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ABSTRACT

Thé nexus between the financial sector and income distribution-has-beeridentified-in the literature,
being the second pillar and an indispensable requirement to achieving sustainable development.
Unfortunately, itis uncertain if Nigeria will meet up with the United Nations sustainable development
goal of ending poveriy by the vear 2030. This is due to the extremeé income gap among her citizens,
with over 50 percent of its populace currently living below the povertv line of US §1.90 per day. This
studv exainines the nexus between financial sector and income distribution in Nigeria. Time series
data from 1986-2015 were obtained from the World Development Indicators, Central Bank Statistical
Bulletin, the Global Consumption and Income Pattern Database. Autoregressive Distributed Lag
(ARDL) bounds test was estimated and findings reveal that: The level of banking sector
intermediation has a negative and significant relationship (5 = _0.674; P < 0.01) With income inequality;
degree of monetization in the econonty has a negative and signincant retanonship (g = _9.238: 2 < 0.1
with income inequality; Stock market capitalization exerts a negative and significam reranionsmp
(6 = —0.110: P < 0.1 ) withincome inequality; Stock market liquidity negatively and significantly
(6=-00362 <001 ) influences income inequality: and the level of insurance business penetration in
the economy nas no significant relationship (6 = 0.070: P > 0.1 ) with income inequality in Nigeria.
This study concluded that the banking ana ine siock market sub-sectors of the financial system
significantly influence income distribution in Nigeria. Study therefore, reconinends that the
government through its regulatory authorities should put in appropriate policies that can encourage
financial intermediation at low costs: and strengthen the regulatory framework guiding the
operations of the stock market sub-sector of the financial system in order to make it resilient, effective
and efficient toward income distribution in Nigeria.
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NEMSELTWEEN FinANCIAL SECTOR ARNDINCOME.

INTRODUCTION

financial system,

The gap between the rich and the
poorhasbeen growing over the past four
decades both in the developed and
sustzinable development as it developing countries alike and Nigeria

constitutes the second pillar of is mot an exception. According to
sustainzble development (Ridzuan, ~Mayah, Mariotti, Mere, and Odo (2017),
lsmail & Hamat, 2017). Nopationinthe  the scale of income inequality in Nigeria
__;‘-m;éqmmmaﬁ}y has reached extreme levels with
developed without an improved income majority of Nigerians living below the
distribution among her citizens.  poverty line of US § .99 per day, The
However literature has identified a i
nexus between the finzncial System and
income distribution. The United Nations
Development Programme (UNDP),
f_'f‘Dg);__and_Klapper,—E[—Zoghbi, and  peoplein the world. =

Income distribution is an
mdispenszble requirement to achieving

overtaken India and js ranked as the

—Hess {2016) are of the-opinion that an

However, despite the presence of all
underdeveloped figancia| sector widens  these financia] institutions and the

Dmeome 22p. creates poverly trap, and  various strands of reforms in the
slows down economic growth, hence, Nigerian financia] Sector, poverty leve]
the need 10 develop the financial sector  is still very high with extreme levels of
towards bridging the g3p between the income 8ap among Nigerjaps.
rich and the Poor especially in the Particularly, over 5p percent of the
developing nations [ike Nigeria  Nigerian population are living below the
becomes imperative, poverty line of USS1.90 per day (World
The Nigerian finapcjaf systemis Bank, 2015; Worlg Bank Group, 2017;

2 conglomerate of financial institutions,  Aigbokan 2017; and Kazeem, 2018).I¢
EKE, operations that interact to s however, unclear whether the
i i i financial sector has D0 nexus with

n in Nigeria; hence,

meome and attajn development. The this study examines financial sector and

income distribution in Nigeria,

- Sector, insivance sub-sector and the LITERATURE REVIEW

L stock marles ( cre, Onudugo, & :
| - I5e,2013), Umcjiahz,(zo_l'f); and CBN, . Available Studies havye
| i (2017}, The Nigerian financial secior

3 __,":_-._@!s_oundﬁgmmmﬁf reforms in aij
e — L I T e SystEr Gl
- date 5 g 4o e

~1ncome inequality, for example Jaliljap .

gender- g developed and Kirkpatrick (2002) investigated
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country with the most €xtreme poor

develoﬁmehr, -Poverty reduction and
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financial development and poverty
reduction in some selected developing
countries and found that a2 devcloped
financial sector contributes fo poverty
reduction in developing nations. Tne
study used two indicators for ﬁriancxa‘;
development which are bank ceposit
money assets over GDP and net foreign
assets over GDP in line with King and
Levine (1993). Beck, Levine aqd
Loayza (2000). However, the study did
not capture the capital market indicators
as well as the indicators of other sub-
sectors of the financial system.
Furthermore, the study considered
poverty reduction and not income
distribution, as the latter could be the
major cause of the former,

Shahbaz, Loganathan, Tiwari.
and Sherafatian—]ahromi (2014
assessed the financial development and
income incquality in Iran. The study
confirmed the Greenwoad-Jovanovich
hypothesis in the casc of Iran and
concluded that a developed financial
sector reduces income disparity. The
limitation of the study is similar to
Jalilian and Kirkpatrick (2002). as the
study did not include the indicators of
the insurance sub-sector of the financial
system for the Iranjan economy.

Ogunniyi and Igberi (2014)
examined foreign direct investment and
poverty reduction in Nigeria from 1930
to 2012. The study employed ordinary
least square regression estimatjon
technique. and submits that_foreign
direct investment does not affect
poverty reduction in Nj geria. However,
the study only ascertained forcign direct

-

Vol 6, Yemmber § 2000

system and not the financial S¥stem.
Furthermor , the study fr/:u':e;j on
poverty reduction znd not income
inequality in Nigeria.

-Dauda znd
investigated

Nigeria and reported that credit granted
by financial intermediaries 25 pereent of
GDP, real GDP per capita znd broad
moncy to GDP failed to reduce poverty
in MNigeria, Although, the study adopted
a better proxy for poverty reduction by
using the ratio of the numbers of poor to
total population from 1920 to 2010 zs
against per capita GDP used to proxy
poverty in the study of Ogunniyi and
Igberi (2014). However, the study
omiited the indicators of the insurance
sub-sector and stock market among
other variables of the financial sector.
and also did not focus on income
distribution. which could be a major
causeof poverty in Nigeria,

Dabwor and Abimiky (2016)
examined the relevance of financial
deepening On poverty incidence in
Nigeria. The study considered five
financial deepening indicators and
found that valye of total shares traded as
2percent of GDP and credit to the private
SeCtor as a percent of GDP worsened
poverty in Nigeria, while market
capitalization to GDP, M2 to GDP, and
ratio of foreign direet investment in
stock market to GDpP reduce poverty in
Nigeria. This study however, did not
focus on income distribution but on
poverty reduction in Nigeria.

Using a conceptual approach,
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Available studies in Nigerin have
foensed on financial sector
development, economic growth, awd
poverty reduetion, For example, stodios
that coneentrated on Cinaneinl
development and poverty reduetion in
Nigerin inelude: Muritala and Fasanya
(2003); Daunda and Makinde
COLDYinnsn and Ahmi (2015); and
Dabwor and Abimiku (2016), among
others, Studies that focused on economic
prowth and poverty reduction in Nigerin
aver Iiniya, laiya, Dello and Ajayi

GOL; Ehong and Ogwumike (2013)

nd Gangns (2017, Other relnted studies
on foreipn diveet investment and poverly
veduction inelide: studies of Okpe and
AbU(2009); and Opunniyi and laberi
(200D among others, This study
dovintes from existing  shudies by
foensing on ineome distribution whiel is
more inelusive thinp poverty reduetion ng

the Tatter conld probably bo the driver of

the Tormer,

Adding (0 (hig, smpirieal
investipntions that have netually foeused
o finnneinl seetor indicators

lomg-rua and not i the shoitun i
Niperin

income distribution in Nigerin are very
rare (to the best of researcher's
knowledge) this study however bridges
this pap by examining the financial
sectorand income distribution in Nigeria
in line with the views ol the United
Nations  Environmental Programme
(UNE) Finanee Toitintive (2016); and
Klapperetal, (2016), amony others,

Forthermore, this study stands is
anique based on the finaneial sector
varinbles used, they capture the major
sepments ol the Nigerian  (inancial
system  (banking  sub-sector, stock
market, and insurance sub sectar) ns
opined by Onwumere, e al., (2013);
Umejinku, (2017); and Central Bank of
Nigerin (CBN, 2017). This shudy
therefore, deviatey [rom existing studies
by including the insuranco sub-sector
indicator amony ity varinbles ol the
linancinl sector,

Theoretienl Reviey

The (iru:fnwuml--,luwmnv:t:
Mypothesis also known ns (-J
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hypothesis originates from the works ot

Jeremy Greenwood and Boyan
Jovanovie in (1990) building on the
Ruznet's Curve of Simon Smith
RKuzpet'sot 1955 Tt shows a relationship
between financial sector development
and income distribution, and follows an
inverted  Usshape (Kuznet's Curve)
showing that incquality rises with
cconomic - growth-rate  but  decreases
when the financial sector fully develops.
The at@inment of a stable economic
growth coupled with even income
cistribution has been a major challenge
for developing nations (Shahbaz,
Loganathan, Tiwari, & Sherafatian-
Jahromi, 2014).- Greenwood and
Jovanovich (1990) argued that financial
sector worsens income distribution at
the early stage of growth, but improves
mcome distribution once the financial
sector fully matures. Therefore, the
relationship between financial sector
and income distribution is envisaged.
Related studies that were built on
this theory include: Shahbaz et al.,
(2014); Moosa, (2016); Baiardi and
Morana, (2016); and Ndubuisi (2017).

METHODOLOGY

This section presents the model
specification and the analytical review
techniques adopted in this study.
Model Specification

The model proposed by Mah

(2003) was modified to achieve the
objectives of this study. and to cater for

28

the major sub-sectors of the Nigerian
finnneial  sector which include: the
banking sub-sector, the stock market and
the insurance sub-sector based on the
submissions of Umejiaku (2017); and
Central Bank of Nigeria (CBN, 2017).
Themodelisspecilied as:
IND=InIND=3,+6,InCPS,+6,InBM, +
6:;IMMCAP, +g InTST, +g,InISP, + 5,G R,
iy (2)An ARDL bounds
representation of equation (2) is
specilied as:alnIND, =g, +g ,InIND, , +
o InCPS, g InBM, ,+g InMCAP, ,+

84 In TSTN +6_JHISP,_, '{E’nGRM-}' B
InIND,, +Yia InCPS, ,+g iAlnBM, , +
Aty InMCAP,, 3 ¢ ¥ s

S s,
B A
i=1 i=] =0 =0

HAInTST, A{AISP, A GR, 4+, (3)

5 u %
2 Z
G 2 2
=0 i=

InIND, =log ofincome distribution.
InCPS, = log of credit to the private
sector InTST,=log of total sharcs traded
InISP, = log of gross insurance premiums
GR, = government reforms (control
variable)

Ais the first difference operalor, 8 , is the
drift component, g, — g,represent the long
run elasticities, 8, ¥, 8, 4,9,¢ andi.
stand for the short run dynamics.

= white noisc residuals.

For the priori cxpectation, a negative
relationship is expected between the

——
———e

]
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financial scctor variables (banking,
insurance and capital market variables)
and income distribution in Nigeria.
While government reforms is expected
to direct the financial sector towards an
intermediation that can reduce poverly
and incomc incquality. Therefore,
implying that e,0,,6),6,,0pand 84<0-

Analytical Review Technique

This study adopted the ex post
facto research design. Data were
obtained from the World Development
Indicators, Central Bank Statistical
Bulletin, Global consumption and
Income Paltern Database, and Annual
Reports of National Insurance
Commission spanning from 1936 to
2015. The year 1986 was chosen
beeause it marks the commencement of
the Structural Adjustment Progranmune
(SAP), and financial sector reform was a
major component of SAP; while the
choice of the year 2015 is based on data
availability as the data for income
distribution is only available up till
2015. Unit root test was applied on the

Val. 6, Number 1, 31

time scrics data used in this study iy
order to check for stationarity in daty
using the Augumented Dickey-Fuller
and Phillips-Perron tests. This was
necessary in order to be sure that no
single variable was integrated at second
difference I{2). The different diagnostics
tests were also conducted before
detecrmining whether long run
association exists among the variables
using the bounds tcst lo co-integration.
Further, the Autorcegressive Distributed
Lag (ARDL) short run and long run
elasticities were obtained in order to see
the effect of each of the financial sector
variables on income distribution both in
the shortand long runs respectively.

RESULTS AND DISCUSSION
OF FINDINGS

Unit Root Test.

The Unit root test was conducted
using the Augmented Dickey-Fuller
(ADF) test and Phillips-Perron (PP) tests
to examine the stationarity of variables
for level 1(0) and at first difference 1{1)
where applicable.

4.1 Resulis of ADFand PP Unit Root Test

Level ADF Unit Root PP Unit Root Order of J
I(0) Level First Difference | Level First Difference | Intepration
LNIND -1.866 -5.512%v* -1.861 -6.493%*+ I(1)
LNCPS -2.495 -4 558 %+ -1.803 -8.357%*+ I(1}
LNBM -3.077 -4 B58*+* -2.510 -5.042%** I(1)
LNMCAP -2.583 -4,792%4* -2.642 -5.705*** (1)
LNTST -2.188 -4,026** -2.188 -4.666*** (0]
LNISP -2.811* - -2.780* - 1(0)

Source: Authors' Computation, (2019)
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Noter 1 ¥4 %% i * e e S and
1% fevels of sigmilicance wspactively, X The
optimal lag lenpth i seleeted automativalty
wsing the Sedhwarz Indh Oriteda S e ADE
fost annt the baadwidth bad been selected by
wshe e Newey West method o PP it oot
tesl,

Results from Table 41 reveals
that only the mtio of gross insuauce
premium o GDP ig stationary at level
Lo, M underonder o fintegration and is
significant at 10% level ot signiticance
using both ADE and PP tests, while
incone disteibution, mtio oferadit to the
PHIVALe sevtor o GDB, rtio of broad
money o GO, ratto of stock market
capitaiization to GDE, and ratio of total
shares traded to GDP are not stationat v
at level. However, at fiest ditterence,
income distribution, ratio of eredit to the
private sector to GDE, ratio of broad

Table 4.2: Results on Diagnostic Tests
()

(@

Seral Correlation
(Lagrange

Multiplicr test)

(Breusch-Pagan-
Godtrey Tost)
Pt (1939 Tastat, (2.097)

P-va ll..;é;‘_(-l‘f:‘t_"ﬁ [ Pvalues R

Source: Authors' Computation, (2019)

Heteroskedasticity |

JanqueTera (00 [ Fostat, (7508

money o GOR e of stoek. market
capitatization to GOE and tatio ot total
shates tradad o GO e all Stationany
WO D wnder onder off mtegration and
are each significant at 1% lovel of
significance under mtereept and teend
and intercept, These ply that the
Variables are combinations of 1 and
(D serfes and therefine, satisties the
Assuption torestinnating ARDL .

Dinguostic Tests

The diagnosties checks on the
medel used i this study include the
Serial correlation test, the
Reteroskedastivity test, the Nommality
test, the functional torm,
Misspeetfication test, aud the Stability
test,

o
Notmahty
Jarque-Bera)

s

Misspecitication

(Ramsev's RESEY
lest)

Pvalues (0950) [ Povalues (0058

Note:* 2, *® and * represent 1%, $% and 10% levels otsignificance respectively,

Serial correlation Test

Results from Table 4.2 show that
the Lagrange Muluiplier (LM) test was
used to conduct the Serial carrelation
teston the model of income distribution,

The probability value of the F-statistic
is 0,209 and which is uot alse
sigunificant; this there fore, lends
support to a null hypothesis o' no serial
cotrelation in themodel.
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Heteroskedasticity Test

Results from Table 4.2 reveal
that the Breusch-Pagan-Godftey test
was used to conduct the .
heteroskedasticity test on the wodel
used in this stadve The attendamt
probability of the Fostatistic s 0373
which is not significant at 1%, 3% and
10% level ofsignificance and theretore.
unplies that the null hypothesis of no
heteroskedaticity hotds,

Novmality Tost

Results as indicated on Table 2.2
reveals that the data used in this study is
notmally  distetbuted noting that the
prodability of Jaque-Bera is Q080
which iy above 10% level
signiticance and therefore, assumes the
all hypothesis ofnormality ofresiduats
which satisties an asswption for
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estimating ARDL

Misspecification Test

~ ]

misspeci fieation |
using the Ramsey's RESET fest. Resu
validates the nmall hapothesis of wo
nispecification of functioval foom =
the model sinee the prodabiline value of
the Letatistic is above 10% leved of
significance,

Structural Stabitity Test

The sta
conducted on the
study tsing the CUSUM and CUSUNM
CESQuae (CUSUMSQ) tests, g the
prots (blue lines) and the erzical hounds
(rod lines) i the graphs of CUSU and
CUSUMRQ
The graphs on Figure 4.3 R CUSUM

CUSUNIRQ

wra Nk e

L UL R ey LR T STy
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and CUSUM of Square (CUSUMSQ)
tests confirm the structural stability of
the model used in this study as argued by
Brown, Durbin, and Evans (1975). The
blue lings (plots) lic between the two
dotted red lines (critical bounds) at 5%
significance on the CUSUM and the
CUSUMSQ graphs respectively. It is

Table 4.47 Pairwise Correlation Matrix

therefore, belicved that this model will
produce a reliable results for policy

makers.
Multicollinearity Test

Table 4.4 presents the result of the
pairwise corrclation analysis depicling
the relationship among variables.

&
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Tabled.5: Result of Long Run Cointegration

Vol. 6, Number [, 2019

Max Lag | Lag order F statistics
(.3) [(33.3.33.3) 7.251
Critical Values for f-statistic Lower 1(0) Upper (1)
10% g 2.26 335
5% 2.62 3.79
% 3.41 4.68

Source: Authors' Computation, (2019)
Results from Table 4.5
indicate presence of long run

ARDL Short run and Long run

Elasticities

Variable LNIND ___LNCPS LNBM _LNMCAP _ LNTST LNISP .; relationship among the variables used
LNIND =2 i in this study. The F-statistic value The short run and long run
LNCPS -0.798528 1.0 ! 7.251 is larger than the upper and elasticies of ARDL estimation are
(0:0000) i lowercritical bound values at 1%, 5%, shown on Table 4.6. The short run
LNBM -0.723022  0.738566 Lo I and 10% significance level elasticities were interpreted based on
(0.0000). . 40.0000) respectively therefore, the null their current coefficient values
LNMCAP -0.608592  0.730474  0.727780 10 hypothesis of no long-run relationship alongside the long run coefficients to
(0.0004)  (0.0000)  (0.0000) is rejected. see their implications both in the short
LNTST -0.523760  0.695617 0.697565  0.698896 1.0 and at the long-run.
(0.0030)  (D.0000)  (D.0000)  (0.0000)
Table4.6: Results on ARDL Short run and Long-run Elasticitics
LNISP -0.013209 0.161617 0.181707 0.285229  0.063742 1.0
(0.9448)  (0.3935)  (0.3366)  (0.1266)  (0.7379) Short run Elasticities Long run Elasticities
Source: Authors’ Computation, (2019)  Note: p-values in parenthesis. Variables Coethicient Varidhles Cocfficient
D(LNCPS) -0.600%** LNCPS -0.674***
Results from Table 4.4 shows  explanatory variables are employed is D(LNBM) -0.543* LNBM -0.238*+
that the relationship among the free from the problem of [ D(LNMCAP) -0.433%*= LNMCAP -0.110%+
explanatory variables i.e. credit to  multicollinearity. i D(LNTST) -0.171%+* LNTST -0.036%*+
private sector (LNCPS), broad money D(LNISP) 0.740 LNISP 0.070
supply (LNBM). stock market Cointegration and Long Run Form D(GR) -0.008*+ GR -0.038*
Cointg(-1) -0.475%*+ C 0.361%*+

capitalisation (LNMCAP), stock
market liquidity (LNTST) and
insurance business penetration (LNISP)
all have correlation coefficients below
0.8 which is benchmark above which
there would be indication of
multicollinearity in the model (sce
Gujarati & Porter, 2008). This implies
that the model in which these

Source: Authors' Computation, (2019). Note: *** ** and * are signiticant at the 1%,

The cointcgration test was
5% and 10% levels, respectively.

conducted using Bounds test in order to
confirm whether or not a long a run
association exists among the variables
used in the model of this study. The
norm is to compare the F-statistic value
with the critical valies of the bounds.

statistically significant at 1% Jevel of
significance. These imply that a 1%
increase in the ratio of credit to private
sector (banking sector intermediation)
will decrease income incquality by
0.69% and 0.67% respectively in the

Findings reveal from Table 4.6
that the short run coefficient of the ratio
of credit to the private sector, which is a
proxy of the level of banking sector
intermediation is -0.690 while its long
run coefficient is -0.674 and both are
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