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ABSTRACT

Devel opment econom sts hypot hesize that savings is a

key determ nant of economic growth. These econom sts,
however, have different opinions when they exam ne
financial savings, the factor influencing the trend of
fi nanci al savi ngs, and the relation of savings to
particular determi nants. In fact, their opinions differ
nost when they seek to consider the nost potent factors
determ ning real financial savings per capita. The main
objective of this work is to determ ne the mgjor
factors or vari abl es det er m ni ng formal - sect or
financial savings in Nigeria and relate the findings to
what devel opment economi sts have postulated on the
issue of determ nants of financial savi ngs. Two
multiple regression tests were run, using data from
1970-1990. The first uses sinple tinme series data of
real financi al savi ngs per capita as the dependent
vari abl e, and the second, a three year moving average
of the real financi al savings per capita as its

dependent variable. Seven explanatory variables were

tested on these dependent vari abl es. In the first
regression it was found out that the number of
financi al institutions per community (degree of
penetration of financi al institutions into t he
econony), the urbanization rate and the net foreign

investment in the country are the nost potent factors



X1
determining real financial savings in Nigeria. In the
second regression, the net foreign investnment and the
nunmber of financial institutions in the country proved

to be the nost potent factors.

The conclusion to be drawn is that, in the
Ni geri an cont ext, nmost people save because t he
opportunities to save are nmade available to them Bot h
regressions equally prove that the dependency ratio in
Ni geria has the most retarding (negative) effects on
real financi al savings. The high rate of population

growth tends to retard the ability of households to

save- The other variables proved to be positively
rel at ed to real financi al savi ngs but not very
significantly viz, the real interest rates, and the

export performance.

The results generally meet conventional theory on
the determ nants of financial savings in devel oping

countries.



CHAPTER ONME

INTRODUCTION

fal Background to the Problem: Determinants of
Financial Savings.

Savings, according to conventiopnal development
theory, are the key determinant of economic growth.
Much of the advice to low-income countries is to
increase their savings efforts as a means of attaining
a satisfactory rate of economic growmth. Yet not so
much 1s known about the nature of savings behaviour in
Lthese countries in order to formulate policies designed
to increase their saving propensities,

Chandavarkar (1981) attempted to identify the
problem when he says: "One of the basic problems facing
most less developed countries is the scarcity of
domestic capital in relation to the size of investment
required to achieve high and self-sustaining rates of
growth of national and per capita real income."
Developing countries in general have always attributed
the intrinsic problems of development to the inadequate
savings capacity of their populace. This is a factor
which most economists have accepted as constituting a
major retarding force on economic development. Mbat
(1985) has, for example, attributed the slow process of

growth of national and per capital real income.”

L
The pwrcwmived importance of the savings factor An

economic development has made research on  the issue



very imporltant. Host ot the literature suggest that
variables like Lhe level, distribution and rate of
growth of disposable real income, wealth, price levels,
industrialization and urbanization, etc, are the most
potent factors aelerming real financial savings. They
have often produced different degrees of effects on
financial savings as a result aof the varyving socio-

economic and cultural factors prevailing in  different

argas .

1.2 G6TATEMENT OF THE FPROBLEM:

Al though many agree that an increase or decrease
of particular factors 1s likely Lo lead to an 1increase
in the level or rate of financial savings, their
degree=s of elasticity are open to dispute. Most of the
theories of finapncial savings and their determinants
were prepared under the unigque conditions prevailing in
the advanced economies which are hardly applicable to
developing countries, Nigeria inclusive. -

Existing literature on the other hand seems to pay
more attention to the level of real income as the
principal determinant of financial savings, whereas
pevidence from developing countries, including Nigeria,
tends to contradict this hypothesis, by proving that

increases 1in  tends to induce more consumption  than

saving.

most



1.3 OBJECTIVES OF THE STUDY:

The principal obijective of this thesis i1s to test
the most significant factors affecting formal-sector
real financial savings in Nigeria. The factors tested
include: the real income, the export performance, the
number of financial insitutitons in the country, the
real interest rates, the net foreign investment in the

country, the dependency ratio, and the urbanization

rate.

1.4 JUSTIFICATION OF THE STUbY:

In Nigeria, as elsewhere in the developing world,
due to the limited availability of real and financial
resources, increased attention 1is Dbeing paid to
domestic financial savings and the mobilization of
these financial savings by the banking system.
Appropriate policy measures are reguired to be put in
place before savings can be effectively mobilired. By
establishing whether or not financial savings are more
sensitive to movements in particular wvariables than
others, this study would be providing a useful guide to
the appropriate variables to take into account while
formulating a savings policy for Nigeria.

1.5 HYPOTHESES :

The following hypotheses will be tested in the
study:
(1) Formal sector financial savings in Nigeria are

very sensitive to the availability of financial

institutions in the economy {(bank/population ratio) and



.

the 'ur'b;anizatiun rate.

(i) The level of real income per capita is not the
most  significant facltor determining the level of real
financial savings per capita, though it has a positive

impact on real financial savings per capita in Nigeria.
(iii) The dependency ratio is the factor that has the
most  wundermining effect on real financial savings per
capita. Its effect on real financial savings per
capita is negative.

1.6 DATA SOURCES AND LIMITATIONS OF THE STUDY:

It is needless to overemphasize the fact that an
assessment of the factors determining real financial
savings in a country like Nigeria is rendered difficult
by the fact that the data available for making tests
and analysis are, because of statistical deficiencies,
insufficiently reliable.

The data used 1in this study were d;awn from
secondary sources, largely from published ;rticles,
journals, financial magazines and texts. These
publications include; the Central Bank of Nigeria, for
various years. Information was also collected from the
Federal Office of Statistics publications.

1.7 SCOPE AND METHODOLOGY =

The study covers the period 1970-19920. An ordinary

least sguares (0OLS) regression model was used to test

the anfluence of seven independent variables on the

real financial savings per capita in Nigeria. Two



mﬁltiple regressions were run: One using simple time
series data for 1970-1990, the other a three-year
moving average also for 1970-1990 for the dependent
variable. Values for real financial savings per capita
and the real GDF per capita were golt by deflating
their nominal values against the appropriate consumer
price indices and dividing each value by the total
population for Lthat year.

The real interest rate variable was got by equally
deflating the nominal wvalues by the appropriate
consumer price indices.

To capture the bank/population ratio or the degree
of penetration of financial institutions into the
economy, the economy was divided into communities of
100,000 inhabitants. The total number of bank branches
was d;vided by the total population and the result
multiplied by 100,000 to give uws the bank/population
ratio.

The export performance of the nation was used in
1980 US dollars. The net foreign investment was
calculated as the balance between the inflow and
outflom of capital into the economy within the study
period. The urbanization rate was computed as the
ratio of the population living in communities of over
20,000 inhabitants, Finally the dependency ratio was
calculated as the proportion of the population between

the 1-15 age bracket and above 64 years of age. Thas

was later divided by the proportion of the population



in the economically active labour force (E.A.P.).

The results of the two regressions provided the
basis of our analysis and conclusions as to the
determinants of real financial savings per cppita in
Nigeria.

1.8 ORGANISATION OF THE WORK:

The thesis has been divided into five chapters.
This section in which the ideas of the outline is
brought out constitutes the chapter one.

Chapter two  surveys the literature on the
determinants of financial savings in developing
countries with special reference to Nigeria.

Chapter three discusses the overview and evolution
of the Nigerian financial system with special emphasis
on the measurement of the size of the Nigerian
financial sector. It brings out the growth rate of
savings institutions in both the money and capital
markets and gives a look at the interest rates
structure in the Nigerian economy., -

Chapter four provides empirical results from the
regression tests.

Chapter five summarizes the main findings of the

thesis and provides the policy recommendations.



LITERATURE REVIEW:

PETERMINANTS OF FIMANCIAL SAVINGS

2.1 Introduction: Une of the fundamental problems

facing developing countries is that of low savings
capacity. The importance of savings as a major growth
stimulant needs not be overemphasized and this
therefore explains researchers’ growing interest in the
subject especially 1in developing countries where
knowledge of the determinants of npational savings
rate seems rather inadequate.

From elementary economic definitions, savings
refers to all income not spent on current consumption.
Savings are generally categorized into two types
namely:

i) Public sector savings; and
(i1) Private sector savings. -

The public sector savings is made up largely of
government savings, while private sector savings
comprises mostly corporate (business) savings and
personal (household) savings. Household savings are
equally subdivided inte voluntary and involuntary
savings as explained by Ligeti (198%). Involuntary
savings are savings that households make independent of

their will to save. Voluntary savings, on the other

hend, are savinags made by households willingly. These

include bank deposits, credit associations, fixed fund



contributions, emergency fund contributions and so on.

2.2 Forms of Savings:

Savings generally can be held in three distinct
forms namely: real assels, financial assets (financial
savings) and hoarding. Savings can ei1ther be
productive or unproductive and this is very
characteristic of household saving. (Fischer, 198%9).
Savings in real assels and cash hoards are often
regarded as unproductive because they donnot raise
capital funds in the economy. In other words they
donnot earn any return. Here we are concerned with
financial savings, which is an interest earning asset.
This type of saving is often recommended by development
economists as opposed to the unproductive savings
because it enhances financial deepening in the economy
(Holst, 1990).

2.3 Theories of Savings and Income:

Savings are commonly regarded as a residual, that
is the exncess of income over consumption. Several
income theories have been formulated due to the
widespread controversy over what should most
appropriately be considered as income.

Feynes (1935) in his absolute income hypothesis’
posits that savings is a stable linear function of
current income. Macro time series tests of the
hypothesis have been made possible by the publication

of national income data. Cross section tests have been

conducted from household budget surveys at the micro



level. Virtually all of these studies find current
income to be a statistically significant determinant of
savings.

The permanent income hypothesis by Friedman (1957)
attempts a break down of current income into two
components -~ permanent income and transitory income.
The theory postulates that the level of consumption is
a result of habits formed over a long time, that is
consumption is a constant proportion of permanent
income while transitory income 1is saved in whole.
Durojaiye (1991) tested the hypothesis based on
household data in Nigeria. His estimates yield an MPC
of Q.67 for transitory and permanent incomes
respectively. These results partially lend credence to
the hypothesis. Synder (1974) surveys eapirical tests
of the hypothesis in the context of developing
countries and concludes as follows:

(1) that the evidence on the hypothesis appears-to be
in its favour.

(2) that Friedman's assumption of a uwunitary merginal
propensity to save out of transitory income finds
little support.

Duesenbury (1949) in his relative income hypotheis
posits that individual consumption behaviour, hence
saving, is not independent but interdependent upon the
behaviour of other individuals, which he called the

Emulation Effect. He also said consumption relations

are irreversible in time, as such individuals would

»



prefer to dissave in order tp maintain their immediate
past standards of living. This he referred to as the
Ratchet Effect. Thus the highest income achieved in
the past will play an i1mportant role in determining the
present level of consumption and therefore savings.

Ando and Modigliani (1963) formul ated a
consumption theiry known as= the life-cycle hypothesis.
According Lo this theory consumption is a function of
the 1life time expected income of the consumer. The
consumption of the individual consumer depends on the
resources available to him, the rate of return on
capital, the spending/expenditure plan, and the age at
which the plan is made.

The present value of his income includes income

from assets and from current and expected labour

income. However, this analysis has hardly been tested
in developing countries except for the ‘case of
Indonesia. kelley and Williamson (1968} cast some

doubt on the applicability of the hypothesis to
developing countries’ households.

Though these theories may not bave perfect validity
and applicability on Nigeria, by and large they
provide some insights into the determinants of savings
in Nigeria and developing countries generally. It is
important to point out, however, that the saving
process DCCurs in ghite unique socio—economic

environment in the third world countries. Specifically,

third world economies tend to display features of

1O



heterogeneity and fragmentation in the socivo—-economic
structures. This suggests that one must be careful
about using imposing theories relevant to the monetized
economy in  explaining the process of saving in  the

LDCS.

2.4 Financial alism:

In developing countries the coexistence pf a
formal and an informal sectors within the economy makes
the concept of financial dualism very important. This
means both sectors operate along-side each other oar
simultaneously. As noted earlier, because of the
problems of data availability, our treatment here will
centre on the formal sector (modern or organised
sector), where data on financial savings is more
available. This does not in any way mean the informal
sector is not important. There is indeed a strong link
between the two sectors. Holst (1990) explaina that
inducing housebolds to hold a large part o; their
savings in the form of financial assets, and ensuring
the efficient allocation of these assets and to
investment is known as Mobilization of personal
savings. Savings mobilization to rural dwellers refers
to the provision of secure keeping of rural surpluses
and sources of investible funds for rural borrowers.

Most formal financial institutions are located in

the urban areas and this has often had repercussions on

the development of the financial sector. Rural

11



households make little use of formal savings
institutions where they do exist. This reluctance is
often due to the low returns on formal savings, secrecy
and the inadaptability of the institutions to local
needs and references {Mbat, 1985). Given the popularity
of informal savings and loan associations as
mobilization channels in developing countries, banks
can only succeed in mobilizing rural savings 1if they
reflect the banking needs and preferences of the rural
folk (Akaah, 1987). The opportunity to save offered by
banks must equally be accompanied by incentives to
save. These should include: high real interest rates,
diversification of saving instruments, price stability
and increased access to credit (Fischer, 1989).

The informal sector mobilizes a sizeable amount of
damestic rural savings. Generally this sector in
Africa i1s larger than the formal sector. The existence
of the informal financial markets has been séen as a
feature of an underdeveloped economy. T;ey are
scattered over the rural areas and urban centres with
little or no relationship between the participants in
the different localities. Wai (1958) has pointed out
that the less developed an economy is, the greater thg
ratio of informal to formal financial markets. Theré
is a dearth of the branches of the formal fipancial
market institutions in the rural areas. This has not

made the financial markets of the developing countries

well adapted to the orthodox monetary management as an



instrument of economic policy. However informal
savings structures =till enjoy much popularity amongst
rural dwellers though not necessarily because of the
existence of savings instruments but because of a
variety of other economic and social benefits they
offer. (Fischer, 1989).
2.9 Financial markets and interest rates:

Interest rates are defined as the price of credit.
It 1is regarded by most authors as the most important
price and the most frequently controlled price in
market economies which has great influences on econom.ic
decisions. Keynes argues that interest rates are
determined through the interplay of the demand for and
supply of loanable funds. Financial markets are
characterized by many and different streams of demand
and supply of credit., The mere existence of a wide
array of suppliers with multiple interests dealing with
borrowers who are heterogenous in sncin;ecnnumic
activities produces a wide spectrum of interest- rates.
This complexity is further compounded or reinforced by
the fact that even a given supplier charges varying
rates of interest on loans of same size, duratiorn,
purpose etc granted to different investors. Thus the‘
interest rates structure generally is very complex and
varied. There are as many interest rates as there are
financial institutions and what they offer and charge
investors (borrowers) vary from one institution to the

other (Wai, 19958).



It is therefore needless to overemphasize the fact
that in developing countries more attention should be
paid to the availability of real and financial sources
of credit. The theoretical evaluation of savings
in LDCs is made difficult by the application of
theories built in Europe under specific conditions and
applied directly here. This, coupled with financial
dualism, makes peculiar the whole financial system
{Ligeti, 198%). Accordingly, savings are affected by
other factors and those factors are manifest
differently than in the developed countries. 1t must
be noted clearly that taking into account of interest
rates and assessing the relationship between interest
rates and other economic categories is very difficult,
since 1in the developing countries there is hardly any
developed capital market functioning. Because of the

high inflation rates in most LDCs, real interest rates
are generally negative. It is a general belief that
high interest rates are indeed found in d;veluped
countries, especially for consumer financing, but the
amount of lending at high rates usually is relatively
much smaller in developed than in developing countries
{Wai, 1958).

The structure of interest rates in the organised
money markets in LDCs is usually more or less the same
as in the developed countries. The short term rate of

interest is generally much below the long term rate

(Meier, 1976).

19



2.6 Fipancial Savings and Intermediation

Financial intermediation is a process of mediation
through institutions and instruments between primary
savers and lenders and ultimate borrowers (Agu, 1984).
1t is the process of collecting and chanelling savings
to investors. There i1s a controversy in the literature
as to what should be regarded as financial
intermediation or not. Chandavarkar (1981) advanced
that financial intermediation only occurs in the
context of formal financial institutions and hence any
lending oulside the institutional sector amounts to
financial disintermediation. This position has however
been seriously questioned by other researchers. It is
argued that in so far as the activities of the
informal market compensate for the rigidities and
deficiencies of the formal institutions, they
facilitate the conversion of savings into productive
investment (Holst, 1990}. The informal - sector
furthermore offers saving and credit instruments that
are generally in line with the needs of those who
constitute 1t (Fischer, 198%). Based on the foregoing
argument, therefore, financial intermediation simply
refers to the process whereby an institution (formal or®
informal) links up surplus spending units or 55Us with
deficit spending units or savers with investors, due to
the diachotomy in saving and investment decisions.

This aids the development process in the following

ways:



{a}l increases bthe rate and volume of savings.

(b) encourages the creation of a wide variety of
financial instruments, differentiated by laigquidity,
vield, maturity and safetvy.

{c} enstures Lhe most efficient transfer of funds to
real capital formation, and

{d) augments housebholds’' liquidity through credit
which allows households to maintain cUHSQmptiDn and
make lumpy pitrchases of conzsumer durables  (Abbok,
1983).

The degree of financial intermediation in  an
aconomy is measured using twe parameters, which ares
The proportion of financial savings to total savings,
and secondly the bank/pepulation ratio {(Kagarzi, 1981).
It is however generally recognized that the extent of
finan;ial intermediation in rural economies is very low
due to the limited monetization of this type of economy
ﬁr sector. Az discussed earlier formal financial
institutions in rural Africa have contributed very
ingignificantly to rural savings mobilization due to
their wurban lorcation bias. Regrettably enough where
such savings are mobiilized, they are exported to urban
areas and abroad. Commercial banks in Nigeria have®
mobilized the largest volume of deposits Lthan any other
financial intermediary due toc both the territorial

spread of their branches and the influence of monetary
function on deposit expansion {(Mbat, 1983). Their rate

of growth within the economy from the days aof the

14



expatriate banks to date has been enormous.

2.7 Financial repression:

Administrative interventions in the financial
market either by the government or the Central Bank is
known as financial repression. These interventions are
usually in the form of interest rate ceilings, credit
rationing, subsidized credit, reserve requirements,
loan targeting, differential rediscount rate, credit
floors, the proliferation of specialized financial
institutions etec (Holst, 1990). The legally restricted
entry and exit into the financial market and
discrimination against foreign banks are equally
aspects of financial repression (Fischer, 1989). It is
generally accepted that financial repression inhibits
savings mobilisation and results in massive capital
flight. It has the following set backs on the
economy :

(a) It leads tp an excessive demand for institutional
credit.

(b} 1t leads to inequity. Large borrowers enjoy larger
subsidies.

fe) Credit rationing retards innovations and
flexibility. :
{d) Interest rate ceilings leads to risk aversion and
high liquidity preference in commercial banks.

Holst {(1990) argues that financial repression
discourages financial intermediation and retards the

development of security markets. It impedes the

A7



extension of banking activities into rural areas and
results in a strong fragmentation and segmentation of
the economy. As a result of these drambacks 1t becomes
necessary and imperative for governments to aim at
liberalizing the financial system. Fischer (1989)
advocates for a practice of positive real interest
rates,  the dismantling of administrative obstacles
which impede the establishment and functioning of banks
and an integrated financial market. Holst (1990)

on the contrary contends that positive real interest
rate ;ill not increase the level of financial savings
if dep§51tnr5 have little confidence in the financial
system. He advocates for selective credit rationing as
a solution to inbherent inadequacies in the financial

market.

2.8 Determinants and uses of Financial Savings:

The determinants of financial savings are often
analysed in two levels of abstraction. These are the
micro and macro levels. From the macro level it
depends on the extent of the financial market, price
stability and the appropriate level of interest rates,.
On the other hand, from the micro level 1t depends
mainly on socio-economic considerations like religion,
traditional beliefs, customs etc.

A combination of both perspectives or abstractions
provides ws with our conventional postulation that
financial savings is a function of three main issues

vizy; the ability, the willingness and the opportunity

63



to save (Wai, 1258).

The ability to save is determined by disposable
income, that 1is an individual cammot even think of
saving when he does not have an excess of income over
consumption. In other words his income after taking
care of his taxes (disposable income), must be
positive. The willingness to save depends on a variety
of social and cultural considerations and the
opportunity to save by the degree of development of the
financial system (ie the financial market). From a
survey carried out in New Delhi-India on household
savings determinants, it was discovered that the
strongest motive for saving was the desire to make
provision for emergencies. The second motive was the
desire to prepare against old age (based on
Modighiani’'s Life Cycle hypothesis), and the the third
motive was the desire to take care of children’'s
education. Most research on LDCs have tended to
involve aggregate level modeling of savings behaviour
with the Current and /or permanent income hypothesis as
the modeling framework.

While income is an important factor in explaining
savings behaviour, other factors besides income db
exist. Household size is thought to have a negative
impact on savings. Evidence showing the relationship
between family size and savings is almost non-existent.

The probability for pomitive savings rates for a sample

of Sierra-Leone households is unaffected by family size
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{Synder, 1774). The same results were reported by
Durojaiye (1971) in Ago-Iwoye, Ogun State of Nigeria.
Indeed under particular assumptions, the impact of
increased family size on savings rates is ambiguous, ie
it might increase, decrease or remain the same (Kelley,
1976) .

The dependency ratio is often hypothesized as
being related to savings, that is, an inverse relation
between the number of persons 1in a household who
consume more than they produce (dependents), and the
average savings rate. Duropjaiye (1991) confirms this
in his study of Migerian households. This however was
found not to apply in Ghana (Akaah, 1987). It is
equally argued that children have no negative impact on
savings as such, because they may contribute directly
to household income, substitute for other forms of
consumption, motivate parents to work harder etc
(Kelley, 1976). -

The role of the rate of interest in determining
savings in households still remains very inconclusive.
But there is no doubt that movements in the interest
rate regimes have some effects on real savings, though
not very significantly. This was confirmed by Richard
Reichel (1991) in his investigations of the
macroeconomic impact of negative real interest rates in
Nigeria.

Prvate savings, especially in the form of

financial assets are generally far less restricted by

&



low income than has been assumed before by both
economists and policy makers. ©On  the contrary, as
argued by Fischer (1989), there is strong empirical
evidence that the savings behaviour of all private
households 1is highly sensitive towards attractive
incentives to save. This 1s especially true with
regard to the composition of private savings (savings
in real or wunproductive assets), higher interest rates
can stimulate financial savings substantially. This
point on interest rates is further buttressed by Abbot
(1785) who =ays there is a positive relationship
between the real returns on financial savings and the
level of such savings. Average real deposit rates, he
argues, have been low and static or negative in many
Asian developing countries in the last two decades
because of the combination of low nominal rates and
high inflation rates. Improving real rates: involves
reducing inflation rates and increasing nominal deposit
rates. He emphasizes that low interest rates have
depressed savings in most LDCs, both directly and
indirectly. High interest rates however may discourage
investment because it makes lending more expensive
(Abbot, 1985).

Generally therefore most authors tend to zero down
on factors such as the expansion of the coverage of
depository institutions, the introduction of new

financial instrument by banks to provide better

incentives to savers through tailoring their procedures
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to the needs and preferences of the various savings
groups., They equally talk of the provision of ﬁigher
real returns for savers, e.g. through higher interest
rates; the improving of the allocative efficiency of
financial institutions through the reduction of
administrative controls: and finally the establishment
af new financial institutions to act alongside the
banks so as to reduce the monopoly effects and the
overburdening of the banks (Lewis, 1977).

Data on financial savings include not only

currency holdings but also bank deposits, life
insurrance and government securities (Wai, 1958). in
view of the limited choice of financial assets

available in LDCs such as government bonds and private
securities at attractive rates of return, and also as
the income of the bousehold sector is not large enough
to make it worthwile to have large savings in the
these forms, most of the savings in financial assets
are in the form of currency holdings and deposits with
the banking system. Wai further emphasizes that the
uses of household savings are important in determining
the rate of investment in the short-run and the rate of
pronomic growth in the long-run. Savings in  currency
can be important for the household sector, partly
hecavee currency is held mainly by this sector and not
by business units or government agencies and partly
bhecause there may be few opportunities for holding

aother financial instruments. He says savings thus in



the form of currency 1s more important in  developing

countries than in developed countries.

2.9 nterest rates a Financial Savi
Positive interest rate policies have been
conspicuously lacking in developing countries and

interest rates as a savings mobilising agent has long
been forgotten in these countries (Chandavarkar, 1981).
He posits that interest rates can be viewed as a social
rate of discount to determine the optimum allocation of
savings between consumption and investment and as a
rationing device for efficient allocation among
alternative forms of investment. Equally in several
LDCs the combination of overvalued exchange rates, high
inflation, ctontrolled interest rates or underdeveloped
capital markete have stimulated the oulflow aof natiaonal
savings. (capital flight). Ligeti (1598%) indentifies
the problem by saying that empirical work on: interest
rates and savings generally faces significant short
comings due to the inavailability of data, and has thus
led to many conflicting results. Holst (1990) said
this may be as much due to wrong underlying hypotheses
as to the inherent difficulties 1in covering all
possible policies in a single analytical framework and
relating them simul taneously to the various
macropconomic variables.

With regard to the short and long—term effects of
interest rates, it is interesting to note that various

studies have demonstrated that significantly negative



interest rates donnot always bave the adverse effect on

economic growth suggested by the conventional theory.
In some LDCs a relatively high growlth rate coexisted

with negative real interest rates. With regard to tre
effect of positive real interest rates on savings,

empirical studies have yielded more conclusive results
and strengthened the argument that while positive real

interest rates donnot significantly affect the level of
savings Lhey increase the proportion of savings held in

the form of financial assets and facilitate thereby a
more effecient allocation of savings (Ligeti, 1989).

This in turn will stimulate sconomic growth which will

increase the disposable income of households and

thereby lead to a higher overall level of personal

savings (Holst, 1990). One of the earliest researchers

on interest elasticity of savings in LDCs were Kelley
A.C and Williamson {1968). Generally however, until

recently, evidence as to the effects of interest rates
in determing savings is sketchy. In bhis analysis,

Williamson did not define his interest rate variable.

He found that short run s=avings are more sensitive to

interest rate changes than long-run savings. In a
later article based on the same data, Nilliamsnn'
examines the effect of interet rates in the context of
spome distributed lag and wealth consumption models.

There the interest variable proves to be non
significant. His findings of a negative non

significant interest effect on 1Indian saving is



disputed by Dasgupta (1978) who questions both his
savingi data and his use of a single rate of interest.
He finds that per capita saving not investigated by
Williamson 1s significantly and positively influenced
by treasury bill and long-term government bond rates.
He introduces a permanent interest rate variable
{defined a= a three year moving average of nominal
interest rates) which also displays a positive
significant relationship to saving. Saving in this
study is most responsive to the rate on commercial bank
savings deposits. As stated earlier, Reichel (1991),
in an article makes allusion to C.C. Agu’'s article
where he stressed the view that persistent negative

real interest rates in Nigeria during the period from

1970-1985 caused a number of unfavourable macro
economic effects ({(Agu, 1988). figu’'s considerations
were based on the Mckinnon/Fry model of ‘Financial
Repression’ arguing that interest rate ceilings

combined with high and even rising rates of inflation
cause an excess demand for investment and
simultaneously restrict the supply of savings.

Agu points out that the issue of the interest
elasticity of savings is inconclusive. Here he was’
making special reference to empirical studies af
Willianson and Gupta where he examined Nigerian time

series data thus yielding inconclusive results.
However he does not give any empirical support for the

second hypothesis concerning the impact of negative



real interest rates on investment efficiency.

Reichel (1991) therefore esamined the impact of
the Migerian interest rate policy on savings and growth
in the period 1960-1987 by applying regression analysis
to Migerian Lime series data. His results strongly
support the 'classical’ predictions of the theory of
financial repression. He found the domestic savings
rate to be positively affected by the real interest
rate although the effect is relatively weak. He said
financial =savings however show a stronger positive
response.

Still on the issue of the interest elasticity of
savings in Migeria, many authors hold contrary views.
It 1is often described as a mere falacy to expect that
high deposit rates will generate high domestic savings
to be channelled to investors through the banking
system.

Giovanni (198%) says in his view that doubts may
be raised as to a positive interest rate elasticity of
savings and in general interest rate elasticity is
difficult to assess because of data problems.

It is also viewed that the changes in interest
rates influence only definite groups of savings and
savers while the greater part of savings are
insensitive to interest rate changes (Ligeti, 198%9).
Similar problems emerge in the Hungarian literature too

where the widespread view is held that the change

(rﬁising) of interest rate does not result in



increasing the size of savings but in expanding the
possibility of choice among the forms of saving.
Taking a stand based on the view published in the
literature one comes to the conclusion that according
to the majority, the raising of interest rates
increases savings and 1t has a positive impact on
growth. The empirical analysis however does not
conclude things this way e.g. in Indonesia, the abrupt
growth of depositse was attributed in the first place to
easing the controls on the deposits in foreign
currencies.

Empirical investigations by Leite and Makonean
(19846) on savings and interest rates in Francophone
best African Countries, proved that s=savings are
affected by real interest rates though not very
significantly. Tt proves to be a function maore of the
level of disposable income.

Generally opinions on the role of interest rates
on savings vary more than all other factors influencing
% Ligeti (198%) says various experts want to have
low i1interest rates to benefit from higher investments
while others prefer higher rates because they encourage
savings, and thus urge investors to engage in such
efficient activities from whose returns they can pay
the higher rates of interest.

Moving slightly away from the rate of interest as
determining financial savings, Thirlwall (1974) said in

his analysis of saving, inflation and growth in LDCs,



that the two key approaches to savings could be
reconciled. These he said were the classical prior
saving versus the keynesion forced saving approaches.
He said the development of financial intermediaries and
an organised money market can raise the rate of saving
and reduce the overall interest rate at the same time
by diminishing the importance of the unorganised
sector. He emphasized on building up the financial
infrastructure. 1t has been remarked that experience
shows that the amount of savings depends partly on  how
vitdespread savings institutions are (Lewis, 1948). The
existence of banks and monetary assets frees saving
from the problem of finding investment opportunities if
that is the only alternative form of saving. (Speight,
1964).

n a conclusive note therefore, it is quite
obvious that no single factor can claim to be the sole
determinant of financial savings in Migeria.
Researchers, basing their analyses on various
methodologies have arrived at the conclusion that
besides other economic factors, most financial savings
depend on three main sociolpgical factors as explained
by Wai (1958, 1980) namely; the ability to save, the'
willingness to save and the opportunity to save. The
greatest emphasis as to the wmost potent individual

factor was placed on the level of development (and
availability) of financial institutions in the economy.

Next was on the level of real disposable income. Most
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authors  agree  that the developpment of  the financial
infrastructore will have a much more direct impact on
the financial =savings ralte than other variables,

Demographi o factirs too have been adentified to
affect financial saving=, most =ignificant of which i=
the dependency ratio and Lthe family size. It 1s almost
unanimously  actceplted thal the dependency ratio s
inversely related Lo the size of financial savings,
thoughh contrary  arguments hold thal  chaildren are
inztead an incentaive for parents to work harder, earn
more and therefore save. Thus they say the relationship
is not inverse.

There is equally heated debates by avthors about
the interest-elaslticity of savings in Nigeria and
other developing counlries. Some say it is
significantly related whereas others deny this premise
by poinlting to the exaistence of financial repression in
the country as a major reason for its inelasticity.

On  the whole however there are no universally
accepted sel of wvariables thought to determine
financial savings because all the tests carried out
were done with different socio-economic and cultural

backgrounds.



3.1

CHAPTER THREE

THE DEVELOPMENT AND EVOLUTION OF THE FINANCIAL
SECTOR _IN _NIGERIA

introduction

The financial sSystem is a complex network that
invalves a payments mechanism, and the borrowing as
well as lending of funds. From a broad perspective, the
composition of a financial system incaorporates
financial instruments, financial markets and the
institutions and oryans which operate therein. Very
often the public associates financial intermediaries as
the soul of Lthe financial system whose principal role
is the channelling of funds from those wishing to save
to those wishing to borrow.

The development of a financial system is closely
related to the economy within which it evolves. The
faclors according to Olashore (1988) which necessitate
the evolution of the financial system within an-economy
include:

(i) increasing specialization of people and activities,
and therefore a greater necessity for exchanges.

(i1} the need to eliminate the lag between the period
of time it takes Lo achieve a given production and the’

time it appears on the market.

(iii) the need to provide resources for investment for

future production.

(iv) the desire to save while still working,
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particolarly in the case of employees on fixed period
income .
{(v) the desire to consume currently on the basis of

expected future i1ncome.

In every country, there exists a body of public
antl private laws and rules governing financial
transactions between financial agents and between them
and non—financial agents. The financial system in which
financial instruments and marketls operate has as its
main yole, the mobilization of funds from the surplus
spending units (savers) and channelling them to deficit
epending units (investors) for investment in profitable
economitc activities. 1t is generally recognised that
the financial system plays a catalytic role in the
proce=ss of economic growth and development. As  the
2 COnomy grows, the financial system - becomes
increasingly deep and broad and its structure alsn
becomes increasingly sophisticated. In the process the
system offers a wider range of portifolio options for
savers amnd dissuable instrument for investors - a
function often referred to as financial intermediation.

The financial system features a wide array of’
banking and non-bank financial intermediaries. The
bankiny sub-sector of the system comprises commercial

and merchant banks, development banks and the central
bank aw the apex institutions. The non—bank financial

inetitutions sub s=sector includes a wide variety of
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organization=s and institutions which includes the
Securities and Exchange Commission (SEC), the Stock
Cuchange, Stockbrokers, registrars, insurance
companies, pension and provident funds and investment

companies.

MEASURING THE SIZE OF THE MIGERIAM FINANCIAL SECTOR

The financial sector can be conceptually divided
into (a) the money market:; and (L) the capital market.

(i) The money markelb:

The money market, narrowly defined, consists  of
commercial banks and the Central Bank of MNigeria. The
size of the money market may be indicated by either or
both of the fellowing ratios, although neither ratio is
perfect: the ratio of deposit money to total money
supplys: or the ratio of banking systems credit (mostly
loens, advances, and bills discounted) to the: domestic
sector, to national income. The first ratio -measures
the liability side of the balance sheet of the banking

system, and the second the assets side.

1t should be pointed out, however, that the ratio of

depo=it money to money supply actually measures th?
development of the banking system rather than that of
the wmoney market. However in Nigeria, as probably in
developing countries, the development of the commercial

banking system is synonymous with that of the money

market. Since the commercial bank deposits take upwards

—_—
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of 70-80 per cent of total finencial assets, this ratio
may be taken as a goeod proxy of the development of the
money market. Wai (12908,172080) says therefore that the
rativo of the banking systems credit bt the domestic

secior o national ipcome iz & more reliable indicator.

The follawing tables atilempt a presentation of
these ratins {o portray whether aor not there has been

growth in Lhe Nigerian money market belween 1970-1990.

Tahle 3.1: Sizp of the Migerian Financial Sector

Depusii Money supply(2) Ratio of 1:2 %
money (1) (Hrillion)
(Mrillion)

1270 336.8 408 .4 Q.55 an.0
1971 371.8 42%9.0 ¢.58 2.0
1972 d61.2 700.2 0. 465 4%.0
1973 82,3 | 427.2 : 0.70¢ 70.0
1?74 ??3.2. | i,178.4 0.82 2.0
1978 1,302.3 2,044.1 Q.53 63.0
1976 1,979.1 3,293.0 ' .60 60.¢
1977  2,255.1 4,794.49 Q.47 47 .0
1978 2,601.7 2,089.7 #.51 31.0
1977 3,702.1 G, 14466 0.80 £0.0
1980 5,143.1 ?.224.8 . 0.55 25.0
1781 4,083.% 9.744.9 0.561 61.0
1982 &,.838.7 10,048.5 0.68 &8.0
198% 9,082.9 11,782.4 .71 7i.0

1984 9,391.3 12,2091 0.786 76.9



1985 10,550.9 13,2467.8 0.79 79.0

1986 11,487.9 13,103.0 0.87 87.0
1987 15,088.7 14,726.2 1.02 102.0
1788 18,397.2 21,148.6 0.87 87.0
1989 16,976.9 20,697.6 0.66 66.0
1990 23,137.1 3742337 0.82 82.0

Source: Computed from CEM Economic and Financial Review
Various issues.

Based on our earlier assumptions and the trend
portrayed on the table above of the percentage of money
supply made up of time and savings deposits with
commercial banks, we can see thal it is increasing 1n
the long-run. A conclusion could be drawn therefore
that the Nigerian money market is experiencing some
growth 1in the long run. The ratio was initielly on an
almost yearly increase up to 1987 when i1t started

experiencing a gradual decline.

Moving to our next indicator of the size of the
Nigerian financial sector, it is important to note here
also that in wmost developing countries the major
proportion of domestic bank credit represents loans and
advances given to the private sector and only a small
amount represents credit to the government. Most of the
domestic bank credit to the private sector is for
short—term loans for commerce and industry and to a

lesser extent for financing agriculture. Commercial

banks are reluctant to purchase government securities



unless  they are short-term or unless there is &
Quarantee by the Central bank to repurchase them.
However these Lanks have been persuaded or legally made
to hold larger portfolios of government securities. The
CBN reguires rcommercial Dbanks to hold a certain
percentage of their deposil liabililies in  government
securitie=s, a= such owr tlata includes both credit to

the private and public sectors,

Table Z.2: Bize of Lhe Nigerian Financial Sector

(The* hanking System’'s Credit to the Economy,' and the
Mational Income)

o
Year Ranking :}stems GDF éhrrent Eatio of 3
Credit Prices 1:2

{(d million) (Heillion)
1970 314.0 78,738.46 0.00039 0.037
1971 500.00 114,118.1 0.00041 5.041
1972 615.0 20,388.7 0.031 5.1
1975 1,114.1% 31,981.7 0.02 2.0
1974 1,570.7 149 ,344.0 0.01 1.0
1975 2,083.3 413,295.8 0. 0000 0.035
1?715. ﬁf’%,?‘lﬁ.l 320.443.2 0.000% .I'.;).OS'
i??? 5,078.6 282,490.¢& 0.01 1.0
1?78 4,769.9 354,192.2 0.91 1.9
1979 4,%24.7 140,415.8 0.03 3.0
1980 7,957.2 ' ?1,4693.9 0.98 8.9

1961 10,025.2 294,408.3 ' 0.03 3.0

S



1982 12,351.0 106,539.9 0.12 12.0
1983 15,327.5 198,739.5 0.15 15.0
1984 18,793.1 209,603.2 0.14 14.0
1985 21,377.0 58,070.6 0.36 36.0
1986 22,326.3 77,231.8 0.28 8.0
1987 22,742.2 133,854.6 0.16 16.0
19688 27,155.0 204,769.7 0.16 146.0
1989 24,844.1 297,477.% 0.15 15.0
1990 29,230.0 187,422.3 0.16 16.0

o ——— S o i T o o i i e o e . T T o o

Source: Computed from CEM Economic and Financial Review
Varipus years.

The measure of the size of the financial sector in
relation to the gross domestic product represents the
size of the sector in relation to the size of the
economy itself. Changes that are observed over time as
seen in table 3.2 above would thus show whether or not
the sector 1s expanding as rapidly as the economy as a
whole. 0Our data shows a remarkable increase between
19270 and 1980 when banking credit to th; economy
increased from a very insignificant percentage of the
national income (less than 1 percent) to 3 percent in
1979 and 8 per cent in 19B0O., This was a more than eight
hundred percent increase. The financial sector agaiq,
even after 1980 continued to expand remarkably and by
1985 it accounted for up to 36 per cent of the total
national income and thenceforth it realized a decline

down to about 16 per cent by 1990, This was most

probably due to the economic recession and the high



inflationary pressures on the financial sector. Judging
by the ratio of domestic bank credit to national
income, 1t con be concluded that i1t appears there has
been growth in the long-run in the Migerian financial

sector.

Our first ratio in table 2.1 egually present a
similar picture. the ratio of deposit money to the
total money supply indicates that there has been growth
in the sector as a whole. The data provides an almost
yearly increase 1in this ratio and a long-run indication
of a growth from about 50 per cent of total money

supply 1n 1970 to more than 80 per cent in 1990,

Though the two ratios differ in statistics, they
provide a goocd picture of the growth trend and size of
thE.Nigerian financial sector. This rising trend can be
expected because as an economy develops, the size of
the typical busipesses and industrial units a;e likely
to expand; the amount of self-financing decli;es,' and

greater use is made of the money market to finavcce

business operations.

{ii) The Capital Market:

The capital market is essentially one which deals
in long—-term credit. This may take the form of loans or
may also cover the issuance of stocks and bonds. The

capital market in developing countries deals mainly
in long=term loans and advances given by specialized

institutions such as development banks, savings banks,



insurance companies and stock exchanges. In view of the
relative uwunderdevelopment of the capital market in
Nigeria, our treatment here will be narrowly

concerned with the development and activities of the
Lagos Stock Exchange market. It is the most important
component of the capital market in Nigeria. In due
respect of the long term nature of loans in the capital
market, their interest rates are often higber than
those of the money market where leoans are of shorter
term and interest rates lower. The capital market can
be dichotomized in two ways: the new issues market (the
initial public sale of securities supplied by newly
listed firms or of new issues by previously listed
firms) versus the secondary market (trading in issues
previously issued publiclyl); and the private securities
market (trading in stocks and bonds of privately owned
corporations) versus the government securities market

(normally government bonds}). -

Size of the primary market;

The =s=ize of the primary market for bonds in

Nigeria has grown tremendously down the years. In terms
of the absolute size, the nominal value of issues has’
grown from around M50 million in 1970/71 to M415
million in 1977, to W&4P2.3 million in 1982, to 211.0
million in 1988 and to approximately Ml ,627.7 million

in 1990. the number of new issues dropped in 1988 to

just 12, but by 1990 it sprang to an all time high of 138
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issues. The issue of government bonds had alway:
dwarfed all other issues of all securities (shares ac«
weell as fixed interest securities), but recently this
dominance bas been competed away by the growing
importance of industries in the capital market
transactions. In fact by 1978, issues of governmen!
bonds and stocks represented up to 88 per cent of total
new issues of all securities, and by 1988 and 1990 i
represented just 36 per cent ‘and 42 per cent
respectively. The table below indicates the trend inr
the new issues market of the stock exchange between

1970 and 19%90.

Table 2.3: New Issues Market

1970 1975 1978 1982 1988 1990
retet.
Number a a 10 20 12 138
Value(Nm) 48.5 451.5 220.0 306.5 241.0 1,627."°
Fublic Sector =
Number - b 4 12 3 60
Value(Nm) 30.0 450.0 105.0 290.5 21.0 39.5
% of Total 70.0 99.7 36.0 60.0 36.7 42.1

Private Sector

Mumber 3 2 4 a8 9 78
Value{Nm) 18.0 : B 115.0 16.0 190.0 98.5

%“ of Total 30.0 0.3 64,0 40.0 b4 58.9

———— e T e — — —_——— _——— - B e T

Sourcce: computed from CBN,Annual Report. Various Issuec .
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Giving a look at the transactions on the market
the picture is generally the same. In 1972 for example
the number and value of transactions in government
stocks were 28.1 per cent and 96.3 per cent
respectively of the total dealings in the market. In
1977, the number of transactions in government stocks
was 3277, representing 20.4 per cent of total dealings
and the value was ML78.8 million representing 99.3 per
cent of the total transactions. The break in the number
came in 1974 when transactions in government stocks
stood at only 8.4 per cent of the total dealings but
the wvalue was still high. In the 1980s (ie up +o
1989/90), the dominance of the government transactions
still persisted, though to a much lesser extent. This
again was due to rapid upsurge of industries which can
afford to deal in lopng—term securities. Table 3.4

portrays this trend.

Table 3.4: Secondary Market for Securities u972)~19i?0)
__________ ;;;;__ 1;;5 1978 _;;gé 1;58 1990
Yotar

Trans i

Number 636 695 2,492 4,842 4,904 6,078;1
Value(Nm) 8.3 6H3.7 197.8 386.0 399.0 1,9?6;0
Public Sector

MNumber 303 193 229 2,880 2,290 3,460

Value(Nm) 8.2 Hh2.8 187.2 286.0 286.0 1,308.0
% of Total 98.8 98.8 4.6 81.0 87.1 #88.0

4



FPrivate Sector

Number 331 501 2,263 P62 2,615 2,540.90
Value(Nm) 0.1 0.9 10.6 106.0 115.0 668.0
% of Total 1.2 1.4 2.4 18.0 19.0 11.5

e i e e e S o . . e e e S e e o e o e S k. o o S . i . o S . o . . e o . o S .

Sourcce: computed from CBEN annual Report and Economic and
Financial Review. Various years.

In terms of value, therefore both in the primary
as well as in the secondary market for securities,

government stocks constitute the cornerstone of the
stock market. In terms of the number of issues and the
number of listings and of the transactions, private
{industrial) securities have been growing in importance
but this has not been reflected in the values.

One can conclude here that, the stock exchange
plays a wvital role in the mobilization of capital and
the channelling of investment. While it 1is £rue that
they have sometimes facilitated speculation in- stocks,
especially during a period of inflation, on the whole
they have performed a useful function in promoting
economic development. As the amount of capital required
for a business enterprise increases, one finds tha%
individual private fortunes are not sufficient tﬁ
finance investmenlt 1in industries reqguiring modern

equipment. The joint stock company with shares open to

the public for subscription is therefore needed. The

subscription to the capital of joint stock companies
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will be more easily available if there is a stock
exchange where an investor can follow the activities of
his company and if need be sell his shares for cash
without undue loss of capital. In addition to providing
a market place for the purchase and sell of existing
shares, a stock exchange also facilitates the
floatation of shares of new companies and new shares of

existing companies.

AN _OVERVIEW OF THE NIGERIAN FINANCIAL SYSTEM

The Nigerian economic environment and the entire
regulatory framework within whaich the system operates
has uwundergone substantial changes over the past two
decades in terms of the number and variety of financial
intermediaries, the depth and breadth of instruments as
well as  the structure of its capital and ownership.
Nevertheless the financial system remains relatively
under—-developed as it is yet to acquire the. required
degree of financial intermediation for th; rapid
development of the economy.

There were 12 commercial banks operating in the
country in 1960 with a total asset of M235.8 million
and about 190 branches. the only merchant bank, theq
knnown as Phillip Hill (Nigeria) Limited which later.
merged with the Nigerian Acceptances Limited (NAL) did
very little business as such. A few non—bank financial

intermediaries operating on a very modest scale

existed, but no specialized development banks. The Post
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Dffice savings Bank was the largest single non—bank
financial intermediary at that time, with over 160
branches spread all over the country. However it made
limited impact on the economy because i1ts funds were
invested largely in London.

The number of commercial banks rose exponentially
across the years, and by 1988 there were 41 commercial
banks with assets of MG9.2 billion and a network of
1,665 branches. By 1990 the number bad risen to 58
commercial banks scattered across the nation with 1,
239 bank branches. Merchant banks at the end of 1988
numbered 24 with a total of 46 branches and total
assets of HNl7.2 billion. By 1990 there were 305
merchant banks and 1,945 branches. The four development
banks, viz, MNigerian Industrial Development Bank
(NIDB), Migerian Bank for Commerce and Industry (NBCI),
Federal Mortgage Bank (FMRE) and the Nigerian
Agricultural and Co-operative Bank between .them had

asspts amounting to NH2.8 billion at the end of 1988

and MN3.1 billion at the end of 1990. (Dke, 1989%).

A total of ninety-nine companies are currently in
the insurance sector and they are engaged in both lifi
and non—1ife businesses. Whereas 64 of these companieg
were splely in non—=life insurance companies, 3% were in
both. The total assets of all insurance companies at

the end of 1984 stood at M2.5 billion while the

National Provident Fund had a total investment of



N?76.1 million by 1988 and N1,015 million by the end

of 1990.

{a) The ownership Structure of Banking Institutions

The ownership structure of institutions in the

banking system has evolved with the development of the

sector as a whole.

In 1960 five of the 12 commercial banks in the
country were indigenously owned. Of the 48 commercial
banks 1in 1989, 18 were under foreign-Nigerian joint
ownership. 7 of these were jointly owned by the Federal
Bovernment and foreign interests, 3 were jointly owned
by Aforeign and state Sovernment enterprises while 8
were  joint ventures between private Nigerian and
foreign interests. Of the remaining 30 commercial
banks, 21 were wholly ocwned by state Governments, 1 was
a Joint venture between a state government and the
Migerian private sector, while 8 were wholly under
Nigerian private sector ownership. 10 of <he 31
merchant banks had foreign participation. All but 2 of
the remaining 21 merchant banks were wholly Nigerian
private sector enterprises. The commercial and merchant
banking sub-sector therefore features a mix of
government, private Nigerian as well as private foreign'
participation. Foreign participation remains
significant but no longer dominant. There is

substantial government presence in commercial banking
while private Nigerian interests dominate merchant

banking in terms of the number of institutions. The
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four development banks continue to be public
enterprises owned jointly by the Federal Government and
the Central Bank of Nigeria. Of the 99 insurance
companies, 79 are wholly Nigerian enterprises while 20

are joint foreign—Nigerian owned.

{b) Capital Structure

The total paid-up capital of commercial banks grew
rapidly from M29.0 million in 19465 to NB7.9 million
in 1975 and to MB61.4 million in 1988. The banks’
reserve funds grew even more rapidly as a result of
high profitability and regulatory reguirements or
statutory reserves. They rose from 1.6 million in
19265 to HMWIZ.7 million in 1975, HNi40.8 million in
1980, H7832.9 million by 1988 and HW1,356.0 million 19%90.
Merchant banks®™ paid-up capital rose from HeB.5
million in 1984 to WI28.0 million in 1987, to M222.5

million in 1988 and M287.1 million in 1990.

EVOLUTION DF THE NIGERIAN FINANCIAL SYSTEM

The Nigerian financial system as seen so far has

continued to expand. Various kinds of savings
institutions have sprouted out in response to this
massive expansion, and along trend the assets of these
savings institutions have been rising tremendously.
Since independence therefore new institutions have

emerged in response to this growing, diverse and more
sophisticated needs of financial intermediation. There

are now a growing number of merchant banks, development
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banks {(meant for specialized projects), money and
capital market institutions such as the Stock
Exchange, the Security and Exchaenge Commission and a
ﬁumber of stockbroking finance and investment companies

ac can be seen in the table belows

Table %.5: Growth _in Major Finangial Institutions(nN®®):

BANKS 19460 197¢ 1980 1987 1990
CBN : | i i 1 1 1
Commercial banks 12 i3 20 53 ag
Merchant banks 1 1 & 14 35
Dev’t banks / 4 4 4 4
Insurance . |
Companies /! 43 75 84 29
Fed.Savings .
bank ° i 1 1 1 1
Stock Exchange ! 1 | 1 _1 1
Stock Brokers / 8 10 20 138

Sources: CBN Economic and Financial review. Various
Issues.

The fimancial system in Nigeria has assumed’
changing roles, brought about by the changing views of
the monetary authorities which include the creation of
local money and capital market instruments, the

introduction of the Rural Banking Expansion FProgramnegy

the requirement that banks should allocate specific
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proportions of loans to designated sectors and sub-
sectors of the economy; and changes in  the ownership
structure of banks. The structural Adiustment programme
(5AF) among other things saw Nigeria change from a
rigorously control led economy involving large
government intervention to a wvirtually decontrolled
economy and  floating exchange rate. Of particular
interest in the post-S5Ap era 1is the enormously

increased emphasis and responsibility that has
developed on the banks in the era of interest rate and
exchange rate determination as well as foreign exchange

and external deblt management.

(a) The Central Bank of Nigeria:

The Central Bank at its inception in 1959, as
earlier stated, inherited a rudimentary financial
system in which there were a few commercial banks, and
non-bank financial intermediaries but with no organised
money and capital markets. During the first decade of
its existence, therefore, the CBN concentrated on the
important task of promoting the transformation of the
rudimentary financial structure of the economy. In
fostering the development of the money market the CBN
introduced treasury bills (1940), produce bills {(1962),
treasury certificates (1968), all of which it stood

ready to rediscount. It introduced a call money Scheme

in 1942.



The CBEN actively promoted the growth of the
capital market, starting with that of the Lagos Stock
Exchange and the Capital Issues Committee which later
evolved into the Nigerian Securities and Exchange
commission (NSEC) in 19278. The CBN also influenced the
course and  pace of development of the Nigerian
financial system via the promotion of the establishment
of and continued assistance to development banks, four
of which have been discussed already in the review virz
NIDE (1964}, NBCI (1973), NACRB (1973) and FME (1977).

The CBM has therefore contributed tremendously to

the growlth and expansion of the finpancial system.

{by Growth Trend of commercial Bankings:

The physical growth of the commercial banking
system has already been highlighted earlier in  the
overview. Here more attention is focused on the trends
in the systems assets and liabilities. -

Re-examining the growth of branch network of
commercial  banks in Migeria is still quite necessary
since it will provide a snapshot of the physical
structure of the commercial banking system and the
scope for effective mobilization of savings. Nigeria"
operates on a nation—-wide branch banking system as
opposed to the unit banking system and there is no law
limiting the brenching of commercial banks within and

among the thirty states. There were 20 banks and 740

branches in 1980 and by 1990 it had risen to 58 banks
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and 1,922% bank branches registering an average annual
growth rate of about 30 per cent. The table below
provides a2 picture of the growth rate of commercial
banks and their branches in the country from 1270 to
1990. The table equally provides the growth rate of
branches, the average branch per bank, and the number
,of persons per branch that js, the bank/population
ratio. It is an indicator gf the degree of development

of the financial sector.

Tabhle 3.46: Commercial banks and branches 1970--1920

YEAR  NO. OF NO OF GRCWTH RATE AVERAGE  POPULATION ND OF PERSONS

BANKS ERANCHES OF BRANCHES DRANCH  (millions)  PER BRANCH
. PER RANK
1970 13 ; 318 5.3 24.5 66.2 206,097
1971 16 340 7.0 21.3 .2 200,470
1972 16 358 5.2 22.4 70.2 196,103
1973 16 383 7.4 23.9 725 188,301
1974 17 403 8.2 23.7 74.5 'g; 184,314
1975 17 433 7.4 25.5 76.7 177,169
1976 18  as0 3.9 25.0 76.8 170, 587
1977 19 508 12.9 26.7 78.6 164,438
1978 19 583 15.2 30.8 80.6 137,715
1979 20 672 14.9 33.6 82.6 122,448
1980 20 740 10.1 37.0 84.7 114,03
1981 20 917 23.9 45.8 86.2 94,402
1982 21 991 8.1 a7.2 88.9 .Tf.' 89, 07

1983 24 1,108 1.8 46,2  93.7 1 BA,.66

-
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1269 27 1,198 8.1 449 .4 25.4

1985 28 1,288 7.9 46.0 97.6
19864 28 1,367 6.1 48.0 100.6
1987 33 1,483 8.5 44.9 110.8
1988 42 1,665 12.3 a?.4 mne.e
1989 47 1,855 11.4 37.5 114.46
1970 58 1,759 4.5 353.4 115.3

NOTE: The population figures are projections of the
1263 population census figures

source: 1. FPopulation Bureau, Office, Lagos

=3

2. CBMN (1) Annual Report and Statement of
Accounts,. Various issues

ii. Monthly Report. August 1976, pp.9.

3. P.N.C. Dkigbo (1981): Nigeria's Financial
System.

The very encouraging increase in bank offices in
1978 was due to the first phase of the Rural. Hankinq
Scheme which lasted for the period 1977-1980. By the
end of December 1900 for instance a total of 200 bank
branches had been established and oput of the 917 bank
offices by November 1982, 273 were located in the rural
areas, all of which were opened under this programme.’
By 1970 the number of branch offices bhas been
increasing  from 25 in 1970 and 26 in  1975. By 1980

branch offices per bank were up to 37 and in 1985 there

were 446 offices per bank. By December 1990 it stood at

34 per bank.



The volume of deposits held by thE.NigErian EankE
registered a two-bundred and fifty-nine fold increase
from 1960-1990. It increased from NB,B842.7 million in
1980 to ﬂiE,QSB.S million in 1993 +to Hi17,627.1%
million in 17893 and to MEG,574.4 million in 1990. It
has recorded an goverall annual growth rate of 25.5 per
cent. The growth rate was higher in the period 19270-
1980 when the average annual growth rate was 32.5 per
cent than earlier. Hetween 1270-19%90 the average annual
cgromih rate was about 42.5 per cent.

Inflation produces an avtomatic increase in bank
geposits so that bank deposits outstanding may increase
_becauge ogf inflation without any increase in the
quantity of services provided by the banks. This then
justifies ocur distinction between inflation—indurced
growth in deposits and real growth in deposits. To
cnr;ect the current deposits series for priee effect
the index of consumer prices is used as price deflgtur.
Thiz iz =een clearly from most nominal values. The
price deflated deposits series exhibited a seven-fold
intrease during the perind 19601990 ie rising from
#HI91.4 million to W2,714.0 million as opposed to a
259—-fold increase in the nominal values. . __\

The Expanding scale of private séctor debosits\
shotltd however not mislead us to believe that the

Nigerian financial sector is well developed. The larger

proportion of most of Nigeria's financial savipgs im in

the form of time and savings depositsg this category
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has about 70%4 and above of institutionalised savings in
the economy. the next largest category is time deposits
with the Merchant banks whose ghare in total
institutionalised savings is quite impressive. The
figures below indicate the dominance of the time and

savings deposits category to the total deposits.

Table 3.7: Trends in the Structure of the financial
system by tvpe of institution (1770-1990) (HNn}

YEAR  Comm.Ranks Merchant Federal Insurapce HNatienal Fede al
{1/ banks Savings Lompanies Provident  Borigage
deposits) time Ranks Fund Rank

deposits

1970 336.8 n.a 4.9 n.a 7.5 2.6

1971 371.8 7.1 4.5 _ n.a 76.5 B0}

1972 461.2 10.7 4.3 n.a 8%.1 8.3

1973 082.3 17.1 4.5 n.a 109.7 bed

1974 973.2 20.4 4.4 . n.a 121.1 6.9

1975 1,302.3 346.2 3.7 n.a 143.4 10.4

1976 1.97%9.1 58.9 . 6.9 | 0.1 193.9 16.3

19727 2,555.1 e2.4a 8.0 : 0.1 230.4 14.4%

1978 2,601.7 107.8 8.2 _ 9.1 232.5 18.2

1979 3,702.1  114.8 8.0 0.1 289.0 ‘22,6

1980 5,1463.1 219.7 7.3 | 0.1 438.9 40.7

1981 4,023.5 328.0 5.8 0.1 40%.1 57.2

1982 6,838.2 522.6 5.5 0.1 425.7 46,

1963 8,082.9 793.7 . 8.0 S Oed 4?2.é 8%.7

1994 9,391.3  970.6 8.0 0. 5047 134 9

o



19265 10,550.9 1,145.1 8.1 0.1 S25.6 113.9

1986 11,487.9 1,561.6 8.1 0.1 uh2.0 121.3
1787 15,088.7 2,822.8 20.2 0.1 614.0 133.7
1988 18,397.2 3,982.8 22.4 0.1 681.0 195.5
1989 16,976.9 3,970.7 n.a 0.1 669.2 213.2
1990 23,137.1 3,298.0 n.a 0.1 A75.1 207.8
Note: T

n.a. = not available.
The table above indicates clearly the dominance of
time and savings deposits to total deposits in  the

Nigerian financial sector.

(c) Merchant Banking:

One of the principal motives for the development
and influx of merchant banks 1into the Nigerian
financial system was to fill the credit gaps which
commercial banks could not satisfy and which were beyond
the scope, ability and resources available ‘Yo
development banks. They were enpected in particular to
provide long term and some medium lending and corporate
finance that the economy badly needed for i1ts rapid
economic transformation.

The number of merchant banks rose from one in 1?%0“
through 2 in 1975 to 12 in 1977 and then to 35 i 1990,
This rapid expansion has often been attributed to the

positive influence of the Structural Adjustment

Programmes (B8AF) .



In 19746, the government partially took over
majority of the interests in some commercial banks and
this also applied to the foreign controlled merchant
banks, then in operation. However, as indicated
earlier, private Nigerian enterprises either alone or
in  partnership with foreign intereste dominate the
merchant bank business. The banks in 1976 were brought
under the CEBN control and credil guidelines.

The grnwth rates of merchant banks® operations
were much higher than those of commercial banks
reflecting the massive expansion of merchant bank
activities. Between 19465 and 1988 total
assets/liabilities deposit liabilities and loans and
advances rose by compound growth rates of 42.0, 44.3
and 45.2 per cent respectively. Between 19468 to 1988
their total anvestments grew by a rate of 40.35 per

cent.

(d) THE DEVELOFPMENT BANKS

(1) The Nigerian Industrial Development Bank (NIDE)

Established in 1944, the NIDB was the first
development bank 1in the country. It was a private
concern with a paid-up capital of H4.5 million held
both within and without the economy. The ownership
structure remained until 1978 when the government and

the CBN acquired 79.3 and 20.2 percent of the eqguity

capital respectively. In that year the capital was

raised to MN200 million and HW400 million in 1988.
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Public sector hbolding huwever";-é-.."gﬁ%gf;u drop to P
about 70.per cent following the on—going privatisation
programme. The bank had total assets of N6?IL7 million

by 1789. Its loans and advances stood at HN3I91.4
million and HNM34.2 million as investments in  all

equity.

{ii) The HNigerian Hank for Commerce and Industry (NBCT:

This was st up a wholly owned public sector
enterprise to undertake development and merchant banking
as well as some commercial banking functions. It took
off with an initial ecapital of M30 million held 60 and
40 per cent by the Federal Government and CBN,
respectively., 1t was raised to M2Z200 miliion by 1944
and there are moves to increase it further. The banks
total assets/s1iabilities amounted to HHS92.383 million at
.the end of 178B while total lopans and advances and
investments amounted to M203.0 and KN20.1 million

respectively.,

fiii) The Nigerian Agricultural and co—ogperative bank
(NACR} ' | | o

This bank was set up. to channel credit to
agricultural production. The bank commenced effectiveld
in 1973 with an initial capital of M12 womillion from
the Federal government, of which Wl million was eqguity

and the rest was loan capital. In 1978 the share
capital of the bank was raised to WISO0 million,

subscribed in the ratio of 60 and 40 per cent by the
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Federal Government and CEN respectively. At the end of
1788789, the banks total credit stood at N/36.6
million. Leoans and advances amounted to WS57.5 million

whilst investment stood at N2.5 million.

{iv) The fFederal Mortgage Bank (FME):

The FMB emerged from a reconstitution of the

Nigerian Building Society which had been established in
1957 as a joint venture by the Federal Government and
the Former Eastern Regional Government and the
Commonweal th Development Corporation (CDC). Created by
decree in 1977 it was to provide mortgage credit and
co-ordinate mortgage lending on a nation—-wide basis. 1t
had an initial capital of W20 million of which N12.5

million was paid up. In 1978, the equity capital was
expanded to M150 million, held in ratio of 60 to 40

per cent by the Federal government and the CEN
respectively. Its total assets/liabilities stood at
P752.9 million 1in 1988 while its total loans and

advances stood at NO72.2 million.

(e} Other Non—Bank Institutions:

(i) Insurance Companies

Thi=s had become a very important source of credit
since the 1970s. It has become a major investor in
Bovernment Securities, private sector equity and bonds

ams  well as housing mortgage. Their investment in

government securities more than doubled from MN212.2

[P
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million in 1984 to MALO.6H million in 1988 and MNB22.4

million in 198%. The investment in equity and bonds and
mortgages stood at M290.46 million and N279.68 million

respectively.

{11) The National provident fund:

This bas continued over the years to be a major
spUrce of savings and an important investor in
gavernment securities. The Fund‘s total investments
which stood at NZ.5 million in 1963 rose sharply to
H20.6 million in 1965 and N72.0 million in 1970. : 1
grew steadily thourhgout the 70s and 80s and by

December 198B/B9 it stood at N976.1 milliopn.

(1ii) The Lagos Stock Exchange:

It was incorporated in 19460 under the companies
Ordinance as an association limited by guarantee. 'ts
activities remained sluggish between 1960 and 1971 as
only 14 companies were listed. Between 1972 énd 1574,
the number of listed companies rose to 34. Today it .s a
multi million corporation. With eleven dealing members
and 168 Securities on the list, it is made up of 58
Government Stocks, 17 industrial loans and pre!erence
stocks and 93 equities,

The last long-term financial instituticn (nhon-

bank ) is the MNigerian Securities and E:xctiange
Commission (NSEC). Its main function was to include the

valuation of shares and debentures determination. It
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also asscsited in the orderly growth of the capital

*

L]
market in the country.

Contlusion:

The above institutions .(ﬁagk and nun_baﬁki;
dealing in wvarious kinds of assets and liabilities
give wus an  adea of the overall performance of the
Nigerian fimancial | sectof; With the grov.ing
sophistication of the economy the Nigerian financial
system has, to a large extent managed to cope with its
demands. This an belseen from the rising trends in
most of the indicators which draw us to the conclusion
that +the financial sector in Migeria bas actually
grhibited growth, both in the short-ryun and in  the
long-run. BSo one can say  therefore that financvial
savings in WMNigeria play a wvital role in economic
develapment, because the existence af the various
financial institutions is derived from the desire and
savings capacity of the pnpulace.. .

Chapter four presents the Eﬁpiriﬁal anaiysis of
the determinants of real financial savings per capita
in the country. It is from the resulits that concrete

statements and policy recommendations will be made.
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CHAPTER FOUR

STATISTICAL ANALYSIS

A test was conducted to determine the longrun time
trend of the growth of financial savings per capita,
based on the following model:

S/N = a+ bt +e€
where S5/N = Real Financial savings per capita

a = constant

b

]

growth rate of per capita real financial

savings

t = time (in years).

= error term.

m

A three year moving average of real financial savings

per capita was linearly regressed on the number of
vears in  the study period, 1970-1990. 1It- gave the

following results

S/N = 31.4 + 5.13t

E5/N
_____ - 5-13
&t
:. growth rate of real financial savings per capita

= 9.13% per annum

To calculate the overall national financial savings

rate in the country we add the 5.13% to the growth rate



of the population.
This gives us

5.13 + 3.5 = 8.5% per annum

Therefore it can be concluded that the growth rate of
real fipancial savings in Nigeria during the period
under study is B.5%.

EMPIRICAL ANALYSIS OF THE DETERMINANTS OF FINANCIAL
SAVINGS .

MODEL OF ANALYS1S

In this section, we specify the model for
analysing the determinants of financial savings in
Migeria. There are three levels of absraction in trying
to analyse the determinants of financial savings. At
the macro level there are usual considerations about
the growth of the economy, the extent of financial and
price stability and the appropriate level of interest
rates which would encourage more financial-. savings.
Then at the micro level there are considerations which

lie in both the economic and social spheres.

Wai (1958, 1980) postulates savings as a function
of three spciological factors, namely ability (A),
willingness (W) and opportunity (0) to save. Saving?
would increase with increases in each of these
determinants. It was also postulated that each of these
factors are themselves dependent on economic and non-

economic variables. The U Tun Wai model is written as

follows:
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8 = gp(AW.0)uuucn.. (1)
A = Y(Y,NyK.r)runol(2)
W = B(d,L.Cyky «YuelS)
O = BWF,Ir Yeossus (4)

In equation (2), the ability to save {A) is stated
to depend on Y, national income, N, structure of
population according to age groups or dependency rate,
and K the stock of wealth, etc. The ability to save
would be positvely dependent on ¥ and K, but negatively
on M.

In equation (3), the williness to save (w) depends
on i interest rates, L stage of person in his life
cycle, C cultural factors such as position in class or
social ladder, and K; inflow of capital etc. The
willingness to save is positively related to .interest
rates and negatively to capital inflow. As to ;ultural
factors it 1is inconclusive.

Finally, the opportunity to save (0) depends on F
the financial institutions, and Ir the profitability of
investment, both positively. ‘

In the present study, we adopt the Wai model but.
make certain changes, to fit the Nigerian conditions as

well as availability of data. We therefore postulate

the following model of the determinants of financial

savings:



8¢ f(A,K.0)

A = fLY,X,Dp}

W = f{i. I
0 =+ (F.lrv}
Where
SF = Financial savings as & function pf A.W.D

’tdefined as hefore), Y per capita real GDP, X export
performance, DP dependency ratio, i interest rates, I
net foreign investment, F financial institutions, Lirh

wrbanization rate.

(i) gggl per_capita GDF: From the literature this
variahle is expected +to exert great influence an
financial savings. The figures for nominal GDP were
deflated by their corresponding consumer price indices
within the study pariod, to arrive at the real BDF and
then divided by the population, to arrive at the per
capita vreal GDP. This stood as a proxy for per capita
real income. - |

(ii) Export Performance: The real vplume of exports for

the country, calculated in 1980 US dollars was used agl.
a proxy for our export performance. This variahle was
used because export expansion/Shrinkage has an  impact
on domestic incomes through the export multiplier

effect and hence on Ffinancinl aavings. - S



(111} the dependency ratin: Data for the dependency
ratin was got by dividing the actual size of the
population within age brackets 1-15 years {vouths) and
over &4 vears with the size of the economically active
population (EAP}. The time-series data gave the number
of people dependent on a working member of the labour

force.

(iv) The real interecst rate:

Since approximately 8% per cent of financial
savings in Nigeria is in the form of time and savings
deposiits with commercial banks, the average deposit
rate pf these assets was wsed to represent the interest
rate on financial savings in the country. The nominal
~interest rate was deflated by the appropriate consumer

price indices to get the real rates.

{v) net foreign investment: _ -

‘This was calculated as the balance between the
outflomw and inflow of capital in the country. The
- nominal values were used.

{vi) Finangial Institutions:

‘The degres of penetration of financial
institutions into the econgmy was wsed to estimate thg
level of development of the financial sector. This was
done by calculating the bank/population ratio. That is,

the number of banks per 100,000 inhabitants. This was

done by dividimng the number of banks by the total

&



. where

“:Q'Dp_ = dependency ratio

population per year, times 100,000,

(vii) Urbanization rate

" This variable i= Clesely linked to that
financial institutions. This was calculated as

proportion of the population living in settlements

of

of

20,000 or more inbabitants as a proportion of the total

population. The assumption here iz that the banking

habit spreads with the growtb in urbanization.

The following savings function incorporating

these variables is thus posited.

8/N = f (Y, X, F, i, @4, Dp, Urb).

To use the above model it takes the functional form
a linear regression function as follows:
S/N* =~ bo + byY + bo X + bF + by + bg Ip + bp

+ b7Urb + & .

S

S!N* = pbserved per tapiia real financial savings
bo = constant of the model
.bl—b7 = repgression coeficients to be estimated

¥ = real income per capita R BRI

X = export pgrfarmance

F = financial institutiuns__. g 'f: .::%; 1
i = real interest rates T

I1; = net foreign investment  “”f- ~-m.w :£;‘L H1ﬂ.I

x4}

of



Urb = urbanization rate
£ = error term.

Based on previocus studies and a priori  economic
knowledge, the regression coefficients are expected to

have the following sings:

Coefficients Sign -

bo > O +

bt > O +

b2 > O +

b3 > O +

b4 > O +

b5 >, 0O + (inconclusive a* priori)
b6t < O

b7 > 0 +

Two regressions are run: One uses sfhp]e time
series data for 19270-1920, the other, a three year
moving averages also for 1270-19%90 for the ' dependent

variable. the results are specified below: s

PERIOD: 1970-1990, using Simple time series data

5/NY = 198.9140.0738Y40,00026X4 5. B65F 40,0051

(2.38) (91.35) (2.16) (1.25)
+  0.00394IF - 48.052Dp + 1.17urb + & :
(3.12) (~0.06) (%.12)
RZ = 0.69

F = 4.14

DW = 1,37

(t—ratios in parenthesis).
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The results indicate that the most potent positive
structural determinants of fipancial savings i; Nigeria
from L1970-1990 are the rate of urbanization, the net
foreign investment' in the country and the degree of
penetration of fipancial instituwtions (commercial
banks} into the economy in that order. This meets a
priori expectations except for net foreign investments
which WAS inclusive a priori. These positive
elasticities can be seen from their respective positive
and high {-ratios.

- The results prove that the urbantization rate 1is
significant at the 1 per cent level. The net foreign
investment is equally significant at the 1 per cent
level. The degree of penetration of financial
institutions into the economy is also significant in
the model at the 1 per cent level of significance. In
other words, wke can say that we are 99 per cent.
confident that these three variables significantly
influence the level of real financial savings per
capita in Nigeria. |

The results wunderscore the sitrategic role of

financial institutions as agents for mobilisinyg
financial savings. It confirms what is in the

literature about the positive institutions - elasticity

of savings in both developed and developing countries.
The degree of penetration of financial dinstitutions

into the economy inproves on individuals’ saving

institutions available +to the population, the more

b6



likely the rate of growth of financial savings.
M

The wurbanization rate is another wvery important
variable that gave us a positive elasticity coefficient
and which is also associated with the opportunity to
save. This high and positive significance level (as
depicted by its t-ratio) can be attributed top the féct
that the savings habit more available/common in  the
urban population than in the rural population. Besides,
capitalist or market oriented production tends to be
more widespread in the urban areas than in  the rural
areas .«

The net foreign investment variable whose a priori
expectations were inconclusive proved to be very
significant than most other variables. Thus it can be
said to complement real financial savings in Nigeria.
That 1i1s net foreign investment significant affects
financial savings in Nigeria.

The level of real income, as seen in the results is
the next most potent variable affecting real financial
savings per capita in MNigeria. It has a positive t-
ratio of 1.82 which proves from calculation that it 1is
significant at the % per cent level. In other words we
are 95 per cent confident that the level of real income
positively affects real financial savings per capita in
Migeria. This result meets a priori expectations that
the level of real income significantly influences real

financial savings per capita.

The expart per formance proves to be less



|

_ |
significant in determining resal financial savings per
capita. It is significant at the 10 per cent level and

this 1s an indication that though positive, its impact

is not as much as those of the aforementioned

variables, i
!
The effect of real interest rates on real financial
savings is not very different from that of the export
per farmance., It is egually significant at the 10 per
cent  level which is an indication that it's influence
iz ot very strategic nor significant. This variable
was expected +to bave a significant and straong
relationship with an individual’s willingness to save.
The results however suggest a weaker link between real
financial =avings per capita and real interest rates
{returns on savings). This could he explained fram the
fact that due to the inflation rates in  the country,
there has almost always been negative real interest.
rates in the country mostly as a resuli of the
administrative controls, at least before SAP. This low
and less significant interest elasticity of savings in
MNigeria cuuldlalsu be pxplained by the underdeveloped
nature of the financial infrastructure in the country.
From this result it could be concluded that most savers
save not because of the financial reward of savings but
due to pther structural reasons, at least comparing the
results with those ebtained for other variables.

The last explanatory variable meets a priort

.expectatinns. It is the dependency ratio. The

68



4.3

elasticity coefficient for this variable is greater
than uwunity in absolute terms, suggesting a rather
strong negative influence originating from the
development of this variable. 1t has a very low and
insigntficant t - ratio of -0.046, suggesting that the
variable is not significant in explaining variations in
real financial savings per capita in Nigeria. As
erpected therefore the dependency ratio is gne of the
most undermining factorse affecting financial savings in
Migeria. This could be explained from the high birth

rates in the country and the unprecedented high
unemployment rates in the country sipce the 1970s. Also
advancements in medical sciences has accounted for the
high dependency ratio because i1t has increased the life
expectancy of the population, thus more old people are
available now and they all depend on the meagre
earnings of the relatively small working population
(labour force). The high dependency ratio, ib-must be
noted has adverse effects on the ability of wage

earners to save and thus on the overall domestic

financial savings.

PERIOD 1970-1990 USING 3S-YEAR MOVING AVERAGE FOR THE
DEPEMDENT VARIABLE 3

¥
S/, = 215 + 0,.089Y + 0,00031X + 3.27F + 0,161
(2.09) (1.38) (0.56) 2.33) (0.7%)

+ 0.000311 - S0
(2.71) (



F = 6.78
DWW = 1.23
(t - ratios in parenthesis).

The test provides us with a better fit that is a
higher R? of 0.78. From the results obtained there is
no major or significant alteration in the elasticity
coefficients, except that of urbanization which proves
here to be far more positive than in the earlier model,
The t-ratios however which indicates the significance
levels of the seven explanatory variables altered a
bit. The results here again prove that the net foreign
investment in Nigeria is most significant in
determining real financial savings per capita. It's t-
ratio of 2.71 is significant at the one per cent level
of significance. In other words we are 99 per cent
confident that this variable fits the model.

From the results the next most significant variable is
the degree of penetration of financial institutions
into the economy. 1t is significant too at the one per
cent level. These two results meet a priori
expectations based on the fact that in the literature
it is evident that the number of banks in an economy
provides an opportunity for savers to save. The

expectations of net foreign investments were

inconclusive a pricri, but our results prove here that

it greatly complements savings.



The level of real income is the next variable in
order of significance. With a positive t-ratio of 1.38,
the variable is significant at the 10 ppr cent level.
This goes to lend more credence to what is in  the
:iiterature that savings is a function of income. The

results thus meet a priori epxpectations and we can say
wee are 920 per cent confident that real income fits opur
modeli. The level of urbanization also proves to be
significant, though not very positively, in our model.
With a t-ratic of 1.22 it is significant at the 10 per
cent level. Though not very significantly {probably due
to data constraints), the result meets a priori
expectations. It confirms what is in the literature
that there are more gpportunities to save in the urban
than in the rural areas. That is there are more banking
sservices in cities, and this has an impact on their
propensities ton save.

+

The real rate of interest proves to be
insignificant here in this model. With a low t:fatin of
only G.7%, it is not significant in the meodel. This is
probably due to the underdevel oped financial
infrastructure in Nigeria wherein, incentives in the
form of retuwrns on savings does not seem to have anz
major impact on their savings babit. Its positive
elasticity roefficient however meets a priori

espectations.

The export performance is the next variable which

proves to be inmignificant in the model. It has a low

21



t-ratio nf. 0.56 which mekezs it insignificant in
explaining variations in real financial savings per
capita. 1t's positive elasticity coefficient too
however meets a priori expectations.

The least respounsive or significant variable in the
model is the dependency ratio. It's negative t-ratio of
~1.16 makes it very insignificant in influencing real
financial savings per capita. In fact it could be said
to be the most uwndermining factor determining financial
savings in Nigeria. This meegts a priori pxpectations in
the sense that the dependents divert the incomes of
those in the labour force from going into savings to

bBeing spent on consumption.

CONCLUSIONS

A conclusion couwld therefore be drawn from our
analyvsis that the two tests provide good models for
invesltigating the determinants of financial savings in
Nigeria. The results generally prove that net foreign
investments in Nigeria significantly complements
financial savings. It pgually proves that the degree of
penetration of financial institntions into the economy
is very significant in determining financial savings in
Nigeria. The dependency ratic is seen to greatly
undermine real financial savings per capita in  the
country.

From +the results obtained, the Durbin Hatson
‘mtatimtic twst Tor sutocorrelation proved to be wvery

low, i.e 1.23, but we toek this low statistic to avoid

ol



losing one more degree of freedom since our sample in
this regression is made up of twenty vears only. Put
generally the results meet arguments in  conventional

gconomic theory.



CHAPTER FIVE

+

SUMMARY AND POLICY RECOMMENDATIONS

The importance of financial savings in the
development of any nation are indeed Ennrﬁuus and it ié
a main indicator of economic development. Its role in
allocating rescurces to deficit spending units  through
deposits af financial institutions need not be
overemphasized. It is because if this leading role
that its principal determinants are of mu;h concern  to
researchers and economists as a whnlé; B . |

Qur results lead us tp the conclusion that
financial savings in Nigeria is more significantly, a
function of the net foreign investment in the country
and the degree of penetration af Financial
- institutions into the economy.Two ordinary_ least
sguares multiple fegressiun tests Qeré tunaﬁctedl which
confirmed the results. The first, using simple time

series data for 192701970 as the dependént variable

proved that the most potent determinant of real
financial savings 1in Nigeria 1s the degree of
peEnstration of financial institutions {commercial

banks) into the economy, and the net foreign investment

' in the country. This confirms the hypothesis that

financial savings are institution—elastic that is, most
financial savers do so because of the évailability of

bmankirg inatitutions mnesar them. Thum = growth i1in the

' bank/population ratio means more financial savings.

e



The high positive coefficient and high t-ratios for the
urbanization rate also confirms the argument that most
financial institutions in Migeria are located in the
cities. The real rate of interest, and the export
performance, also showed positive elasticities of
financial savings. Their elasticity coefficients and
t-ratios however were not very significant, indicating
that they do not account significantly for the level of
financial savings. Their influences are small and
negligible.

The dependency ratio on the other hand has proven
to be the greatest disincentive to financial savings.
Its elasticity coefficient suggest that it wundermines
the financial savings capacity a great deal. This is
therefore an indication that most of the Nigeria's
population 1is made up of children below 15 vyears
(youths) and above 64 years (aged). Ecomomically,
these are all dissavers, as explained in the Life-Cycle
hypothesis of Ando and Modigliani (19463), and they
depend on the relatively very small labour force, who
are then forced to divert their incomes to consumption
than to saving. This then reduces natipnal financial
savings. 3

The results of the second test using a three-year
moving average for the same period 1970-19%20 as the

dependent wvariable on the same independenlt variables
gave us almost similar results. It provided a better

fit generally, and the most significant disparity was

s



in the urbanization rate. It indicated that _thg net
'” fanign investment was the most potent determigéﬁt (e}
financial savings per capita in Nigeria, Tfollowed by
the pumber of financial institutinns (bank/population
ratioy. It =tiil ha@é*éf,ltﬁﬁfcrms with ouwr earlier
conclusion that finpancial savings depend a lot on  the
willingress and opportunity to save. The elasticity
coefficients for the other variables r;;ained almost
the same, thus bearing the same conclusionp.

A time—-trend _analysis was equally attempted to
depict the 1nn§;;;ﬁ  growth rate of real financial
savings perr capita in the country. 1t proved to be
growing at 3 percent per annun. This rate was added to
the growth rate of the pnpuiatiﬁn (ie approximately 3.5
per cent) to arrive at the conclusion that the growth
rate of natinngl real financial savings is 8.% per cent
per annum.' :J : CoL e

Based on these resulis one can recommend ~to the
government to realize that commercial b;nks are the

most  important component of the Nigerian financial

system and the most important saving mpbilization
and financial resource allocation institutions
tnnseqﬂently; These roles make them an important®

phenomencn of development. In performing these roles it N
must be realized that banks have the potential, scope
and prospects for mobilising financial resources and

allocating them to proguctive investments,. Thase scops

and prospects have to be exploited qgquickly by pnlarging

e




the number of bank offices and als=o by the banks
branching 1into the rural areas where a lot of savings
lie idle or dissipated and where productive investment
projects donnot take off because of lack of financial
mstitutions to wobilize and channel these funds so
mobilized Lo productive activities.

It is however recognised that while the increase
in the mueber of bank offices and variety of financial
instruments are important for savings mobilization and
resopurce allocation, the adoption of appropriate
policies by the monetary authorities is very essential,
for example a relaxation of the requirements for
opening and operating a bank or secondly granting tau
concessions to banks in rural areas ta attract more
banks there. These will go a long way to reduce the
over reliance of the government on fiscal policies than
monetary policies for development.

In order to reduce the defects of the bigh
dependency ratio on financial savings, the government
should revive its pnlicieé on  unemployment benefits,
pensions and scholarships to children. This will
increase the real disposable income, thus savinge

capacrity, of the pronomically active labour force. ©
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APPENMDIX 1

REAL FINANCIAL SAVINGS PER CAPITA IN NIGERIA (M)

1970 17.9

1971 15.7

1972 17.6

1973 21.4

1974 30.4

1975 37.1

1976 43.7

1977 44.9

1978 38.7

1979 41.2

1980 47.9

1981 50.3

1982 52.1

1983 48,3 B
1984 38.6 .
1985 40.6

1986 39.5

1987 44,6

1988 40,3

1989 30.8 ‘
1990 28.3

SOURCES: (1) Central Bank of Migeria, Annual Reports
and SBtatements of accounts. 1970-19%0.

(2) Central BHank of Nigeria, Economic and
Financial Review. Various issues.
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APPENDIX 11

REAL GROSS DOMESTIC PRODUCT PER CAPITA (N)

1970 132.6

1971 1359

1972 170.8

1973 181.7

1974 193.4

1975 201 .4

1976 218.2

1977 234.1

1978 252.5

1979 274.7

1980 207.9

1981 182.0

1982 178.8

1983 153.7

1984 116.9 i
1985 117.9 '

1986 158.6

1987 141 .6

1988 119.1

1989 76.5 ‘
1990 75.0 |

SOURCES : (1) Central Bank of Nigeria, Annual Reports
and Statements of accounts, 1970-19%0,

(2) World Development Report 19864.
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APPENDIX 111

REAL VOLUME OF EXPORTS (1980 US 4 BILLION)

1270 14.014

1971 14,370

1972 15.126

1975 15.682

1974 16.238

1975 16,795

1976 18.821

1977 20.874

1976 22.913

1979 24 753

1780 26.993

1981 22.9346

1782 20,879

1983 17.822

1984 14,765

19485 11.708 ‘
1986 11.403

1987 11.1439

1988 11.61%

1989 11973 .
1990 12.071 |

SOURCES: (1) African Development bank Report 1990
(2) Federal Office of Statistics, Lagos.
1979

i:'{l'j"l



AFPENDIX IV

ESTIMATES OF THE BANEK/FPOPULATION RATIO IN MIGERIA

{1e BANK per 100,000 inhabitants).

1970

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

1982

19832

1984

1985

1986

1987

19468

1989

1990

SOURCES =

(1)

0.49
0.49
0.51
0.53
0.54
0.56
0. 58

0.65

Computed from Central Bank of Nigeria,
Annual Reports and Statement of

Accounts varipus lissues, and from
Federal Office of Statistics, Lagos,
1286.

S0



AFPENDIX V

AVERAGE REAL AND NOMINAL INTEREST RATES ON SAVINGS AND
TIME DEPOSITS (%)

Real Mominal
1970 - 3.0
1971 =311,9 3.0
1972 0.4 2.0
1973 2.6 3x0
1974 -8.4 3.0
1978 -22.,2 4.0
1976 -fh.l 4.0
1977 -13.0 4.0
1978 -16.4 4.0
1979 g - S3.0
1980 ~1eif 9.0
1981 14.8 He0
1982 ! 7.9
1983 b < T ZaD
1784 =30.0 2.9
1985 4,0 2.5
1986 4.6 10.5
1987 2,00 14.5
19848 ~26.3 12.0
1989 —-24 .4 16.5
1990 -11.1 17.8
SOURCES: Computted from Central Bank of Nigeria,

Economic and Financial Heview.
Various Issues.



AFPFPENDIX VI

NET FOREIGN INVESTMENT (M)

1970 512.5
1971 7435.5
1972 762.5
1973 F3I2.5
1974 642.5
197> 1,04%5.0
1976 1,160.0
1977 1,380.3
1978 2,070.2
1972% 1,630.1
1980 =3,670.0
1781 2,655.0
1982 2,150.0
19832 1,725.0
1984 1,050.0
1985 329.7 h
17986 2,497.6
1987 &H80.0
1988 1,345.6
1989 -439.4 ‘
1290 6500
SOURCES = Central Bank of MNigeria, Economic

and Financial Review. Various issues



S ReAL FINANCIAL m.ysmam PER CAPITA. IN' NIGERIA -

o Real financial
~ savings per
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