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Abstract

The study seeks to examine the impact of microfinance institution son Economic growth in 

Nigeria. The study employs the multiple regression analysis given that the data are cross-

sectional and time series in nature. Secondary data of all commercial banks were extracted from 

the Central Bank of Nigeria statistical Bulletin and Annual Reports. Data used in this model are 

time series secondary data for the period 1992 to 2012. The findings of the study show that 

microfinance loans have a significant positive impact on the short run economic performance in 

Nigeria. Microfinance loans enhanced consumption per capita in short run with an impressive 

coefficient, although these banks 'loans do not have a significant impact on economic growth in 

the long run. Microfinance investment however, has a significant impact on economic 

performance in Nigeria in the long run. Although microfinance loans are relevant in growth 

process in Nigeria, other measures such as boosting agricultural production and taking 

appropriate steps to enhance per capita income are equally important in boosting the Nigerian 

economic growth. Were commend that, microfinance institutions should loan to improve 

consumption in the short run, while the long run goal should be to improve investment and other 

capital accumulation.

Keywords:  Microfinance institution, Capital consumption, Microfinance loan, Investment, 

Economic growth, financial institutions.

Introduction

Micro finance is the provision of financial services to the poor who are traditionally not served by 

the conventional banks. This financial services includes credit, savings, micro leasing and 

money transfer and payment. The features that demarcate micro finance from other forms of 

formal financial products are: smallness of loan advanced and savings collected, near absence of 

assets based collateral and simplicity operated. Micro finance banks were founded because of the 

perceived deficiencies in the existing financing schemes for the poor and small business. They 
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were licensed to begin operation in 2007 and existing community banks and NGO micro finance 

institutions that met the conditions spelt out for licenses were allowed to transmute into micro 

finance banks (CBN 2000).

The micro finance banks were established because of the failure of the existing micro finance 

institution to adequately address the financing needs of the poor and low income group to 

generate employment and economic growth and development. Taking the issue of lack of 

capacity by existing financial institution further the CBN pointed out that only 35% of Nigerians 

had access to financial services well and that most of those without access to fi in the rural areas. 

In the same financial services dwell in the rural areas. In the same vain CBN noted that over 95% 

of the business in Nigeria are small and that conventional banks choose not to finance such 

businesses. It was therefore to make up for the short fall in the finance to achieve betterment and 

expansion in the area of small scale business of the entrepreneurial poor and their small 

businesses that micro finance were established.

Microfinance banking today, occupies very strategic position the socio-economic well-being of 

the poor who are typically self–employed low income entrepreneurs, traders, street vendors, 

small farmers, hairdressers, barbers, GSM commercial operators, artisans and a host of others. 

Microfinance literally means building finance system that effectively and efficiently serves the 

needs of the poor. It is a powerful tool for fighting poverty the world over. This is true because 

when poor people have access to financial services, they can earn more, build their assets and 

cushion themselves against external shocks as they arise (Drechseletal.,2012) The Central Bank 

of Nigeria (2013), reported that Microfinance banks provide a broad range of financial services  

such as savings, loans payment services, money transfers and insurance to the poor and low in 

come persons, households and their microenterprises.

The United Nations (2012), reported that Nigeria has a total population of about 160 million 

people with approximately 70% (98million) living below the poverty level estimated at US$1.25 

per day. GNI per Capita is approximately US$1140withlife expectancy at 48. The total adult 

population (18yearsandabove) is 84.7million and 70% of adults live in rural areas with 51% male 

and 49% female.

Osamwonyi and Obayagbona (2012), assert that the role of   microfinance banking on economic 

growth and    development of Nigeria cannot be underestimated. In view of the astronomically 

growing population, coupled with rising unemployment rate and youth restiveness; the   

government is facing a lot of challenges in   providing enough jobs for the populace. One sure 
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way to combating unemployment is to empower people with the necessary microfinance loans 

and services that will enable them start Up or run business ventures of their choice. In this study 

we shall examine the impact of microfinance in situations on economic growth.

According to Robinson (2002), microfinance enables clients to protect, diversify and increase 

their income as well as to accumulate assets and reduce vulnerability to income and consumption 

shocks. Seibel (2001) sees microfinance banking in a wider term as comprising banking and non-

banking, formal and non-formal financial institutions with financial services of a small scale 

mostly to low income people and that the term micro banking is used for regulated microfinance 

institution belong in to the banking sector.

Statement of Research problem

The development of a healthy national financial system is an imperative goal and Catalyst for the 

broader goal of national economic development. In this era of globalization, generating 

economic growth in developing countries while reducing poverty is a fundamental challenge. 

Overtime, inadequate supply of credit has been an important constrain to production in many 

developing countries where majority of the population lack access to financial services from 

formal institutions, either for creditor for savings. A serious problem however confronting many 

developing countries is the savings gap, which essentially means that these countries find it 

difficult to finance investments needed for growth from domestic saving (Walker,1999).

Research Questions

i. To what extent does microfinance bank loans impact second mic growth in Nigeria�

ii. What is there relationship between microfinance bank investment and economic growth 

in Nigeria�

iii. What is the relationship between microfinance deposit and economic growth in Nigeria�

iv. Is there any relationship between microfinance bank contributions to agricultural 

production and economic growth in Nigeria�

Objectives of the Study

The main objective of the study is to determine the impact of microfinance bank on the 

Economic growth in Nigeria. However, other sub-objectives are to:

i. Determine the relationship between microfinance bank loans and economic growth in 

Nigeria
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According to Ademola & Arogundade (2014), credit delivery is one of the most Important roles 

of microfinance banks as the loan extended are used to expand existing businesses and in some 

cases, to start new ones. Ketu (2008) observed that microfinance banks have disbursed more than 

800million micro credits to over 13000 farmers across the country to empower their production 

practices. He found that loans and advances have positive impact on economic growth and 

development and that microfinance loans are statistically significant in explaining changes in 

economic growth and development at 0.15levelofsignificance.

ii. Determine the relationship between microfinance bank investment and economic 

growth in Nigeria

Ademola and Arogundede (2014) examined the impact of microfinance to

Economy growth and development in Nigeria laying emphases on the primary role of 

microfinance institutions which is poverty reduction and small scale enterprise financing. Using 

secondary data, the OLS multiple regression revealed that microfinance activities have a 

significant impact on economic growth and development in Nigeria. If this is true, it therefore 

means that more

Investments by microfinance institutions will mean more reduction in poverty,

More employment generation and more contribution to economic growth.

iii. Examine the relationship between microfinance bank deposit and economic growth in 

Nigeria.

Microfinance bank deposits are products of customers 'savings which area source of loans to 

microfinance customers. Reddy & Malik (2011) asserted that savings mobilized from local 

depositors will ultimately be the largest source of capital for microfinance. The public is 

encouraged to save so as to create deposits. If microfinance is successful by the measure of any of 

its aim in Nigeria, including raising income, promoting entrepreneurship, advancing loans, 

engaging in domestic fund transfer and encouraging savings, then over time, the 

impactassessmentespeciallyintheareaofeffectsonsavingsmobilizationcan be gauged.

iv. Determine the relationship between microfinance bank contributions to agricultural 

production and economic growth in Nigeria.

Agriculture constitute san indeed major part of developing countries 'GDP and a

Large part of rural households 'monetary income. Microfinance banks provide credit to the under 

banked sector of the economy and development of rural areas as well as the financial 

empowerment of those areas. It is believed that improved agricultural sector cannot be achieved 

without funds. Thus, through microfinance   institution, funds are made available to the farmers   

in appropriately interpreted form to enhance the farmer 'usage of loan.
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Research Hypotheses

The following are the null hypotheses that were used for the study:

Ho1. There is no significant relationship between microfinance bank loans and economic 

growth in Nigeria;

Ho2. There is no significant relationship between microfinance bank investment and economic 

growth in Nigeria;

Ho3. Microfinance deposit has no significant impact on economic growth in Nigeria; 

Ho4.  There is no significant relationship between microfinance bank contributions to 

Agricultural production and economic growth in Nigeria

Significance of the Study

The results of this study will be of immense benefit to various stakeholders in the microfinance 

banking sector of the Nigerian economy, Secondly, it will also assist microfinance banks 

managers in the banking sector in managing their investment more effectively and efficiently by 

adopting appropriate polices and strategies that will take cognizance of risks peculiar to the 

microfinance bank in the Nigerian banking sector. Thirdly, it will also enhance the knowledge of 

researchers and students in management sciences on the relevance of microfinance bank to 

economic growth and thus stimulate their interest in this area. Such interest could lead to further 

researches which may seek to verify the results of this study or to replicate same using different 

methodologies or different populations.

Scope of the study

Thisstudyfocusesontheanalysesoftherelationshipbetweenmicrofinancebankand

Economic development in Nigeria. It covers an interval of 21years (1992 to 2012). The choice of 

this period is based on the fact that most of these forms initiated by the Federal Government of 

Nigeria through the instrumentality of the apex bank (The Central Bank of Nigeria ) in the 

microfinance banks took place during this era.

Limitations of the Study

One cannot guarantee a 100% accuracy of the information with a view to be used, its 

measurement, as well as the method of data analysis; as it may affect the robustness of the study.

Literature Review

Microfinance bank deposits and economic development

Microfinance bank deposits are products of customer's savings which are a source of Loans to 

microfinance customers. Ogunleye and Akanbi (2014) asserted that the low level of 
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microfinance deposit can be attributed to the general low level of income and the low confidence 

of the saving public in microfinance institution. Taiwo (2005), found that the saving habits of 

microfinance customers improved with the provision of microfinance services and their monthly 

income increased as loan facilities were granted.

Microfinance institution loans and Economic growth 

Ajagbe& Bolaji (2013), access the impact of Microfinance bank on the socio economic standard 

of living of commercial motorcycle riders in Gusau Local Government Area of Zamfara State, 

Nigeria. From the results obtained, the study concludes that there is a significant relationship 

between the microfinance bank loans. And economic growth by improving the standard of living 

of commercial motorcycle riders in Gusau local government area of Zamfara State, Nigeria.

Microfinance funding and economic growth.

 Rauf and Mahmood (2016) examined the development processed opted by the microfinance 

sector and its impact on performance in microfinance institution in Pakistan. To strike a balance 

between outreach and poverty alleviation, an intensive development technique was used and it 

shows that extra price is powerful at the initial levels of development. This may have reflected in 

improved efficiency, efficiency and productiveness. As a substitute, the sector adopted huge 

progress procedure which worried huge investment in physical infrastructure and fast broaden in 

recruitment and department network. Thus, the credit restrained institutions need to focus extra 

on sustainability than their fore most goal of social support.

Inflation and Economic growth

Edafiaje (2011) urged that Microfinance banks should expand the interval between inquiring for 

loans reimbursement and the time of granting the loans as this renders vain the taut of the 

borrower feasibility which will certainly be near than inflationary period.  If inflation can have 

an impact on the aim of microfinance, financial progress would be affected.

Empirical review

Olakojo and Olanipekun (2011) empirically examined the impact of microfinance bank on the 

Nigerian economy. They employed pooled regression and ordinary least square econometric 

technique on annualtimeseriesdatafortheperiod1992-2008.The empirical findings show that the 

current level of sector al output is positively influenced by loans and advances from the banking 

sector. However, a sartorial analysis using OLS reveals that while loans and advances from 

microfinance banks positively affect output of manufacturing, building and construction, mining 

and quarrying sector, the same could not be established for the agricultural sector. They 
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concluded that microfinance banking is very critical to the well-being of the economy as it does 

not only provide financial assistant to small and medium scale enterprises but also to the real 

sector of the economy, thereby fast tracking economic growth in Nigeria. Maksudova (2010) 

empirically investigated the role of microfinance to financial sector development and economic 

growth in Czech Republic. 

He employed Panel data approach in addition to Granger causality test for 103 countries for the 

period 1995-2008 in order to determine the causality between microfinance banks and economic 

growth. From the review of these prior studies, it is being observed that most of the studies found 

a positive relationship between microfinance and economic growth. While some had significant 

impacts, others had in significant impact.

Theories of Economic Growth

The Neo-Classical and Endogenous Growth Theory

The neoclassical perspective is based on a basic principle in economics which suggests that 

economic growth requires   capital investment in the form of long-term commitment. The 

neoclassical growth theories assume that capital investment like Foreign Direct Investment 

(FDI) can channel required funds to the productive sectors of a capital deficient economy which, 

in turn, would help to increase the economic growth rate by increasing the marginal productivity 

of capital.

The Solow Development Model

The key variable in Solow growth model is labour and productivity (output per worker). Solow 

opines a continuous production function linking output to the inputs of capital and labour which 

are sustainable. This theory determines the values of the variables, equilibrium conditions, that 

is, conditions that tell us when the economy is in a position of balance and when the variables we 

are focusing on are¯stable, that is, when the variables are changing in simple and predictable 

ways.

Musgrave Conception of Public Expenditure Growth

This theory was propounded by Musgrave a she found changes in the income elasticity of 

demand for public services in three ranges of per capita income. He observes that at the high 

levels of per capita income, typical of developed economies, the rate of public

Sector growth tends to fall as the more basic wants are being satisfied (Chude & Chude, 2013).
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HarrodDomar Theory of Progress

The Harrod-Domar models are based on economic growth on the experiences of advanced 

economists. They are primarily addressed to an advanced capitalist economy and attempt to 

analyze the requirements of steady growth in such an economy. Harrod Domar as signs a key role 

to investment in the process of economic growth. But they Lay emphasis on the dual character of 

investment.  Firstly, it creates in come and secondly, it augments the productive capacity of the 

economy by increasing its capital stock.

The Keynesian Theory

Keynes regards public expenditures as an exogenous factor which can be utilized as a policy 

instrument to promote economic growth. From the Keynesian thought, public expenditure can 

contribute positively to economic growth. Hence, an increase in the government consumption is 

likely to lead to an increase in employment, profitability and investment through multiplier 

effects on aggregate demand.

Methodology

Research Design

The research design adopted in this study is the ex-post-factor search design. It is the Best design 

for the study of this nature because then tire variable under consideration has already manifested.

Theoretical Framework

Thetheoreticalframeworkadoptedforthefoundationofthisstudytoexaminemicro

Finance and growth is the Schumpeter (1911) theory of finance and growth which can also be 

derived from the neoclassical growth model by incorporating financial development in to the 

simple model (Easterly and Levine,1994); Elbadawa and Ndulu,1994; King and Levine, 1993). 

Thus, from the simple production function, financial development variables are included as the 

shift parameter in addition to the usual Factors of production to form the unrestricted 

neoclassical growth model.

Data used in this model are time series secondary data covering the period 1992 to 2012.They 

were sourced from the CBN statistical bulletin and author 's computations.

Model Specification

To examine the effect of microfinance on economic growth, the study adopts the Schumpeter 

growth model where output (economic growth) is expressed as a linear function of microfinance, 

Ft, and asset of control variable Xt.

27802962

Bakolori Journal of General Studies  Vol. 10 No. 2 



Hence the error correction model used in this study as short run equation is specified as:

Where:

� PCC           =        Changes in Per Capita Consumption

MFL             =        Micro Finance Loan

MFI              =        Micro finance Investment

 MFD            =        Micro Finance Deposit

 INFR            =        Inflation Rate

AGPR          =        Agricultural Production

á0                =        Constant (Intercept)

=       Coefficients

=       Error term

=        error correction term

t       =        respective variables at time t

The short run effects are captured through the individual coefficients of the differenced terms. 

This captures the short run impact while the coefficient of the ECM variable contains 

information about whether the past values of variables affect the current values of the variables 

understudy. The size and statistical significance of the coefficient of the error correction term 

measures the tendency of ach variable to return to the equilibrium. A significant coefficient 

implies that past equilibrium errors play a role in determining the current out comes. Captures the 

long-run impact. The Co- integration test is based on the Granger and Engel two stage co-

integration approach. A prior expectations as derived from operationalization of variables are 

expressed as:á0> 0;

These show that microfinance factors (activities) tend to promote economic growth in Nigeria. 

Thus, microfinance loan, investment, savings and loan to agricultural productivity growth will 

stimulate both short and long run economic growth in Nigeria. The relationship between 

inflation rate and economic growth is however, expected to be negative.

Operation alizarin of Variables

The variables used in this study are based on theoretical background provided in the previous 

chapter as well as empirical studies in the area.

Economic Growth as proxies in PCC (� PCC): Our dependent variable in this case is Economic 

Performance for which changes in PCC will be used as proxy. We have found in literature, 

Levine (2000), that PCC has been used as a proxy for economic growth.
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Microfinance Bank activities peroxide by microfinance banks 'investment, aggregate loans 

disbursed and deposit. The impacts of microfinance institution son the economy are primarily 

felt based on their loan activities as well as their investment structure. Loans are expected to 

promote consumption activities as well as short term business developments. In the same vein, 

the rise in MFB investment will stimulate economic growth in the long run.

Agricultural productivity refers to the yield per labour input in to the agricultural sector in 

Nigeria. It is measured by dividing total agricultural output by the population involved in 

agriculture.

Inflation rate is the perpetual rise in price level over time. The variable is measured as the year-on 

change in price levels in the country over the period.

Data Presentation and Analysis

In this session, we perform the empirical analysis of the study. This involves the presentation and 

analysis of the data used for the empirical evaluation of this study. The aim of this analysis is to 

address the objectives of the study with reference to the impact to microfinance banks on 

economic growth in Nigeria. It should be noted that the measure of poverty used in this study (the 

per capita consumption) has a unique implication in the estimation analysis.

Unit Root Analysis

Generally, unit root test involves the test of stationarity for the variables used in regression 

analysis. The importance of stationary time series used in regression borders on the fact that an 

on-stationary time series is not possible to generalize to other time periods apart from the present. 

This makes fore casting based on such time series to be of little practical value. Moreover, 

regression of an on-stationary time series on another non-stationary time series may produce 

spurious result.

Since the data episteme series, the time series properties were first examined in order to ascertain 

whether or not the selected variables are stationary in level or possess unit roots. This involves 

the unit root test in which the augmented Dickey–Fuller (ADF) method was employed. The 

result of the unit root test in levels is presented in Table1 below. In the result, none of the ADF 

statistics of the variables is greater than the 95 percent critical value. This indicates that the 

variables are not stationary in levels and are actually time-dependent.
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Table1: Unit Root Test for Variables in Levels

Result computed by author from the E views 8.0 output.

Box and Henkins (1978) have argued that non stationary time series in levels may be made 

stationary by taking their first differences. A given series is said to be integrated of order (denoted 

I (d)) If it attains stationary after differencing d times. If the series is I (1) it is deemed to have a 

unit root.

The result of the unit root test on these variables in first differences is reported in table 2 below. 

From the result, it is seen that the ADF test statistic for each of the variables is greater than the 95 

percent critical ADF values (in absolute values). With these results, these variables are adjudged 

to be stationary. This implies that the variables that were initially non-stationary are actually 

difference-stationary, attaining stationarity after the first differences of the variables. Thus, we 

would accept the hypothesis that the variables possess sun it roots. Indeed, the variables are 

integrated of order one (i.e. [1]).

Table2: Unit Root Test for Variables in First Difference

Co integrationTest

Having established that the series in the analysis are not stationary in their levels, we move on to 

determine if they are co-integrated According to Engleand Granger (1987), if two-time series 

variables and t, are both on-stationary in levels but stationary in first-differences, i.e., both are I 

(1), then there could be a linear combination of t and qt, which is stationary, i.e., the linear 

Variable

 

ADF  Test Statistic

 

95%CriticalADFValue

 

Remark

 

LCONPC

 

-0.534

 

-3.029

 

Non-Stationary

 

LMFL

 

-1.766

 

-3.029

 

?

 

LMFD

 

2.081

 

-3.029

 

�

 

LAGPR

 

-0.676

 

-3.029

 

�

 

LMFI

 

-2.611

 

-3.029

 

�

 

LINFL

 

-1.942

 

-3.029

 

�

 

Variable

 

 

ADF Test Statistic

 

 

95%     Critical Value

 

-3.029

 

ADF Remark

 

 

ÄLMFL

 

-5.583

 

-3.029

 

?

 

ÄLMFI

 

-4.064

 

-3.029

 

�

 

ÄLAGPR

 

-4.356

 

-3.029

 

�

 

ÄMFD -5.827

 

-3.029

 

�

 

ÄLINFL

 

-4.108

 

-3.029

 

�
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combination of the two variables is I (0). The two-time series variables that satisfy this 

requirement are deemed to be co integrated. The existence of co integration implies that the two 

co integrated time series variables must be drifting together at roughly the same rate (i.e. they are 

linked in a common long-run equilibrium). A necessary condition for co integration is that they 

are integrated of the same order (Engleand Granger 1987).

The Engle and Granger single equation method is employed for the test of co integration and the 

result of the co integration tests are summarized in Table 3 below.

From Table 3 using the Engle and Granger counteraction procedure, both models have at least on 

counteracting relationship between them. This can be seen from the significance of at least one 

variable in each of the test using the z-statistic. Based on this result, we cannot accept the null 

hypothesis of no co integration among the variables. Therefore, long run relationship sex is 

between the particular dependent variable and the selected in dependent variables. An inter-

temporal model can therefore be estimated for the relationships.

Table3: Results of Engle-Granger Single Equation Co integration Test

Analysis of Regression Results

The dynamics of the relationship between microfinance banks and economic growth in Nigeria 

is analyzed using the importance model. Moreover, w estimate the relationship within the error 

correction framework which brings out the pattern of short term changes in the poverty measure 

arising from movement sin the explanatory variables.

In order to examine the particular contribution of each of the explanatory variables to the 

behavior of economic growth (as measured by the per capita consumption levels), we consider 

the individual coefficients of the variables in terms of sign, size and significance. The results in 

Table 4 show that only the MFB investment coefficient does not possess the expected positive 

sign. However, the coefficient to f MFB investment fails the significance test at the 5 percent 

level and implies that the investment made by the microfinance banks is not a significant factor in 

Variable

 

taustatistic

 

Prob.*

 

zstatistic

 

Prob.*

 

LPCC

 

-4.186

 

0.30

 

-19.19

 

0.28

 

LMFL

 

-5.418

 

0.08

 

-20.78

 

0.19

 

LAGPR

 

-6.035

 

0.02

 

-77.80

 

0.00

 

LMFD

 

-2.677

 

0.49

 

-15.08

 

0.60

 

LMFI

 

-2.793

 

0.83

 

-11.64

 

0.84

 

LINFL

 

-3.112

 

0.72

 

-13.72

 

0.71
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explaining short run incidence of poverty in Nigeria. The other coefficients in the model possess 

the expected signs in line with a priori expectation.

The coefficients of microfinance loans, agricultural productivity and per capita income all pass 

the significance test at the 5 percent level and these imply that each of these variables has a 

significant short run impact on poverty reduction in Nigeria. Since per capital consumption is 

used to capture economic growth, the positive coefficients of these variables indicate that as the 

leach of these factors rise, per capita consumption als or iss and thus boosting the rate of 

aggregate expenditure and economic growth in the country. This indicates that in the short run, 

each of these factors are strong predictors of the behavior of economic growth in Nigeria.

The coefficient of microfinance loans is positive and significant at the 5 percent level. This 

indicates that microfinance loans tend to improve economic growth in the short run. Apparently, 

application of the microfinance loans in boosting consumption spending as well as improving 

mall investment and business development has a strong effect in improving the rate of growth in 

terms of short term fluctuations in Nigeria. In other words, microfinance institutions tend to 

smoothen consumption in the short run and hence, tend to dampen the level of fluctuations in real 

in come in Nigeria.

Table 4: Dynamic Short Run Model Result (Dependent Variable is Consumption per Capita–for 

economic growth indicator)

Note: Estimation period is for1992to 2012since data were available for the period

The error correction term in the model possesses the correct negative sign and is significant at the 

5 percent level. This indicates that equilibrium will be restored in the long run after a temporary 

movement away from equilibrium in the short run. The very high coefficient to the error term (at-

1.083) indicates that adjustment to long run equilibrium after a short term deviation is not a 

Variable Coefficient T-statistic Prob. 

Constant -0.081 -1.55 0.15 

ÄLMFL 0.041 2.72 0.03 

ÄLAGPR 0.478 2.22 0.04 

ÄMFD 3.257 2.32 0.04 

ÄMFI -0.082 -0.60 0.56 

ÄLINFL -0.006 -0.10 0.93 

ECM

t-1

 

-1.083 -3.83 0.00 

R

2

= 0.618 = 0.443 F=3.52 D.W= 1.64 
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asymptotic. This indicates that micro financing has not played an effective role in adjusting the 

economy on the path of long run poverty reduction. Apparently, additional factors are required 

for rapidly adjusting the economy to long run growth path that will ensure steady-state growth in 

Nigeria.

The Long Run Analysis

The results of the long run model are reported in table 5 below. The results also possess very 

impressive goodness of fit statistics. The R squared value indicates that over 70 percent of the 

long run behavior of the poverty indicator was explained in the model. The adjusted R squared 

value is not so high and indicates that the model has a moderate predictive ability. The F-value 

passes the significance test at the 5 percent level, showing that the model has a strong overall 

significance. Apparently, a strong relationship exists between the dependent variable and all the 

independent variables combined.

Note: Estimation period is for 1992 to 2012 since data were available for the period

A close look at the individual coefficients of the explanatory variables shows that, apart from the 

inflation coefficient, all the other coefficients have the expected signs in line with a priori 

determination. We particularly focus on the significance of the coefficients. The results show that 

the microfinance loans variable fails the significance test at the 5 percent level while those of 

agricultural productivity and per capita income pass the test. The coefficient of microfinance 

investment only passes the test at the 10 percent level while inflation fails the significance test.

These results imply that though microfinance loans improve the economy in the short run, its 

impact in the long run is not discernible. This indicates that focus of loan application by the 

MFBs should be on improving the short term performance of the economy. The loans available 

from microfinance banks do not seem to exert any long run impact on economic growth in 

Nigeria.

However, the coefficient of microfinance investment passes the significance test at the 

1percentlevel with a positive coefficient. This suggests that in the long run, after all adjustment 

has been made, the MFB investment strategies tend to impact significantly on the growth of the 

Nigerian economy. Indeed, the results imply that policies for adjusting long run growth rates in 

Nigeria cannot adopt microfinance loan applications as an essential tool. Rather, stimulating the 

investment patterns of MFBs may help to ensure positive adjustment in the economy in the long 

run. Agricultural productivity and per capita income are significant in the long run model even 

though they failed the test in the short run.
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Discussion

In this study, we have sought to investigate the basic impact of microfinance institutions in the 

quest for economic growth in Nigeria, on an aggregative level. It is argued that though many 

researchers have found remarkably impressive performance of the microfinance banks in terms 

of improving the living standards of individuals as a general outcome, the role of these 

institutions in promoting the drive for economic growth has not been extensively examined in 

aggregate terms. This study takes a closer look at the impact of microfinance banks on economic 

growth by considering the loans and investment levels of the banks and its consumption-

enhancing capacity. Specifically, the following findings were made for the study: That 

microfinance loans have a significant positive impact on short run economic performance in 

Nigeria. The results show that microfinance loans enhanced consumption per capita in the short 

run with an impressive coefficient. That microfinance banks 'loans do not have a significant 

impact on economic growth in the long run. The coefficient of microfinance loans failed the 

significance test in the long run model. This implies that after all adjustments have been made, 

the direct impact of microfinance loans on the economy seems to be in effective. That only 

microfinance investment has significant impact on economic performance in the long run in 

Nigeria. Thus for sustainable growth to take place in Nigeria, loans from MFBs should be 

channeled for short term issues while investment should be channeled to long term issues. That 

microfinance banks do not ensure rapid long run consumption equilibrium.

Conclusion

Micro financing has been hailed a save ratable tool for the socio-economic growth of less 

developed economies in the past few years. The role of these institutions has been said to 

encompass a wide range of the economic life. In this direction therefore, its ability to ensure 

socio-economic equity is through its activities to the less-reached by the mainstream financial 

services has come to be a veritable anchor for the emphasis of these institutions in developing 

economies in this study, the place of the microfinance institutions in stimulating economic 

growth through improvement in the livelihood of the poor was empirically examined. It is shown 

that the impact of microfinance on economic growth can be determined by the time period-strong 

in the short run and weak in the long run. The empirical analyses in this study have helped to 

address the objectives of the study. The level of penetration of the banks through loan 

disbursement is shown to be rather weak but growing in the country. On the impact of 

microfinance banks on economic growth, the analysis has shown that microfinance loans have a 

positive impact only in the short run while investment has the long run impact.
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It is therefore clear that the welfare implications of microfinance banks 'loans on the economy is 

limited to the immediate period when perhaps, access to loans may improve consumption levels 

and stabilize the households from plunging in to further poverty levels.

This study will contribute to knowledge in the following ways; It added to the existing body of 

knowledge on the relationship between microfinance bank and economic growth in Nigeria by 

providing additional evidence in favor of the stand that microfinance bank has strong positive 

impact on economic growth in the short- run, while it does not have significant impact on 

economic growth in the long-run. It reveals that microfinance Banks investment is a veritable 

factor in the long- run performance of the Nigerian economy. It added that though microfinance 

loans are relevant in the growth process in Nigeria; however, other measures such as boosting 

agricultural production and taking appropriate steps in enhancing per capita income will equally 

help in great dimension in boosting the Nigerian economic growth. It specifically adopted the 

econometric tools of co integration test to determine the short and long-run impact of 

microfinance bank on economic growth in Nigeria. It is noted that less than 5% of Nigerian-

specific studies in this are a used this method.

Recommendations

Based on the foregoing, the following recommendations can be made with respect to 

microfinance participants, the government authorities and the microfinance institutions in 

Nigeria.

First, the initial focus of microfinance institutions should be providing loans to improve 

consumption in the short run. The long run goal should then be to improve investment and other 

capital accumulation. It is these channels of participation in the economy that will ensure optimal 

use of the microfinance resources in the country with the target of achieving sustainable growth. 

The results have shown that application of the loans for long term economic challenges may not 

yield meaningful impacts. Thus, boosting consumption and increasing incomes teams should be 

the main focus of microfinance loans so as to address short term challenges.

Second, another area where microfinance loans can improve short term economic growth is 

when loans are targeted at business expansion. The implications from the results in this study 

suggest that business growth may not be a major outcome of microfinance loan applications. The 

failure of the microfinance loans to perform in economic growth in the long run suggests that 

other policy measures by government should be used to augment microfinance activities in order 

to achieve long term and sustainable growth in the country. Since, the microfinance banks are 
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profit oriented, their contributions to poverty reduction can be limited in the long run if 

appropriate complementary roles are not played by the government to ensure steady growth in 

the economy. We recommend that, microfinance institutions should give loans to improve 

consumption in the short run, while the long run goal should be to improve investment and other 

capital accumulation.
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