
— r<4 0.2820 18.719 29.797 21.132
r<s 0.1235 7.4532 15.495 14.265
r<é 0.0837 2.9710 3.8415 . 3.8415
r=0 0.921385  204.20%** 125.62 69 * 46.231
r<l 0.736145  117.83%** 95.754 &4,5.300*** 40.078
edpg. k. Ib, iq r<2 0.672840  72.528%** 69.8 37.988%** 33.877
e r<3 0.434505 34.540 47, 19.382 27.584
topen, Inf, exr r<4 0.209052 15.158 %, 7.9738 21.132
r<s5 0.117863 7.1839 %5 95 4.2639 14.265
r<6 0.082300 2.9201 4A 8415 2.9201 3.8415
r=0 0.885659  199.08*:5\ N\, 125.62 73.731%%% 46.231
r<l 0.800554  125. 95.754 54.815%x* 40.078
equ. k. Ib. iq r<2 0.542963 79%35 69.819 36.622%** 33.877
tope’n "o exe r<3 0.426316 &’5 11 47.856 18.893 27.584
— r<4 0.335018 \ 018 29.797 13.872 21.132
r<s O.211861() 11.146 15.495 8.0948 14.265
r<é 0.085838, 3.0514 3.8415 3.0514 3.8415
r=0 08683  178.45%** 125.62 68.932%** 46.231
r<l 94 109.52% % 95.754 40.868*** 40.078
emp. k. Ib. iq r<2 Y5632 68.647* 69.819 28.161 33.877
tope;1 e r<3 ,& 45312 40.486 47.856 20.524 27.584
P r< 0.3024 19.962 29.797 12.245 21.132
r@ 0.1542 7.7173 15.495 5.6946 14.265
(r 0.0578 2.0228 3.8415 2.0228 3.8415

Note: ##%,

growth index;d
Interest rai %
formati

dehetts rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. incg - Inclusive

pS\ Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of GDP); Ids -

d (lending rate minus deposit rate, %); fd - Financial development index; k - Gross fixed capital
GDP); 1Ib - Labor force participation rate, total (% of total population ages 15-64); topen - Trade (%

- Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU per USS$, period

of ;1
a
S : Author’s computation (2022).
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4.2.3.3 Short-run and Long-run Estimation Results

In the sub-section, the vector error correction model (VECM) results of the parameter estimates
both in short-run and long-run are presented in Tables 4.16a and 4.16b respectively. The results
presented in the tables answer the null hypothesis that institutional quality does n have
statistical and significant impact on inclusive growth. For the short run analysis, 1%, the
dynamic pattern in the model which ensure that dynamics of the mod @not been
constrained by inappropriate lag length specifications. In Table 4.16a, the\Jag length on all
variables as the model was set at two because the number of obsew@ limited while putting
the augmenting the variables into one model and this was be sufficient based on the

results of the automatic selection of Schwarz Info ‘(& riterion (SIC). The results are

presented in columns 14 considering the inclusi t and its components (income growth,
equality, and employment). &

In Table 4.16a, the error correction @QECT) measures the speed or degree of adjustment at
which the inclusive growth ch ?ﬂhe to changes in the financial development variables. The
coefficient of the ECT is fo o be negative and statistically significant at the conventional
level for the model Q‘o%l'mns 1-4. For the estimated models, the ECT values imply that the
income gro & co e equality, employment and inclusive growth models corrects its short-run

d1sequ11 32.83%, 17.13%, 18.28% and 61.31% speed of adjustment in order to return to

the @ equilibrium respectively.

\
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Table 4.16a: Short-run Estimates of Institutional Quality and Inclusive Growth
Dependent Variable: Inclusive Growth
Variables Income Growth égzzll?fy Employment GrI(:lvffillllsill‘ll:;ex
1 2 3 4
A(incg(-1)) -0.2807 -0.1290 -0.4036 -0.2674
(0.4187) (0.2030) (0.3408) (0.2284) .
A(k(-1)) -0.2117 0.39249 0.0962 %L
(0.3556) (0.2531) (0.3435) 24 Z%M&)
A(Ib(-1)) -0.8658 2.7817*** 1.1013 1817
(2.1133) (0.9076) (2. 0315)%\ (0.2181)
A(ig(-1)) -0.3892%* -3.6879 2.309 -0.9269**
(0.5459) (2.7801) (5(@ ) (0.3765)
A(topen(-1)) 0.1059 -0.0449 6& -0.0054
(0.3055) (0.0751) 37) (0.0187)
A(inf(-1)) 0.1426** -0. 0809* 5091** -0.0127
(0.0690) (0. 038 (0.1098) (0.0095)
Afexr(-1)) 1.9224%** 25 -2.8287 1.0640%**
(0.3660) (5.9431) (0.4614)
ECT(-1) -0.3283%** -0.1828%** -0.613 1***
(0.0591) (0 03 17) (0.0275) (0.07848)

Note: *** ** &* denotes rejection of the hypoth€s &\g% .01, 0.05 and 0.1 level respectively.
Source: Author’s computation (2022).

O
&Q

N
N
\

S

QQ

149



In the short-run, it shows that the lag one of inclusive growth and its components have no
significant impact on the current levels. The coefficients of Institutional quality were negative in
income growth, income equality and inclusive growth models while the parameter of
institutional quality in employment model is positive. Among all the parameter estimates,
institutional quality negatively and significantly influences income growth and inclus; XYVV[L
In magnitude terms, a 1% changes in institutional quality affect income grow@)mclusive
growth by 0.389 and 0.927 respectively. The statistical impacts of inve?%n , labour force

participation rate and trade openness on inclusive growth and its com@%s}re not established.

For other control variables, inflation rate has positive and si ,3 iCant effect on income growth
and employment but negatively and statistically imp t%ﬁcome equality. Exchange rate

directly and significantly impacted per capita inc owth, income equality and inclusive

growth in the short run. (6

As for the long-run estimates, the paraer}stimates of institutional quality are positive across

the estimated models. The stati;t@ect of institutional quality on income growth, income

equality and inclusive growt established at 5% level but was not confirmed in employment
at the conventional le@s’tatistical values indicate that a 1 unit change in institutional quality

lead to about 5.7(, 3534 and 8.45 unit changes in income growth, income equality and inclusive

growth ‘m%@(%}g run,
QQ

150



Table 4.16b: Long-run Estimates of Institutional Quality and Inclusive Growth

Dependent Variable: Inclusive Growth

Variables Income Incon.le Employment Inclus.i ve
Growth Equality Growth index
1 2 3 4
Capital investment (k) 0.0210 0.1185 0.4091*** 0.2315%**
(0.0236) (0.1136) (0.0764) 395)
Labour force participation rate (1b) 1.3092%*** 5794 1*** -] 7883%** - Q*H*
(0.1444) (0.6179) (0.4907) .2341)
Institutional quality (iq) 5.7136%** 35.339%%* 0.412 Q} 8.4996%***
(0.3963) (1.9365) (1.3 K (0.6942)
Trade openness(topen) -0.6389*** 0.3889** 0.4122%* -0.1514%*
(0.0399) (0.1825) &338) (0.0651)
Inflation rate (inf) 0.2017***  -0.5177*** @3887*** -0.1480%**
(0.0110) (0.05 % (0.0375) (0.0183)
Exchange rate (exr) 3.4711%** 13, !%' 0.3163 -1.5367***
(0.2941) (1.0018) (0.5008)
Constant -0.1515 627 -0.7658 -0.0276
(1.1883)4, 0.8136) (1.6932) (0.1978)
Adjusted R? 0.4 ~ 04131 0.3459 0.4551
F-Stat 4. k¥ 4.5019%** 4.1026*** 4.3915%**
Serial Correlation % ) (0.0685) (0.8716) (0.5460)
Normality Test 7A748) (0.2480) (0.2293) (0.0710)
Heteroskedasticity test . @(0.2752) (0.3085) (0.2744) (0.2481)

Note: *** ** &* denotes rejection &pyothesis at the 0.01, 0.05 and 0.1 level respectively.

Source: Author’s computation (20%$
4 -
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As to the input factors, capital investment has positive impact and significant on employment
and inclusive growth in the long run. The table shows that labour force participation rate
influences income growth positively but impacted income equality, employment and inclusive
growth negatively. For other control variables, trade openness has adverse effect on income
growth and inclusive growth but influence income equality and employment positive@;n
rate directly affect income growth but indirectly influence income equality, @r}nent and
inclusive growth. Exchange rate has positive effect on income growth ﬁ@lployment but

negatively affect income equality and inclusive growth.

N
S\
In addition, the coefficient of determination (measured by th @ed-Rz) is relatively high for
the estimated models. The statistics showed that about 40 %’21.31%, 34.59% and 45.51% of
the total variations in income growth, income equality;yemployment and inclusive growth were
explained by institutional quality and other g@;variables in the model. The overall test using
the F-statistics are statistically signiﬁca@% level of significance showing that models are
well specified and statistically siZmiffeant. As for the diagnostic tests, the estimated VECM
models are tested for serial ¢ ion, normality and heteroskedasticity. The results from these
tests are also shown&%bl.e 4.16b. The results revealed that the models passed the serial
correlation test @ing that the error terms are not correlated up to order 2. The null
hypothesis@&rmality and heteroskedasticity tests were not rejected at the conventional rate

imp@g at the error terms are normally distributed and have same variance.

\
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4.2.4 Analysis of the Fourth Objective

In this sub-section, the study presents the empirical outcomes regarding the links among

institutional quality, financial sector development and inclusive growth in Nigeria.
4.2.4.1 Correlation Analysis and Scatter Plots \ .

The partial correlation of institutional quality, financial development and inclus@(mth in

establish the links are inclusive growth index, income growth, incomg\e ty, employment,

Nigeria within the period of 1985 and 2020 are presented in Table 4.17. T tables used to
domestic credit to private sector by banks, broad money supply%\dl g rate spread, financial
sector development index, institutional quality, the inte @' of institutional quality and
financial development indicators, investment, labo rce, trade openness, inflation, and
exchange rate. The result shows that all the w of financial development have positive
level of association with inclusive growth«@(. However, institutional quality has a negative
correlation with inclusive growth 1 gﬁéanwhile, the interaction of institutional quality and
financial development indices %%y correlate with inclusive growth except the interaction of

institutional quality and A%{Mate spread which has negative coefficient. A pictorial view of

the relationship a inclusive growth and interaction of institutional quality and financial

development @rs are presented in Figures 4.16(a-d).
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Table 4.17: Correlation Matrix

equ emp incg dcps bm lds  fd iq dcpsxig bmxig

lds xiq fdxiq

k

Ib  topen inf  exr

gdpg
equ
emp
incg
dceps
bm

Ids

fd

iq
deps Xig
bm xig
lds xiq
fdxigq
k

b
topen

inf

0.034-0.179 0.346 0.099 -0.120 -0.058 -0.027 -0.151 0.050

1 -0.483 0.814 0.384 0.481 -0.255 0.335 -0.496 0.225

1 -0.863 -0.622 -0.746 -0.339 -0.730 0.063 -0.5

80

I 0579 0.651 0.042 0.585 -0.335 0.459

I 0.809 0.229 0.904 0.027 0.756

1 0.330 0.934 -0.061 0.745

1 0.531 0.655 0.398

1 0.160 0.899

1 0.3
1

O

13

-0.165 -0.122 -0.022 -0.187
0.337 -0.394 0.406 -0.336
-0.723 -0.214 -0.759 0.730

0.551 -0.117
0.795 0.143
0.755 0.190
0.506 0.758
0.953 0.414
0.231 0.810

0.819 0.364 0,

1 0.4

S

&

0.641
0.915
0.951
0.438
0.989

311 -0.391

1

-0.
0

0.03;<\§5

-0.634
-0.775
-0.772
-0.525

755

0.206 0.278 -0.321 -0.098
-0.330 -0.309 -0.178 0.418
0.464 -0.165 0.439 -0.733
-0.391 -0.008 -046 Q671
-0.446 0.0 &.605
-0.700~0% %’297 0.698
- 12 -0.018 0.421

863 -0 0.189 -0.301 0.669

0261 0.657 -0.012 0.063
-0.328 0.272 -0.318 0.588

-0.773 -0.580 0.160 -0.287 0.600

-0.006 0.655 -0.051 0.301

-0.736 -0.593 0.099 -0.315 0.667

1

0.600 -0.285 0.365 -0.673
1 0390 0.317 -0.687

1 -0.080 0.035

1 -0.377

Note: gdpg - GDP growth; equ - Income uM; emp - Employment; ig - Inclusive growth index; dcps - Domestic

fd - Financial development index; ig* interaction of domestic credit to private sector by banks and institutions;

credit to private sector by banks; bn%(; oney; lds - Interest rate spread (lending rate minus deposit rate, %);
cps

bmxiq - interaction of broad mone institutions; 1dsxiq - interaction of lending rate spread and institutions;
fdxiq - interaction of ﬁnan%v.elopment index and institutions; k - Gross fixed capital formation; Ib - Labor
force participation rate, t (YoNof total population ages 15-64); topen - Trade as % of GDP; inf — Inflation rate,
consumer prices (annu@d exr - Official exchange rate (LCU per US$, period average).

Source: Author’s ¢ n (2022).
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Figure 4.16(a): Scatter graph of inclusive growth and interaction of domestic credit to private sector & institutions

Figure 4.16(a-d): Scattered plots of inclusive growth and interaction of financial d
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Figure 4.16(b): Scatter graph of inclusive growth and interaction of broad money supply and institutions
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Figure 4.17(b): Scatter graph of income per capita and interaction of broad money supply and institutions
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Figure 4.16(c): Scatter graph of inclusive growth and interaction of lending rate spread and institutions
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Figure 4.17(c): Scatter graph of income per capita and interaction of lending rate spread and institutions
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Figure 4.19(a): Scatter graph of employment rate and interaction of domestic credit to private sector & institutions
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Figure 4.18(b): Scatter graph of income equality and interaction of broad money supply and institutions
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Figure 4. 19(b) Scatter graph of employment rate and interaction of broad money supply and institutions
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As for components of inclusive growth, their correlation coefficients are equally presented in the
table. Likewise, the scatter chart in Figures 4.17(a-d), 4.18(a-d) and 4.19(a-d) shows a graphical
outlook of the coefficients of correlation of the links between the inclusive growth components
and the interaction of institutions and financial development indices. Also, the correlation table
shows the correlation coefficients among these other controlling factors of inclus A\g;;;h
indices at different magnitudes and degrees. The values of the correlation coef@? revealed
the absence of multicollinearity problem. Thus, the problem of multicollinearity™s avoided in the
empirical analysis. Nonetheless, the results of the correlation coef@v are just preliminary

analyses that are being put through confirmation in the next @ on after considering other

determinants of inclusive growth. A\QQ)

4.2.4.2 Pre-Estimation Tests (Unit Root and Co@on)

In this sub-section, the pre-estimation ap @! used to estimate the stationary level of the
variables are Augmented Dickey Fu QQF), Phillips-Perron (PP) and Kwiatkowski Phillips
Schmidt Shin (KPSS). They a @myed to test the stationary level of the monetary policy
management indicators a th growth to suggest the appropriate technique to estimate the

parameter coefﬁcie@ he’results of the unit root for the indicators are presented in Table 4.18.
ult

The tau-statis 'ch_g

significa t@t e variables at 1%, 5% and 10% critical point at levels and first difference.

s for intercept and trend model were used to find the statistically

Me it should be noted that the lag length for ascertaining this stationarity level of our
\@oles as well as unit-root test is automatic and optimally chosen by the Schwarz-Bayesian

Information Criterion (SIC) while few were fixed.
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Table 4.18:

Conventional unit root tests of institutions, financial development and inclusive growth

Level First Difference

Variables 1(d)

ADF PP KPSS ADF PP KPSS
ig -2.0999 -2.1493 0.1005 -7.0261*** -6.9057*** (.0783*** I(1)
gdpg -1.8711  -3.5568**  0.1454 -4.6783%*** - 0.0601*** I(1)
equ -1.7597 -1.8350 0.1205  -5.0906*** -5.0906***  (0.0785%** (1)
emp -2.2808  -3.5988**  (0.1085 -4.5759%%* - 0.054 1%** %7
deps  -3.9980***  -2.7795 0.1674 - -4.5068*** 0. 0392*% 1(1)
bm -2.9508 -2.1230 0.1545  -4.7223** -7.1560*** (.06 I(1)
lds -3.6567**  -3.2898* 0.1511 - -5.8906%** A%\* I(1)
fd -3.4622% 22361  0.0635%** -4.8224** -6, 6552**% I(1)
iq -3.3353*  -2.0664 0.1380 -4.9466*** -4.8916, 0842** 1(1)
depsxig  -3.3691*%  -2.1846  0.0895** -5.0827*** -5.02 I(1)
bm xig -2.4831 -2.6618  0.0839** -5.0118%%*%* ﬁ@* - I(1)
lds Xiq -2.8381 -2.5739 0.1366 —5.8999**&%18*** 0.0519%** I(1)
fdxig -3.6332**  -2.8337 0.1692 > -4.7602***  (0.0446%** I(1)
k -0.7543 -0.6386 0.1489 -6 AZ9\*¥* -6.5354***  (0.0406%** I(1)
b -3.4651*  -2.3339 0.1450 %85 kxR 5.5128% % (0.0909%* I(1)
topen -2.8554 -2.6092 0. 19 815%** _11.580***  (0.0490*** I(1)
inf -2.6345 -2.9831 -4 2477**  -6.6240%**  -0.0417*** I(1)
exr -0.6298 -0.8653 QM -4.4456%**  -42527%%  (.0783*** I(1)

lengths selected automatically usi

Note: *** significant at 1%, ** mg%
emp - employment; ig - inclusive ;wh index; deps - domestic credit to private sector by banks; bm - broad money;

inus deposit rate, %); fd - financial development index; depsxiq - interaction
r'by banks and institutions; bmxiq - interaction of broad money and institutions;
dg rate spread and institutions; fdxiq - interaction of financial development index and
apital formation; Ib - labor force participation rate, total (% of total population ages 15-
inflation rate, consumer prices (annual %); and exr - official exchange rate

1ds - interest rate spread (lendi
of domestic credit to privates
interaction of Jen

institutions; k - gros % i
64); topen - trade ag %
(LCU per USS,feriod average).

ldsxiq -

rate

DP; inf —

Source: Autc putation (2022).

QQ

% * significant at 10%. Calculated at trend and intercept and lag
arz Info Criterion (SIC). gdpg - GDP growth; equ - income equality;
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From the above table, the three unit root test estimators under the conventional methods follow
almost the same decision on stationary level of variables of interest at varying significant levels
which were not stationary at levels at 5%. Thus, the unit root test results were found not to reject
the null hypothesis “not stationary at level” at 5% McKinnon significance level. These variables
that are not stationary at levels were further tested at first differences which xzﬁzd
significant 5% significance level. The results suggest that at first difference, t@ series of
our understudied variables were stationary and integrated of order one aﬁﬂ%& efore suggests

that after differencing at first levels the series converge to their 1@ 'équilibrium or true

Afterwards, the study conducted the cointegration test m& Johansen cointegration test. The
optimal lag length employed in estimating the Jaha co-integration model was determined
using the vector autoregressive (VAR) lag afdeiN\selection criteria test and lag exclusion Wald
tests, whose results were presented in@ appendix. The result presented in the appendix
revealed that lag length 2 is th @ppropriate for the models using Schwarz Information
Criterion (SIC), optimal and@ant lag order to estimate the VAR model system to estimate
the Johansen co-integ.%l'oéyn.odel. The cointegration results are presented in Table 4.19.

O
S
S
O
O
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Table 4.19: Johansen Cointegration Test Results

Lags interval (in first differences): 1 to 1

Trend assumption:Linear deterministic trend

Series Hypothesized Eigenvalue Trace 0.05 Critical Max-Eigen  0.05 Critical
No. of CE(s) Statistic Value Statistic Value
r=0 0.909639  335.4362%** 197.3709 81.73392%** 58.43354
r<1 0.879171  253.7023%** 159.5297 71.85489%** 52.36261
r<2 0.798819  181.8474%** 125.6154 54.52064%** 23142
incg, k, Ib, iq, r<3 0.767778  127.3267*** 95.75366 49.64211% \ 40.07757
deps, igxdcps, r<4 0.628375  77.68462%** 69.81889 . %’ 33.87687
topen, inf, exr r<5 0.506655 44.02900 47.85613 . 27.58434
r<é6 0.332617 20.00640 29.79707 9 21.13162
r<7 0.140709 6.257116 15.49471 » 14.26460
r<8 0.031866 1.101092 3.841466 . { X 3.841466
r=0 0.950369  337.3803%*** 197.37 102.1071%** 58.43354
r<1 0.884507  235.2732%** 73.39066*** 52.36261
r<2 0.768796  161.8826%** 1 49.79151%*** 46.23142
incg, k, 1b, iq, bm, r<3 0.721923 112.0910%** ) 6 43.51512%** 40.07757
igxbm, topen, inf, r<4 0.618507 68.57591 Qa 889 32.76451 33.87687
exr r<5 0.326607 35.81140 \ .85613 13.44451 27.58434
r<6 0.289841 22.366 29.79707 11.63704 21.13162
r<7 0.202110 10.7 15.49471 7.676681 14.26460
r<8 0.085885 3&3&19 3.841466 3.053179 3.841466
r=0 0.922053 }%5 ok 197.3709 86.75849%** 58.43354
r<1 0.847944 5% 84k 159.5297 64.03925%** 52.36261
r<2 0.778649 Qﬁ 3191 125.6154 51.27213%** 46.23142
incg, k, 1b, iq, 1ds, r<3 0. 657 117.0470%** 95.75366 36.46174*** 40.07757
igxlds, topen, inf, r<4 80.58527#** 69.81889 35.20882%#* 33.87687
exr r<5 @ 45.28645 47.85613 19.73962 27.58434
r<é6 275 25.54683 29.79707 15.34820 21.13162
r<7 76486 10.19864 15.49471 6.601928 14.26460
r<8.e~N 0.100382 3.596709 3.841466 3.596709 3.841466
r ﬁg 0.949024  337.6754%** 197.3709 101.1979%** 58.43354
Ej 0.892944  236.4775%** 159.5297 75.96974%** 52.36261
0.788749  160.5078*** 125.6154 52.86012%** 46.23142
incg, k, 1b, iq, fd 0.698708  107.6476%** 95.75366 40.78891*** 40.07757
igxfd, topen in r< 4 0.520144 66.85874 69.81889 24.96515 33.87687
‘% r<5 0.412833 41.89359 47.85613 18.10318 27.58434
r<é6 0.364557 23.79041 29.79707 15.41673 21.13162
Q r<7 0.157393 8.373687 15.49471 5.822639 14.26460
r<8 0.072285 2.551048 3.841466 2.551048 3.841466

Note: *** ** &* denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. incg - Inclusive
growth index; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of GDP); Ids -
Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross fixed capital
formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64); topen - Trade (%
of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU per USS$, period

average).
Source: Author’s computation (2022).
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In Table 4.19, the co-integrating equation reported for the model of inclusive growth and the
interaction of institutions and domestic credit to private sector by banks and interest rate spread
indicated that at McKinnon-Haug-Michelis 5% significance level, the Trace and Max Eigenvalue
tests suggest that the incorporated time series variables are co-integrated at the fourth
hypothesized co-integration equations order i.e. r = 4 for linear deterministic trend &?vz;h
intercept. It indicates that the alternative hypotheses “r=4” were not rejected fo@%&? statistics
and Max-Eigen values. This suggests that there exist five cointegrating vec uations among

inclusive growth, institutions, domestic credit to private sector by ba@n:ﬁng rate spread and

their interactions in their respective stated order. %%

However, the Trace and Max Eigenvalue tests of th&@%)ns interaction of broad money
supply and financial development index with inglu growth are co-integrated at the third
hypothesized co-integration equations ordey@ 3 for linear deterministic trend model with
intercept. This means that the altemative@rheses “r = 3” were not rejected for Trace statistics
and Max-Eigen values. It therefore~imiplies that there exist four cointegrating vector equations
among inclusive growth, ind¢tuftons, money supply, financial development index and their
interactions in their r@&vé stated order. Thus, the implication of the above outcomes is that
there is existence o g-run relationship among institution, financial development and inclusive

growth in @%@. The models have equilibrium condition that keeps the variables together in

Q@
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Table 4.20a: Short-run Estimates of Institutions, Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Domestic credit Broad money  Lending rate Financial
Variables to private supply spread development
sector index
1 2 3 4
A(incg(-1)) -0.2476 -0.1272 -0.2491 —0.1806
(0.1688) (0.1896) (0.1625) (0 1
Alk(-1)) 0.0162 0.0293 -0.0008
(0.0263) (0.0342) (0.0265) % 36)
A(lb(-1)) -0.0569 0.2673* 0.1676 2068
(0.1666) (0.1582) (0.1458) \ (0.1711)
A(fd(-1)) -0.3586 0.2707 -0.0921 ‘% 0.0732
(0.4208) (0.3847) (0. 3 (1.4711)
A(ig(-1)) -1.9453 % -0.4742%%* -1 -1.0952%%*
(0.1332) (0.2008) «%6 ) (0.4814)
A((ig*fd)(-1)) 0.1205 -0.0968 -0.0338
(0.1394) (0.1295) % .0959) (0.4829)
A(topen(-1)) -0.0323%*x* -0.0419* Q 0.0723%** -0.0635%**
(0.0132) (0.014 (0.0123) (0.0135)
A(inf(-1)) -0.0080 0 -0.0110 -0.0004
(0.0070) (0.0079) (0.0097)
A(exr(-1)) 0.1383 738* 0.7879 0.5339*
(0.3221) (%0 3346) (0.3194) (0.3308)
ECT(-1) -0.2075%%* \ 1597%%x* 0.0997%*x* -0.0759%**
(0.0867% (0.0121) (0.0053) (0.0104)

available if the coefficient of the igterd&tign of institutions and financial development is not statistically significant
at the conventional level.

Source: Author’s computangK 2).
&S
\!
%Q
QQ

Net effects n.a n.a. n.a. n.a.
Note: *** ** &* denotes rejection @othesis at the 0.01, 0.05 and 0.1 level respectively. n.a. means not
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4.2.4.3 Short-run and Long-run Estimation Results

The vector error correction (VEC) model results of the parameter estimates both in short-run and
long-run are presented in Tables 4.20a and 4.20b respectively. The results on the table answer

the null hypothesis that the interactive effect of institutions and financial developmer%s‘no
OWS t

have statistical and significant impact on inclusive growth. The short run analysj he
dynamic pattern in the model and also ensures that the dynamics of the estl dels have
not been constrained by inappropriate lag length specification. In Table t e lag length on

all variables as the model was set at one because the number o 6& tion is limited while
putting the augmenting the variables into one model and this §§ d to be sufficient based on
the results of the automatic selection of Schwarz Info@ Criterion (SIC). The results are
presented in columns 1-4 for each of the financi opment variables considered. The error
correction term (ECT) that measures the sp?@degree of adjustment is reported in the short-
run estimation results in Table 4.20a. Q}he rate of adjustment at which inclusive growth
changes due to changes in institut d financial development variables. The coefficients of
the ECT are found to be n¢ %)and statistically significant at the conventional level for the
estimated models in Q‘uéws 1-4. For the augmented model, the ECT values show that the
estimated mode@tect their short-run disequilibrium within 7.59%-20.75% speed of

adjustmen@&er to return to the long run equilibrium.

For hort run parameters in Table 4.20a, the statistical influence of the inclusive growth at lag
c@n its current level is not statistically significant. As to the financial development variables,
they do not have significant effect on inclusive growth after their interaction with institutional
quality. However, the significance influence of institutional quality on inclusive growth is

negative across all the estimated models. Afterwards, the interaction of financial development
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and institutions indicates both positive and negative influences but they are not statistically
significant on inclusive growth. It implies that institutions play a mitigating influence in the
relationship between financial development and inclusive growth. With regards to key factors,
investment and labour force participation rate are not statistically significant. Pertaining to other
control variables, trade openness negatively affects inclusive growth whereas ex@?e
influences inclusive growth positively at 10% significance level. The impact of @an rate on

inclusive growth is not statistically established. ‘%

As to the long-run estimates reported in Table 4.20b, the paramete@?st rate spread has a
negative and significant coefficient. It means that interes %pread has an indirect and
significant impact on inclusive growth in Nigeria. Likevx h¢€ coefficient of domestic credit to
private sector by bank is negative but not statistigally significant at 5% level. However, broad
money supply and financial development (@have positive coefficients and they are not
significant statistically at 5% level. Thergfore’ domestic credit to private sector by banks, broad
money supply and financial dev l@t index had no significance impact on inclusive growth
in Nigeria. As regards institu&uality, it negatively impacted on inclusive growth in Nigeria.
Subsequently, the int%l%tbn.of financial development and institutions indicates both positive
and negative influe but they are not statistically significant on inclusive growth. It means
that instiu@%play a mitigating influence in the nexus between financial development and
incl '\‘fgowth. Concerning the key factors, investment positively impacted on inclusive
@h while labour force participation rate influenced inclusive growth negatively. As for the
control variables, trade openness has direct and significant impact on inclusive growth in the

long run. Equally, inflation rate and exchange rate have positive and significant influence on

inclusive growth in the long run.
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Table 4.20b: Long-run Estimates of Institutions, Financial Development and Inclusive Growth

Dependent Variable: Inclusive Growth (incg)

Variables 1 > 3 4
Capital investment (k) -0.0625%** 0.0161%* (0.5293%** 0.0631%**
(0.0223) (0.0096) (0.1356) (0.0168)
Labour force participation rate (Ib) -0.8656*** -0.0005 -2.8703 %% 0.0849
(0.0677) (0.0417) (0.5469) (0.0576)
Domestic credit to private Sector (dcps) -0.7627 ?»-
(0.4789) \
Broad money supply (bm) 0.0180 @'
(0.1611)
Lending rate spread (lrs) -7.819
(1 81;3
Financial development index (fd) & - 0.3487
% (0.8037)
Institutions (iq) 0.6441 1.0092* N 183 -0.3252
(1.1412) (0.59 % (4.7325) (0.3296)
Institutions x Financial development 0.1774 —O.@' 0.2088 -0.2164
(0.1581) D% (0.6070) (0.2655)
Trade openness(topen) 0.1670%** %% oAk 1.2657*** 0.094 3%
(0.0151) .0079) (0.1363) (0.0133)
Inflation rate (inf) 0.01827%+* 0494 %% 1.1255%** 0.044 5%
. (0.0025) (0.0421) (0.0042)
Exchange rate (exr) -1 0.0206 18.957*** 0.4825%**
(0.0818) (1.4801) (0.1268)
Constant : 0.0357 -0.0092 0.0332
Q(0.1040) (0.1131) (0.1080) (0.1178)
Net effects x% n.a. n.a. n.a. n.a.
Adjusted R? (t\)' 0.5242 0.4116 0.4825 0.3856
F-Stat \) 5.5335%**  4.6092%** 5.1444%*%* 4.4435%%*
Serial Correlation « * (0.6131) (0.6975) (0.9864) (0.4818)
Normality Test Q (0.0920) (0.0523) (0.4429) (0.1354)
Heteroskedasticity tgst (0.1834) (0.3130) (0.1392) (0.2094)

Note: *¥%  *x
available if the

at the conv, l evel.
Source: g computation (2022).
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Moreover, the coefficient of determination (measured by the Adjusted-R?) is high for the models
in columns 1-4 which ranges from 38.56% to 52.42%. As for the augmented model of the
financial development index in column 4, the adjusted R? at 38.56% indicates that about 38.56%
of the total variations in inclusive growth was explained by financial development index in the
model. The overall test using the F-statistics are statistically significant at 59 Nv;f
significance showing that models are well specified and statistically signiﬁc@?s for the
diagnostic tests, the estimated VECM models are tested for serial correl% normality and
heteroskedasticity. The results from these tests are also shown Q@em.ZOb. The results
revealed that the models passed the serial correlation test ind% at the error terms are not
correlated up to order 2. The null hypothesis of normali %eteroskedasticity tests were not

rejected at the conventional rate implying that the s are normally distributed and have

same variance. (6
4.3 Discussion of Findings <\)

This study thus provides ans r&t&gthe first hypothesis i.e. the effect of financial sector
development on inclusive growgh. The result reported that domestic credit to private sector by
banks and money s ‘%i.tively and significantly impacted inclusive growth in the short run
but negativel a@lgniﬁcanﬂy influenced inclusive growth in the long run. The finding is
similar t @Z&rsult of previous studies that a short run positive relationship exists between
mo upply and inclusive growth in the short run!. This means that increasing the volume of
r@y supply and domestic credit supports by banks contributed to short run growth
inclusiveness in Nigeria. Thus, financial depth will propel inclusive growth by ensuring cheap

and accessible financial credit and more money will be available for borrowing in the economy.

It implies that an increase in the supply of money typically lowers interest rates, resulting in
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more investment and more money in the hands of the country’s citizens. It was also revealed that
interest rate spread has a positive and significant impact on inclusive growth in the long run but
the direct relationship is not statistically significant in the short run. This means that high lending
rate over the deposit rate enhances inclusive growth in the long run. Therefore, interest rate
spreads rise as income rises due to increased investment demand which occurs becau Nhe.d
income increases demand for money while the supply of money remains cor@ erefore,
interest rate spreads must rise to ensure inclusive growth. Overall, the sﬂ% 1scovered that
financial sector development only impacted inclusive growth in the g@n%ut had an adverse
effect on growth inclusiveness in the long run. This supports tl%' ent that short-run gains at
the expense of long-run growth coupled with various exq@%@ factors could have precipitated
economic fluctuations in Nigeria®. It therefore ali fth the research outcome of past studies
that that the establishment of an effective re ry framework for financial market participants

is needed to ensure that they are inclusiv§ chhelr operations'.

As for the components of inclus'v@th, the study found that money supply had positive and
significant on income per capita gfowth whereas domestic credit to private sector by banks and
interest rate spread hQ‘% Eigniﬁcant impact on income per capita growth in the short run.
However, domestic it to private sector had an adverse influence on income per capita growth
while mon@%ply and interest spread directly impact per capita income growth in the long run.
In g@‘nﬁhe study concludes that financial sector development had long run negative impact

ome per capita growth but no relationship exist in the short run. This aligns with the results

€

of other developing nations that economic growth is linked to the development of financial

3,4,5,6,7.8,9,

institutions 19 Tt was also discovered that financial sector development had no significant

impact on income equality in the short run whereas income equality is adversely influenced by
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financial sector development in the long run. The adverse influence of financial sector
development on income equality mainly came through low domestic credit to private sector by
banks, money supply and high interest rate spread. More so, the study showed that domestic
credit to private sector by banks and money supply had short run negative and significant impact
on employment rate but interest rate spread influence employment rate positively. In #b?g»n;n,
the estimations outcome was reverse of the short run findings. In general @ﬁal sector

development had high chances of improving employment rate in the long ile this is not

obtainable in the short run. @ |

In the second hypothesis, the study provides the empirica}@g, n regards to the minimum
financial sector development threshold that stimulatax’ Idsive growth is not statistically
significant. Concerning the financial sector develo t indicators, the study shows that the
minimum domestic credit to private sector Q@k as a ratio of GDP that would stimulate short
run inclusive growth is at 18.22%. Stati@data from the Central Bank of Nigeria shows that
the country only had her domest'c@to private sector by bank as a ratio of GDP greater than
18.22% in 2008 and 2009 stahding’at 18.57% and 19.6% respectively. The country only had a 12
year periods of doublaiébw.hereas the remaining years had single digits. On the other hand, the
minimum broad @9 supply, interest rate spread and financial development index that boost
inclusive %‘[ was not established in the short run. In the long run, it was discovered that the
minj omestic credit to private sector by bank and money supply (as ratios of GDP) that
s@late inclusive growth are at 13.49% and 17.84% in the long run respectively. However,
financial development exhibits a maximum threshold of 0.697 that maintain inclusive growth in

the long run. The minimum threshold of interest rate spread was not established bath at short and

long run.
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Concerning the third hypothesis, the study provides the empirical outcomes relating to the effects
of institutional quality on inclusive growth. It was established that institutional quality had a
negative effect on inclusive growth in the short run. Meanwhile, the study shows that
institutional quality has the ability to improve the inclusiveness of growth in the long run. It is
similar to studies that argued the quality of institutions was positively related t %Y»IC
growth!"1213 Thus, it supports the argument that quality of public 1nst1tut@6uld help
promote sustainable development!'#!>16, This means that for Nigeria's finan tems to benefit
from financial development in terms of inclusive growth, they %anbedded in sound
institutional frameworks. As a main finding, investment proﬁl@ o play an important role
in all areas of financial development; thus, creating a fri % siness environment is critical in

order to reduce investment risks, increase confid d attract foreign investors to ensure

inclusive growth. (6

The fourth hypothesis presents the rtetj\relatlng the role of institutional quality in the
relationship between financial s W development and inclusive growth in Nigeria. The
interrelationship among ins al quality, financial development, and inclusive growth is
similar to the finding s‘[udles17 18.19.20 'While interacting institutional quality and financial
sector developm@)g result shows that institutions had an adverse effect on inclusive growth
in the sho@x whereas the significant impact of financial sector development on inclusive
gro not established statistically. The study reports that the interactive effect of both
@Jtions and financial sector development on inclusive growth was not established in the short
run. Similarly, the ameliorating role of institutions in the links between financial sector
development and inclusive growth was not authenticated statistically in the long run. Thus, the

quality of formal institutions like rule of law, government effectiveness, and corruption are key
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factors that influence the link between financial development and the overall Nigerian economy,
albeit not statistically significant. This implies that there is a need for effective institutions to
regulate the activities of financial market participants in order to ensure that they are inclusive in
nature. It does not follow the estimation outcomes of previous studies that the financial
development has a significant impact on income per capita in countries with sound iast1 hal
quality®89.13.18.21.22,23,24.25,26.27 This does not align with the findings that institutic@}dlity help
minimize the negative effects of financial development on the environmen e likely reason

for the insignificant role of institutions and financial development #f_in sive growth may be

f}

attributed to the discovery of asymmetric link between fi sector development and

@‘}

inclusive growth?. However, low interest rate spread wa.foﬁz%@l> to improve inclusive growth in

the long run.

170



Endnotes

1. N. M. Gyamfi, G. A. Bokpin, A. Q. Aboagye & C. G. Ackah. Financial Development,
Institutional Quality and Inclusive Growth in Africa. Global Business Review, 23(3), 2019, 584-
607.

2. O. G. Yinusa, O. B. Aworinde, & 1. A. Odusanya. Institutional quality, financial development
and inclusive growth: Asymmetric cointegration approach. International Jougn f
Management, Economics and Social Sciences (IJMESS), 9(3), 2020, 182-205. “\

3. A. Jalil,& M. Feridun. Impact of financial development on economic grow,.
evidence from Pakistan. Journal of the Asia Pacific Economy, 16(1), 2011,

4. S. H. Law, W. N. W. Azman-Saini, & M. H. Ibrahim. Institutional qualitythresholds and the
finance-growth nexus. Journal of Banking and Finance, 37(12), 2013,"5373%5381.

5. F. Ahmed, S. Kousar, A. Pervaiz, & A. Shabbir. Do inst§ N quality and financial
development affect sustainable economic growth? Evidence %’ th Asian countries. Borsa
Istanbul Review, 22(1), 2022, 189-196. &

6. R. Compton, & D. Giedeman. Panel evidence on fi
Applied Economics, 43(25), 2011, 3523-3547.

7. H. A. N. Al-Malkawi, H. A. Marashdeh, & lah. Financial development and economic
growth in the UAE: Empirical assessment (ﬁ% DL approach to cointegration. International
Journal of Economics and Finance, 4( & 105-117.

8. S. Yildirim, B. K. Ozdemir, & ]@V - Financial development and economic growth nexus

institutions and economic growth.

in emerging European economie evidence from asymmetric causality. International
Journal of Economics and Fi@ I Issues, 3(3), 2013, 710-722.

9. K. Gazdar, & M. Cherf. mmions and the finance-growth nexus: Empirical evidence from
MENA countries. Bor ‘;;gn‘bul Review, 15(3), 2015, 137-160.

10. G. Estrada, D.

KY & A. Ramayandi. Financial Development and Economic Growth in
ADB Economics Working Paper Series, 233, 2010.

Developing Asia

11. L. H. (ivo & R. P. Gonzélez. Economic Growth, Institutional Quality and Financial
Develo, n Middle-Income Countries. Bancode Espana, Documentos de Trabajo, No.
193

alil, & M. Feridun. Impact of financial development on economic growth: empirical
evidence from Pakistan. Journal of the Asia Pacific Economy, 16(1), 2011, 71-80.

13. F. Ahmed, S. Kousar, A. Pervaiz, & A. Shabbir. Do institutional quality and financial
development affect sustainable economic growth? Evidence from South Asian countries. Borsa
Istanbul Review, 22(1), 2022, 189-196.

171



14. F. Ahmed, S. Kousar, A. Pervaiz, & J. P. Ramos-Requena. Financial development,
institutional quality, and environmental degradation nexus: New evidence from asymmetric
ARDL co-integration approach. Sustainability, 12(18), 2020, 7812.

15. M. Hakeem,& O. Oluitan. Financial development and economic growth in SSA: A panel
econometric approach. Res Appl Econ, 5(2), 2013, 42-69.

16. E. Effiong. Financial Development, Institutions and Economic Growth: Evidence from Sub-
Saharan Africa. MPRA, 2015. Assessed on https://mpra.ub.uni-muenchen.de/66085/ %

17. F. Ahmed, S. Kousar, A. Pervaiz, & A. Shabbir. Do institutional quality@ﬂancial

development affect sustainable economic growth? Evidence from South Asian, do fes. Borsa

Istanbul Review, 22(1), 2022, 189-196. %\
n

18. R. Compton, & D. Giedeman. Panel evidence on finance, institutioq conomic growth.

Applied Economics, 43(25), 2011, 3523-3547. & "
19. F. Ahmed, S. Kousar, A. Pervaiz, & A. Shabbir. Do ins al quality and financial
development affect sustainable economic growth? Evidence uth Asian countries. Borsa

Istanbul Review, 22(1), 2022, 189-196.

20. G. O. Olanrewaju, S. A. Tella, & B. A. Adesoye.)%\%tional Quality, Financial Inclusion
4

and Inclusive Growth: Causality Evidence igeria. Economic and Financial

Review, 57(3), 2019, 3. %
21. P. Demetriades & Siong Ho Law. Finance, Institutions and Economic
Development. International Journal of Findgce & Economics, 11(3), 2006, 245-260.

22.J. Aizeman, M. Lee & D. Park. lationship between structural change and inequality: A
conceptual overview with special \pgference to developing Asia. ADBI Working Paper 396,
Asian Development Bank I@, Tokyo, 2012.

h

23. A. Kacho & N. DahmardehYThe Effects of Financial Development and Institutional Quality
on Economic Grow % “the Dynamic Panel Data GMM Method: Evidence from the
Organization for ic Cooperation and Development Countries. International Journal of
Economics and Financial Issues, 7(3), 2017, 461-467.

24. B. K. I. S. Yadav. Financial Development and Economic Growth: Panel Evidence
from B ournal of Economics, Finance & Administrative Science, 24(47), 2019, 113-
126.

@li, M. L. Nazir, S. H. Hashmi, & W. Ullah. Financial inclusion, institutional quality and
fintyicial development: Empirical evidence from OIC countries. The Singapore Economic
Review, 67(01), 2022, 161-188.

26. S. Anwar,& A. Cooray. Financial development, political rights, civil liberties and economic
growth: Evidence from South Asia. Economic Modelling, 29(3), 2012, 974-981.

27. S. H. Law,& W. N. W. Azman-Saini. Institutional quality, governance, and financial
development. Economics of Governance, 13(3), 2012, 217-236.

172


https://mpra.ub.uni-muenchen.de/66085/

Chapter Five
Conclusion

This chapter presents the summary, conclusion and recommendation of the study. This is divided

into five sections which includes summary of findings, conclusion, recommeK'om,

contribution to knowledge, and suggestions for future studies. ®
5.1 Summary of Findings E@

The broad objective of this study was to investigate the interrelatio& Ong financial sector
development, institutional quality and inclusive growth in Nigemesising an annual data from
1984 to 2020. The estimators employed are Vector lm rrection Model (VECM) and
Autoregressive Distributed Lag (ARDL) approache pirical results of specific objectives
are reported and discussed in the previous chap,&in etails. However, the summary of findings
from this study is discussed in this sub-s@. he result of the trend analysis did not present a
precise or exact relationship amor@nancial sector development, institutional quality and
inclusive growth whether it @)Y:r indirect. It however necessitated the need for empirical
analysis with more appropriate econometrics tools as the directions of the variables are
inconclusive. Th t results revealed that many of the series are not stationary at levels but
after differen&% once, they were stationary. This implies that many of these series trended with
prevale% omic, political, financial, social, cultural, fiscal, and trade and external sector

) Therefore, they have stochastic trends. In addition, an inherent property of these time
series in Nigeria is that they exhibit wide variance and diverge continuously from the previous
levels. This however, reveals that series swing unexpectedly and their underlying changes are

highly unpredictable. The long-run co-movement of the variables was confirmed using both the
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Johansen cointegration and ARDL bound tests before using the appropriate estimate techniques

for empirical analysis and discussion.

For the first objective, broad money supply and the composite index of financial development at
first lag influence inclusive growth in the short-run at 10% significance level. Also, d est.ic
credit to private sector by banks and interest rate spread at lag one also had positi $ on
inclusive growth but they were not significant. At the second lag, domestig &rédit”to private
sector by banks and money supply positively and significantly impacta&n usive growth at
the conventional level. Also, the financial development index has d&@md zigniﬁcant effect on
inclusive growth in Nigeria. In the long run, domestic credit to‘gii sector by banks and broad
money supply had an inverse influence on inclusive @i the long-run during the periods
understudy. Also, high lending rate against depagi positively influences income growth
inclusiveness in Nigeria. Overall, financial s@evelopment has an adverse effect on inclusive
growth, following the negative signiﬁca@meter of financial development index at 5% level.
It means that high lending rate s ?@upled with insufficient financial credit to private sector

by banks and money supply Capntrdls are factors poor inclusiveness of income growth in Nigeria.

Concerning the sec @tﬁesis, the study found that the minimum domestic credit to private
sector by bank,as\a ratio of GDP that would stimulate short run inclusive growth is at 18.22%. In
the long e minimum domestic credit to private sector by bank and money supply (as ratios
of ) that stimulate inclusive growth is at 13.49% and 17.84% respectively. However,
f@cial development exhibits a maximum threshold of 0.697 that maintain inclusive growth in
the long run. For the components of inclusive growth, the minimum domestic credit to private
sector by banks as a ratio of GDP threshold that stimulate income equality and employment is

13.31% and 18.99% respectively. Likewise, the minimum financial development index that
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stimulates income per capita growth is 0.547. As for the short run interest rate spread parameters,
the results show that the maximum interest rate spread thresholds that sustain income growth,
income equality and employment are 5.68%, 15.3% and 6.58% respectively. In the long run, the
minimum domestic credit to private sector to GDP threshold that arouse income per capita

growth and income equality is 12.43% and 1.42% respectively. Regarding the minir@ ney
supply to GDP threshold, it stimulates per capita income growth, incor@ﬁlity and
employment at 17.24%, 13.26% and 18.29% correspondingly. The maximu?%& est rate spread

threshold that would uphold income equality and employmenu% 3.43% and 7.62%

AV

respectively. Overall, the thresholds of financial developn@

ex that stimulate income

growth, income equality and employment rate is 0.693, 1 %ﬁ 1.135 respectively.

N\
Pertaining to the third hypothesis, the parameters @ﬁonal quality were negative in income
growth, income equality and inclusive growg@dﬁ:ls while the parameter of institutional quality
in employment model is positive. An‘@}all the parameter estimates, institutional quality
negatively and significantly infl e@come growth and inclusive growth. In the long run, the
statistical effect of institution ity on income growth, income equality and inclusive growth

was established at S%Q%Naﬁt was not confirmed in employment at the conventional level.

As to the fou Qy)tzesis, the interaction effects of financial development and institutions on

)

ve growth. It implies that institutions play a mitigating influence in the relationship

inclusive

on @51

between financial development and inclusive growth, albeit not significant at 5% level. As to the

show both positive and negative effects but they are not statistically significant

financial development variables, they do not have significant effect on inclusive growth after
their interaction with institutional quality. However, the significance influence of institutional

quality on inclusive growth is negative across all the estimated models. Likewise, the interaction
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of financial development and institutions has no significant effect on inclusive growth. It means
that institutions play a mitigating influence in the nexus between financial development and
inclusive growth, albeit not significant at 5% level. Also, interest rate spread has an indirect and
significant impact on inclusive growth in Nigeria. Likewise, domestic credit to private sector by

bank, broad money supply and financial development index are not significant statist@\;}%

level. As regards institutional quality, it negatively impacted on inclusive growth@%ria.
\}
5.2 Conclusion ‘%
This study provides an empirical insight on the links among 1 sector development,
institutional quality and inclusive growth in Nigeria for a p 984 and 2020. The problem

of weak institutions has been one of the major ch g 1mped1ng the Nigerian financial
industry and growth inclusiveness. Thus, the issilg on’ground is not just to ensure quality of
institutions amidst of other economic go @o adopt appropriate policies that are able to
sustain these qualities over the comi gﬂars as they serve as a catalyst towards ensuring
inclusive growth in ngerla T formulated four specific objectives and evaluated using
appropriate statistical metho e Vector error correction model and autoregressive distributed
lag approaches, wh {

¢-estimation tests (such as charts, descriptive statistics, unit root and

comtegratmn(){Q_garrled out to validate the choice of our estimation techniques.

The e findings show that domestic credit to private sector by banks and money supply
p y and significantly impacted inclusive growth in the short run but they negatively and
sigfificantly influenced inclusive growth in the long run. Interest rate spread has a positive and
significant impact on inclusive growth in the long run but the direct relationship is not
statistically significant in the short run. The study discovered that financial sector development

only impacted inclusive growth in the short run but had an adverse effect on growth
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inclusiveness in the long run. It shows that the minimum domestic credit to private sector by
bank as a ratio of GDP that would stimulate short run inclusive growth is at 18.22%. However,
the minimum broad money supply, interest rate spread and financial development index that
boost inclusive growth was not established in the short run. In the long run, it was discovered
that the minimum domestic credit to private sector by bank and money supply (as rat;@s%gl;)
that stimulate inclusive growth are at 13.49% and 17.84% in the long run respectiv owever,
financial development exhibits a maximum threshold of 0.697 that maintaiﬁ%}'sive growth in
the long run. The minimum threshold of interest rate spread was not @@Mh@d bath at short and
long run. Also, institutional quality had a negative effect on i % growth in the short run.
The study shows that institutional quality has the ability %?ove the inclusiveness of growth
in the long run. The study reports that the interac ect of both institutions and financial
sector development on inclusive growth w t established in the short run. Likewise, the
ameliorating role of institutions in the li®tween financial sector development and inclusive
growth was not authenticated stati @ in the long run. This study therefore concludes that the
observed relationship amo 1a1 sector development, institutional quality and inclusive
growth in Nigeria is ent w1th the empirical results obtained from previous studies. The

policy 1mp11cat1o¢.>®1 findings and recommendations are presented in the next section.

%Q
Q
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5.3

Recommendations

The following recommendations arising from the empirical results of this study are suggested in

this sub-section. The following suggestions are stated as follows:

1.

ii.

iii.

The study reported that poor institutions affected inclusive growth in Nigeria ma'{?»the
government stability, control of corruption, law and order and bureaucr@ﬂhty. It
suggests the need for government to improve quality of public service ég&:ir ability to

%adherent to the

formulate and implement sound policies and regulations as they

'\
growth inclusiveness process in Nigeria. : &

Based on the findings that the role of money sup %ot be overemphasized in the
inclusive growth process in Nigeria, the ape A\gneeds to control money supply in a
way that it would not cause disequilibri& een the aggregate demand and supply or
excess liquidity/shortage. It me % money supply smoothen the rate at which

economic activities in Nigeri w over the years.

In addition, cautious g@so needed by the financial industry for domestic credit to

private sector by4banks in order to achieve a desirable level of inclusive growth. This was
based on gs that it played a key role in determining the growth inclusiveness in
Nigeﬂ&l’he action should be limited to the absorptive capacity of the economy as it

promote overall output growth and revive the Nigerian economy.

% Concerning the fact that interest rate spread is also an important financial variables that

determine the inclusive growth pattern of the Nigerian economy, the Monetary Policy

Committee (MPC) should take caution and also coordinate its activities when setting the
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monetary policy rate so that the desired behavioural changes in the real sector will be

achieved.

v. Also, the country’s institutional settings show the importance of monitoring and

controlling the activities of financial sector from corruption and fund mismanagement as

these have tendency of improving the income distribution, growth and e

Nigeria. The Central Bank of Nigeria should ensure that domestic@ and other

ﬁ
affordable rate in order to boost production so as to ensuégo e sustainability and

financial facilities are made available easily to prospective K: at cheaper and
c
equality. This also boiled down to the fact that these @L ould be made available at

lower rate in order to ease the cost of doing bus1 Nigeria.

vi.  The government should direct effort towagd proving the level of development of
financial market. This is because a ﬁveloped financial institution with wide range

of both short and long-term ﬁ%@ necessary for efficiency of the monetary system.

5.4  Contribution to Know%gj ’

The contributions mad this study to the extant literature are in the areas of identified gaps
and achieved wit posmon of appropriate policy suggestions based on the results obtained
from emp1r1 indings. The following major contributions are stated below as:

Em rf%f‘ollcy Analysis: This study contributed to the existing body of literature by filling
f%npirical gaps in literature by investigating the role of institutions in the relationship between
financial sector development and inclusive growth. The study found that institutional quality has
the ability to improve the inclusiveness of growth in the long run. Also, institutions play a

mitigating role in the links between financial development and inclusive growth, albeit not
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significant. Apart from this, the study also considers inclusive growth classifications which
include income growth, income equality and employment. The findings provide testable
hypotheses for future studies regarding how the financial development variables (domestic credit

to private sector by banks, money supply, interest rate spread, a composite index) influence
inclusive growth in Nigeria. %\z
Conceptual Framework: A schematic diagram simplifying the conceptual @ﬁip of the

key concepts in a clear form was developed. The diagram presented %F& 2.1 under sub-
ﬁ

section 2.2 make a clear explanation of the concepts that are explai\ athematical language
in some complex models. This gives a clear cut pres ior’ of the concepts without

mathematical notation that are self-explanatory to thos’\% ¢ interest are not in the research

purview, and most importantly, its adaptability to implementation in reality.

Methodological Analysis: This study em %ﬁropriate estimation techniques to achieve the
stated objectives. The study used V d ARDL to examine both the short- and long- run

estimates of the parameters of vables. These estimation approaches have explicitly shown

the interrelationship am g%gz}ncial sector development, institutional quality and inclusive
‘%-run.

growth in short-run %n

Behavioura%{o&l). The study developed a theoretical foundation that only includes important

hypotheti riables in building the study’s theoretical framework. The perspectives were built

@

illustrating the relationship among financial sector development, institutional quality and

d, Mishra and Peiris’s inclusive growth framework which was found relevant towards

inclusive growth. The theoretical models were tested based on the injunctions of the AMP
framework and also restricting empirical estimations to our variables of interest. This theoretical

model can be extended by future studies to explore more economic policy variables from the
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financial sector development, fiscal or monetary policy indices, pricing or wage policy variables
among others. This can also be used in situation for validating previous empirics for policy

formulations.
5.5 Suggestion for Further Studies

?».
Future studies can conduct a structural break analysis of the variables which will pr. @mces
of comparing different policy eras or major events that are prominent in the N C&conomy. In
addition, the adoption of non-linear estimation approaches such as the 4wo o three stage least
square or asymmetric autoregressive distributed lag model to es @e links among financial
sector development, institutional quality and 1ncluswe would expand frontiers of
knowledge. The evolution of inclusive growth at th ?ﬁ\ al and state government levels in

is imperative to study information and

relations to fiscal consolidation and inclusive gro

communication technology (ICT) and tecg oAgﬁal advancement influence inclusive growth.
Also, future studies needs to under g.b)ow unemployment and labour market institutions
foster inclusive growth in Nigeria ugh job creation. More economic policy variables like

monetary policy or ﬁsce:lg mong others can be included in the inclusive growth model for

more future knowle@

%Q
Q

nsion.
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2012 4.230061 64.5
2013 6.671335 59
2014 6.309719 59
2015 2.652693 64.1
2016 -1.61687 60.9
2017 0.805887 60.9
2018 1.922757 64.9
2019 2.208429 64.9
2020 -1.79425 64.9

80.3 1.64431719.60353 25.14416 6.0325 2.631666 3.114583 21.11545 59.99

05871
78.9 1.761566 13.4594 21.3558511.06417 1.839849 3.010417 16.81501 59.%@&%3’2076

76.1 1.82897211.03214 22.47905 10.3275 1.414762 3.125 15.67631 %
89.4 0.53675510.58945 24.928238.386667 1.319345 2875 14.2111 %
75.3 1.43522311.52443 25.44805 8.7775 1.60518 2.791667 14.168@5.11
90.3 0.01483213.29021 22.689617.210833 1.385888  2.625 1 35,% 54.8
89.6 0.36268113.06695 22.366837.700833 1.382065 2.90625 <S»82 18 544
86.6 -0.00522 14.59721 27.378799.372815 2.467074 2.885 72496 5391
82.5 0.54919512.77727 24.781427.998847 1.642894 2 %" 14.71562  54.88
77.4 1.53008110.17951 25.362467.203185 1.11762 ‘@17 19.01838  55.81
76.9 1.59699310.43073 23.92961 6.47607 0.89 5\z067275 24.62523  56.66
72.9 1.682649 11.22807 25.041678.995394 11,5383 3.10965 28.64594 57.83

53.27796
44.53237
31.04886
30.88519
21.33265
20.72252
26.3476
33.00783
34.02388
25.39979

12.55496
13.7202
10.84003
12.21778
8.475827
8.062486
9.009387
15.67534
16.52354
12.09473
11.39679
13.2

148.88
150.2975
153.8625

157.5

157.3117
158.5526
192.4403
253.492
305.7901
306.0837
306.921
358.8108

Source: CBN Statistical bulletin (2020), WDI (2020) and ICRC(}@%)).

O
RO
S
Q&Q
<
QQ

199



Appendix 11

Appendix Ila: Johansen Cointegration Test of Financial Development and Income Growth

Lags interval (in first differences): 1 to 1

Trend assumption:Linear deterministic trend

Series . . . 0.05
Hypothesized Eigenvalue Trace 0.05 Critical Max-Eigen Critical

No. of CE(s) Statistic Value Statistic Value
r=0 0.956101  248.0131***  125.6154  103.1537***\\._46.23142
r<l 0.837362  144.8594%** 9575366  59.9354 40.07757
adpg. k. Ib, deps r<?2 0.641340  84.92398***  69.81889  37.83 33.87687
e i ar r<3 0.581166  51.08644 47.85613 28. 27.58434
penl, 105 r<4 0374257  22.36717 29.79707 . 21.13162
r<s 0.118318 6.896249 15.49471 % 55501 14.26460
r<6 0.079698  2.740749 3.841466 4 _ 2.740749 3.841466
r=0 0.967870  264.2150%**  125.6484 Y 113.4532%**  46.23142
r<l 0.866114  150.7618*** 95 66.35531%%*  40.07757
adpg. k. Ib, bm r<2 0.652344  84.40645%** % 34.86587**  33.87687
IV r<3 0.523551  49.54058%** % 613 24.46605 27.58434
topen, fnf, exr r<4 0.354155  25.07454 q 79707 1442744 21.13162
r<s 0.197487 10.6471 15.49471 7.260230 14.26460
r<6 0.097541 3.386 3.841466 3.386869 3.841466
r=0 0.978932  264,0233*+* 125.6154 127.3798***  46.23142
r<l 0.790896 GA3TFF* 9575366 51.64250%**F  40.07757
adpg. k. Ib, Ids r<?2 0.753145 \300 19%%%  69.81889  46.16554%** 3387687
e inf exp. r<3 0.433876C) 83565 47.85613 18.77508 27.58434
pefl, 105 r<4 0.35874Q 20.06057 29.79707 14.66304 21.13162
r<s 0.0 5397533 15.49471 3.361801 14.26460
r<6 0059825 2.035732 3.841466 2.035732 3.841466
r=0 0923141  2353254%%* 1256154  84.67070%**  46.23142
r<l \%72323 150.6547*%* 9575366  67.92218%%*  40.07757
adpg. k. Ib, fd r<2 ‘{ ©0.654310  82.73250***  69.81889  35.05300%**  33.87687
e i ot rQ 0.522227  47.67950* 47.85613 24.37448 27.58434
pen, i, X 0.373579  23.30502 29.79707 15.43520 21.13162
Qg)s 0.154597  7.869822 15.49471 5.542099 14.26460
,-\&r <6 0.068107  2.327722 3.841466 2.327722 3.841466

per ¢

Note: *5¢\e* & * denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. gdpg - GDP
owth; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of
1

pital formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64);
- Trade (% of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU

@ds Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross

pef USS, period average).
Source: Author’s computation (2022).
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Appendix IIb: Johansen Cointegration Test of Financial Development and Income Equality

Lags interval (in first differences): 1 to 1

Trend assumption:Linear deterministic trend

Series . e . 0.05

Hypothesized Eigenvalue Trace 0.05 Critical  Max-Eigen Critical

No. of CE(s) Statistic Value Statistic Value
r=0 0.888704  222.5299%%* 125.6154 72.45347%%* 4623142
r<l 0.751768  150.0764%%x* 95.75366 45.98190***  40.07757
equ. k. Ib, deps r<2 0.711831  104.0945%%* 69.81889 41.05892***_  33.87687
top’en’ Coxr r<3 0.592554  63.03557%%*x* 47.85613 29.62894 7.58434
D r<4 0.433579  33.40663** 29.79707 18.75 21.13162
r<s 0.259833 14.64886%* 15.49471 9 14.26460
r<6 0.133268 4.719852 4.841466 4NUOR52 4.841466
r=0 0.953217  247.8728%** 125.6154 1NS41RR%  46.23142
r<l 0.769182  146.8187*%** 95.75366 38209%**  40.07757
equ. k. Ib, bm r<2 0.657638  98.43662%** *35.37223%*  33.87687
topén ' oF oxr r<3 0.547436  63.06440%%** 26.16329* 27.58434
T r<4 0.438267  36.90111%%*x* 19.03206* 21.13162
r<s 0.330436  17.86905%* 13.23726* 14.26460
r<6 0.130952  4.631788** < 4.631788 3.841466
r=0 0.864340  203. 7629** N\ 125.6154 65.92081%**  46.23142
r<l 0.767050  137.84 95.75366 48.07874%**  40.07757
equ. k. Ib, 1ds r<2 0.723916 89 76 69.81889 42.47270%*%*  33.87687
topén ' f o r<3 0.462917 47.85613 20.51290* 27.58434
D r<4 0.368539 777 29.79707 15.17074 21.13162
r<s 0.191533 .60704 15.49471 7.016324 14.26460
r<6 0.129870 4.590712 4.841466 4.590712 4.841466
r=0 0.93@ 247.4897%%x* 125.6154 88.18183***  46.23142
r<l 159.3079%** 95.75366 55.70668***  40.07757
equ. k. Ib, fd r<2 03 103.6012%*x* 69.81889 37.68430%**  33.87687
tope’n £ enr r<3 \%; 9405  65.91693%%** 47.85613 28.58077%%*  27.58434
T r<4 . 0.506652  37.33616%** 29.79707 23.31586***  21.13162
r< Q 0.280631 14.02030%* 15.49471 10.86957 14.26460
0.091060  3.150724* 3.841466 3.150724 3.841466

Note: *** *%* &*W rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. equ - Income

tic credit to private sector by banks (% of GDP); bm - Broad money (% of GDP); Ids -

n (% of GDP); 1b - Labor force participation rate, total (% of total population ages 15-64); topen

Equality; dcp
Interest ra (lending rate minus deposit rate, %); fd - Financial development index; k - Gross fixed
O
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Appendix Ilc: Johansen Cointegration Test of Financial Development and Employment Rate

Lags interval (in first differences): 1 to 1

Trend assumption:Linear deterministic trend

Series . e . 0.05

Hypothesized Eigenvalue Trace 0.05 Critical  Max-Eigen Critical

No. of CE(s) Statistic Value Statistic Value
r=0 0.896851  202.4513%%** 125.6154 74.96206%**  46.23142
r<l 0.692659  127.4892%%x 95.75366 38.93331%*  40.07757
emp. k. b, deps r<2 0.652313  88.55593%** 69.81889 34.86293**\_ 33.87687
top’e NN r<3 0.535059  53.69300%* 47.85613 25.27287 7.58434
D r<4 0.331009 28.42013 29.79707 13.2 21.13162
r<5 0.272094 15.15464 15.49471 10: 14.26460
r<6 0.132074 4.674405 4.841466 4NTMU5 4.841466
r=0 0.925354  227.6837%%*x* 125.6154 B83495%**  46.23142
r<l 0.711748  142.0488*%** 95.75366 04937%%  40.07757
emp. k. Ib, bm r<2 0.659892  100.9994%x *35.59021**  33.87687
topén " f exr r<3 0.595502  65.40921%%** 29.86856%*  27.58434
T r<4 0.464762  35.54064%%*x* 20.62645* 21.13162
r<s 0312217  14.91419% 12.35131* 14.26460
r<6 0.074724 2.562880 A 2.562880 4.841466
r=0 0.984036  283. 1030** N\ 125.6154 136.5344%*% 4623142
r<l 0.852414  146.568 95.75366 63.14029%**  40.07757
emp. k. Ib, 1ds r<2 0.699794 83 42 69.81889 39.70849%**  33.87687
tope,n " F oxn r<3 0.452534 47.85613 19.88101 27.58434
D r<4 0.278616 890 29.79707 10.77727 21.13162
r<s 0.196867 \5 06163 15.49471 7.234771 14.26460
r<6 0.161861C) 826856 4.841466 3.826856 4.841466
r=0 0.85 209.1492% % 125.6154 63.87591%%*  46.23142
r<l 7 145.2733 %% 95.75366 49.04347%*%*  40.07757
emp. k. Ib, £ r<2 247 96.22985% 69.81889 39.53888%**  33.87687
tope;l ' f e r<3 \%}3 8865  56.69098%** 47.85613 29.33153%*  27.58434
D r<4 4{ . 0.346399 27.35945 29.79707 14.03350 21.13162
r< Q 0.277638 13.32595 15.49471 10.73258 14.26460
0.075578 2.593369 3.841466 2.593369 3.841466

Note *** sk &
employment

GDP); 1ds

c

S

fixed ca ‘m
topen -
pe %; , peri

@"s rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. emp -
uality“deps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of

rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross
ation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64);

(% of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU

riod average).
Author’s computation (2022).
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Appendix I1la: ARDL and Johansen Cointegration Test of Income Growth

A) ARDL Cointegration Test Result

Dependent variable: y Functions F-statistics
Model I ARDL (2, 3, 3,3, 3,3, 3, 3) F o4, (gdpg|k, 1D, dcps , dcps ? topen , inf, exr) 15.031%**
Model TARDL (2, 1,1,2,2,2,2,1) F,, (gdpg|k,Ib,lds,lds*,topen,inf, exr) 6.7492%**
1% 5% 10%
1(0) 1(1) 1) 10) . 1(1)
Critical bound values for the models 273 3.90 )17 | v2 29
=7 B 2 SR> 2

gdpg - GDP per capita growth; dcps - Domestic credit to private sector by banks (% o

:)bm - Broad

Note: *** ** and * denote rejection of null hypothesis at 1%, 5% and 10% significance I%egi‘&ﬁaéctively.

money (% of GDP); Ids - Interest rate spread (lending rate minus deposit rate, %); fd -4
index; k - Gross fixed capital formation (% of GDP); 1b - Labor force participatjon ra
population ages 15-64); topen - Trade (% of GDP); inf - Inflation, consumer pfi

S

S

Official exchange rate (LCU/USS).
Source: Authors’ computation (2022).

B) Johansen Cointegration Results

jal development
total (% of total
S (3{11111&1 %); and exr -

Lags interval (in ﬁrs‘twces): ltol

Trend assumption:%wéterministic trend

Series . I . 0.05
Hypothesized Eigenvalue Tra 0.05 Critical  Max-Eigen Critical
No. of CE(s) St4a t Value Statistic Value
r=0 0.912037 0240%#** 159.5297 82.64837*** 52.36261
r<l1 0.780334 2756%* 125.6154 51.53200** 46.23142
adpe, k, Ib, bm r<2 0.64207568 74358 95.75366 34.93266 40.07757
) ’toéen’ inf’ r<3 0.44% 47.81092 69.81889 20.02358 33.87687
’ exr T r<4 0.3% 27.78734 47.85613 13.45946 27.58434
r<5 04283 14.32788 29.79707 7.769385 21.13162
r<oé \é%l/b&l 6.558499 15.49471 4.332869 14.26460
r<7 4 7063363 2.225630 3.841466 2.225630 3.841466
r= x ©0.902744  225.3304%** 159.5297 79.23386%** 52.36261
r & 0.836270  146.0965%** 125.6154 61.52430***  46.23142
adpe, k. Ib, fd @ 0.593064 84.57220 95.75366 30.56934 40.07757
3 tz)pén ’inf’ 3 0.532428 54.00286 69.81889 25.84690 33.87687
’ oxr T r<4 0.315264 28.15596 47.85613 12.87655 27.58434
Q r<5 0.229836 15.27941 29.79707 8.879166 21.13162
% r<oé 0.111999 6.400247 15.49471 4.038621 14.26460
r<7 0.067102 2.361626 3.841466 2.361626 3.841466

obelxx % &% denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. gdpg - GDP
pdy’capita growth; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of
GDP); 1ds - Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross
fixed capital formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64);
topen - Trade (% of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU
per USS, period average).
Source: Author’s computation (2022).
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Appendix I1Ib: ARDL and Johansen Cointegration Test of Income Equality

A) ARDL Cointegration Test Result

Dependent variable: y

Functions

F-statistics

Model TARDL (2,3, 3,3, 3,3, 3, 3) equ ?, topen,inf, exr) 4.2802%**
>, topen.,inf, exr) 10.419% %
1% 5% 10%
10) I(1) 1(0) 10 1)
Criﬁical bound values for the models )73 390 519 o1 1 \ -
b 1R

Note: *** ** and * denote rejection of null hypothesis at 1%, 5% and 10% significance le
- Income Equahty, deps - Domestic credit to private sector by banks (% of GDP); bm -
GDP); 1ds - Interest rate spread (lending rate minus deposit rate, %); fd - Financial devel
fixed capital formation (% of GDP); 1b - Labor force participation rate, total (% of total po
Inflation, consumer prices (annual %); and

topen -

Trade (% of GDP); inf -
(LCU/USS).

Source: Authors’ computation (2022).
B) Johansen Cointegration Test

S

vel
Beoad n

ation ages 15-64);
Qfﬁmal exchange rate

ely equ
oney (% of

idex; k - Gross

Lags interval (in firstdiffeences): 1 to 1

Trend assumption: M\%terministic trend

Series . \ ] 0.05
Hypothesized Eigenvalue 0.05 Critical Max-Eigen Critical
No. of CE(s) Value Statistic
Value

r=0 0.914971 56*** 159.5297 83.80208*** 52.36261
r<1 0.774429 Al 35%** 125.6154 50.63016%* 46.23142
equ, k, b, bm r<2 0. 653642@95 3533%** 95.75366 36.04959 40.07757
bmz, tc;per,l int,“ r<3 O 55 69.30374* 69.81889 27.19740 33.87687
’ exr > r<4 42.10634 47.85613 20.45712 27.58434
r<35 21.64922 29.79707 14.43254 21.13162
r<6 &644 7.216685 15.49471 5.431547 14.26460
r<7 \ 051150 1.785138 3.841466 1.785138 3.841466
r= ©0.907157  254.2200%%** 159.5297 80.81261%** 52.36261
% 0.812396  173.4074%** 125.6154 56.89627*** 46.23142
equ, k. Ib, fd Q) 0.719161 116.5112%%** 95.75366 43.17914** 40.07757
P ;ol;en, in% 0.583014 73.33203%** 69.81889 29.73987 33.87687
’ oxr ’ ’Q r<4 0.434612 43.59216 47.85613 19.38825 27.58434
r<35 0.393235 24.20391 29.79707 16.98685 21.13162
% r<é6 0.157472 7.217059 15.49471 5.825856 14.26460
r<7 0.040092 1.391203 3.841466 1.391203 3.841466

P\

obe: F#* ** &* denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. equ - Income
Eddality; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of GDP); Ids -
Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross fixed
capital formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64); topen
- Trade (% of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU per USS$,
period average).
Source: Author’s computation (2022).
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Appendix ITIc: ARDL and Johansen Cointegration Test of Income Equality
A) ARDL Cointegration Test Result

Dependent variable: y Functions F-statistics

Model I ARDL (2,3,2,3,3,3,1,2) F,,,(emp k,Ib, dcps,dcps”®, topen , inf, exr) 16.7606***
Model I ARDL (2,0,0,1,1,0,0, 1) F,,, (emp k,lb,lds,lds?  topen,inf, exr) 3.8984 %
1% 5% 10%
1(0) 1(1) 1) 1(1) 10) . 1)

Cr1£1cal bound values for the models 273 3.90 217 391 1 @{V 789
(k=7) Pt

Note: *** ** and * denote rejection of null hypothesis at 1%, 5% and 10% significance lege ectively.

emp — employment rate; deps - Domestic credit to private sector by banks (% of GDP); b ogd money (%

of GDP); 1ds - Interest rate spread (lending rate minus deposit rate, %); fd - Financial ent index; k -
Gross fixed capital formation (% of GDP); Ib - Labor force participation rate, total (9% of tetal population ages
15-64); topen - Trade (% of GDP); inf - Inflation, consumer prices (annual %); an - Qfﬁcial exchange rate

(LCU/USS).
&S

Source: Authors’ computation (2022).
Lags interval (in ﬁrches): ltol

B) Johansen Cointegration Test
Trend assumption:y@q}siéterministic trend

: Y
Series Hypothesized Eigenvalue Tr@&ﬂs Critical Max-Eigen Cl(')i.toiial
No. of CE(s) Statisti Value Statistic
4 Value
r=0 0.931084 )84 H** 159.5297 90.9454 1 **x* 52.36261
r<l1 0.811918 \{g 4620% % 125.6154 56.80983%** 46.23142
emp, k, Ib, bm r<2 0.603656Q .65311%* 95.75366 31.46607 40.07757
bm?2 ’to’peri int: r<3 0.55% 67.18703* 69.81889 27.50662 33.87687
’ oxt o r<4 0.4%g 39.68041 47.85613 19.00868 27.58434
r<5 Q.§6 1 20.67173 29.79707 10.26886 21.13162
r<6 w 582 10.40287 15.49471 6.318097 14.26460
r<7 4 7113204 3.084772 3.841466 3.084772 3.841466
r= x ©0.907863  261.2966%** 159.5297 81.07213%** 52.36261
r & 0.853744  180.2245%** 125.6154 65.36139%%** 46.23142
emp, k, Ib, fd @ 0.725294  114.8631%** 95.75366 43.92984** 40.07757
P {op’en ’inf’ & =3 0.598609 70.93322%* 69.81889 31.03590* 33.87687
’ oxr ’ ’Q r<4 0.417454 39.89733 47.85613 18.37177 27.58434
r<5 0.254197 21.52555 29.79707 9.971992 21.13162
% r<6 0.189107 11.55356 15.49471 7.127045 14.26460
(\ r<7 0.122073 3.426518 3.841466 3.426518 3.841466

ot *** ** &* denotes rejection of the hypothesis at the 0.01, 0.05 and 0.1 level respectively. emp -
employment Equality; dcps - Domestic credit to private sector by banks (% of GDP); bm - Broad money (% of
GDP); 1ds - Interest rate spread (lending rate minus deposit rate, %); fd - Financial development index; k - Gross
fixed capital formation (% of GDP); Ib - Labor force participation rate, total (% of total population ages 15-64);
topen - Trade (% of GDP); inf - Inflation, consumer prices (annual %); and exr - Official exchange rate (LCU
per USS, period average).
Source: Author’s computation (2022).

205



	Chapter One
	Introduction
	1.1Background to the Study
	1.5       Hypotheses
	2.3.1.3Endogenous Growth Theory
	Before the emergence of the endogenous growth mode
	The growth of technological progress is dependent 
	The development of new economic theories has been 
	4.2.1.1Correlation Analysis and Scatter Plots

	Table 4.3: Correlation Matrix
	4.2.1.2Pre-Estimation Tests (Unit Root and Cointe

	Table 4.4: Conventional Unit Root Tests
	Table 4.5: Johansen Cointegration Test of Financia
	4.2.1.3Short-run and Long-run Estimation Results
	4.2.2.1Correlation Analysis and Scatter Plots

	Table 4.8: Correlation Matrix
	4.2.2.2Pre-Estimation Tests (Unit Root and Cointe

	Table 4.9: Conventional Unit Root Tests
	Table 4.10a: Cointegration Test Results using ARDL
	Table 4.10b: Johansen Cointegration Test using Joh
	4.2.2.3Short-run and Long-run Estimation Results
	4.2.3.1Correlation Analysis and Scatter Plots

	Table 4.13: Correlation Matrix
	4.2.3.2Pre-Estimation Tests (Unit Root and Cointe

	Table 4.14: Conventional Unit Root Tests during th
	Table 4.15: Johansen Cointegration Test of Institu
	4.2.3.3Short-run and Long-run Estimation Results
	4.2.4.1Correlation Analysis and Scatter Plots

	Table 4.17: Correlation Matrix
	4.2.4.2Pre-Estimation Tests (Unit Root and Cointe

	Table 4.18: Conventional unit root tests of instit
	Table 4.19: Johansen Cointegration Test Results
	4.2.4.3Short-run and Long-run Estimation Results
	This chapter presents the summary, conclusion and 

	Appendix IIa: Johansen Cointegration Test of Finan
	Appendix IIb: Johansen Cointegration Test of Finan
	Appendix IIc: Johansen Cointegration Test of Finan
	Appendix IIIa: ARDL and Johansen Cointegration Tes
	A) ARDL Cointegration Test Result
	Appendix IIIb: ARDL and Johansen Cointegration Tes
	A) ARDL Cointegration Test Result
	B) Johansen Cointegration Test
	Appendix IIIc: ARDL and Johansen Cointegration Tes
	A) ARDL Cointegration Test Result
	B) Johansen Cointegration Test

