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BANKING SYSTEM STABILITY:
A PREREQUISITE FOR
FINANCING THE SUSTAINABLE
DEVELOPMENT GOALS IN
NIGERIA

Abstract

The banking system, which has been the fulcrum of funding for Nigeria’s economy;, is
plagued by instability in the face of a growing amount of non-performing loans. This is
examined in the current milieu of the need for funding the Sustainable Development
Goals (SDGs). Using a number of proxies for SDGs 8 and 9, annual time series data
covering 1992 to 2019 were used with variables such as GDP per capita, commercial
banks’ loans to small-scale enterprises, banking system stability indicators and liquid
assets to total assets of banks. The study utilized the Autoregressive Distributed Lag.
Findings showed that banking system stability has a significant positive effect on fund-
ing the SDGs 8 and 9 beyond the five per cent level of significance within the study
period. Non-performing loans remained negative throughout the study. The result
suggests that banking stability would enhance funding of the SDGs, and banks would
be stable if they finance the SDGs. The policy implication explains the importance of
banks actively pursuing opportunities to build sustainable enterprises and develop-
ing strategies that will enable their core banking business to be more venture-driven
rather than consumer-oriented. In conclusion, there is a need to completely eliminate
or reduce the quantum of non-performing loans from the system and establish a regu-
latory framework that will facilitate its expected role of intermediation in the economy
profitably and successfully.

Keywords credit to the private sector, non-performing loans
(NPLs), total deposits, loans, bank funding
JEL Classification G21, 016, 047

INTRODUCTION

The banking system in Nigeria continues to experience unimpressive
and unstable financial conditions, mainly due to the hugely increasing
portfolio of non-performing loans (NPLs), which is transferred from
one year to another and written off without sufficient recovery efforts
(Oleribe & Taylor-Robinson, 2016). This leads to capital and share-
holders’ fund (SHF) erosion, impairment of liquidity, poor asset quali-
ty and consequent reduction in profitability and solvency levels. These
conditions have consequently necessitated the monetary authorities
initiating several banking reforms aimed at addressing the problems
of unstable and unsound banks in the country. According to Bebeji
(2013), despite several banking reforms in Nigeria, the problems of
banking instability caused by non-performing loans seem endless as
the soundness of more banks continues to be threatened, so that near
failure and collapse would have been recorded had it not been for the
Central Bank’s intervention. The case of Polaris (former Skye) Bank is
instructive where the Central Bank of Nigeria (CBN) had to finance up
to the tune of 700 billion (about USD 2 billion) to keep it from failing.
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Antoniades et al. (2019) confirmed that the main contributors to the financial crunch experienced by
the banking system in Nigeria were non-adherence to prudential guidelines, incorrect financial policy
and extreme risk-taking. Although the assumption is that the banking system flourishes and survives
more on risk-taking, the risks faced by banks must be efficiently managed to prevent failure and collapse
(Enders & Remig, 2014; Grober, 2007). However, stability in the banking system is attained when the
banking system has the ability to withstand shocks arising from internal and external economic imbal-
ances or any kind of volatility in their business operations.

The financial system regulators are aware of the overwhelming negative consequences of loss of confi-
dence in the banking system (Ingves, 2016; Thomson, 1992). Hence, regulators worldwide rate banking
stability as a top supervisory and regulatory policy objective. Perhaps, after South Africa and Egypt,
Nigeria is next with a growing banking sector in Africa. Unlike the developed economies, significant
issues in the literature that are often underreported are the factors that determine the banking system
stability in emerging economies, owing to the fact that developed economies have more sophisticated
financial structures than those economies yet to mature (Ozili, 2018, 2019; Okey et al., 2019).

The Sustainable Development Goals agenda was fully incorporated into the economic and environmen-
tal sustainability agenda, alongside the aspirations for progressive societies. The SDGs are more com-
mitted and ambitious, in particular in seeking to eradicate rather than diminish hunger, poverty and
as a world-wide agenda. The 17 SDGs are to be nationally owned and are already universally accepted
(Jeucken, 2001). There is also a great deal of energy and momentum surrounding the achievement of
these goals with national ownership and a will to bring together the public sector (government), private
sector, civil society and individuals to achieve the goals with financing targets.

While the public capital is scarce in supply, private finance is constrained by uncertainty, and risk and
return requirements. There is a need for serious improvement of managing financial complexities of
banks (Nwachukwu, 2014; Soludo, 2004). Furthermore, the banking system through its intermediation
role can mobilize funds that account for part of the investment and funding the SDGs (Ziolo et al., 2018).
The questions are: Do banks see or understand their role in the financing need for the accomplishment
of the SDG objectives? Will the hostile business environments hinder banks from effectively carrying
out this funding responsibility? How will the regulatory authorities ensure that complying with this
funding role will not lead to infringement of the regulatory requirements? Finally, are deposit money
banks (DMBs) in Nigeria ready to finance SDGs?

The answers to the outlined queries are key for effective development of the strategies that will ensure
a sound and sustained banking system and ensure a successful and efficient mobilization of adequate
capital that will be used in financing SDGs throughout its duration without a threat to the system.
Generally, only about 48% of SDGs investment requirements can actually be covered in emerging econ-
omies. For example, in 2016, Multilateral Development Banks (MDBs) reportedly mobilized a total of
USD163.6 billion in private co-funding with low-income economies representing 4% (USD 5.9 billion).
Middle-income economies were a significant amount of 40% (USD 65.2 billion), while high-income
economies alone represent 56%, (USD 92.5 billion). The estimate revealed that the funding gap is above
USD 2.5 trillion for all emerging economies and about USD 1.3 trillion specifically for African coun-
tries (Adams, 2017; Bordon & Schmitz, 2015; Akintoye & Opeyemi, 2014; Jaiyesimi, 2016; Kharas et al.,
2014; Haigh, 2012; Jeucken, 2001). This study aims to contribute to the achievement of the Sustainable
Development Goals, especially SDGs 8 and 9, in Nigeria by demonstrating the ability of the banking
system, through their intermediation role, to finance the SDGs while maintaining the required level of
stability and soundness.
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1. LITERATURE REVIEW

The stability of the banking system connotes a sys-
tem that is at its upmost performance level and
functions without being impaired or degraded
by disruptions or volatility from its external and/
or internal environment (Adams, 2017). Besides,
banking stability is mostly considered a continu-
um, especially in terms of being consistent with
multiple combinations of the fundamental ele-
ments of finance (Novotny-Farkas, 2016). Globally,
the investment required to attain the SDGs are
huge, with the majority of the emerging econo-
mies, specifically because of their poor infrastruc-
tural development, thereby, making the scale of
existing financial flows insufficient (Pisano et al,,
2012; Sadiq & Mushtagq, 2015). The only channel
for closing the resulting funding gap for the at-
tainment of SDGs’ objectives is via a sustained sta-
bility in the banking system, which will be able to
provide and stand the pressure of finance require-
ments (Stenberg et al., 2017; Weber, 2014).

1.1. Stability and sustainability
of the banking system towards
funding the SDGs

Banks implement sustainable banking in two
facets: daily internal operations (management of
their risks and exposures, opportunities, costs
and the branch operations) and external relations
with their customers, investors, funding of pro-
jects, etc. (Wiek & Weber, 2014). A survey revealed
that less than a quarter of banks in Nigeria had
low engagement with sustainable banking prin-
ciples while the others have none (Ahmed et al.,
2015). To show their commitment, the banks high-
light the sustainable banking principles on public
domains and platforms (Antoniades et al., 2019).
Supranational financial bodies have identified
threats to the stability of the banking system and
have taken several approaches to minimize their
potential adverse impacts on the system. In 2001,
the Basel Committee on Banking Supervision in-
troduced “Know Your Customer” as critical to
protecting the soundness, integrity and safety
of banking systems (Akintoye & Opeyemi, 2014;
Egharevba, 2007). Such a banking system would
guarantee a sustainable and reliable financial in-
termediation, as well as have the capacity to pro-
vide access to credit and payment systems to its
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customers, help businesses and household to
transfer financial resources and would contribute
to the continuous economic growth and sustain-
able development of the economy (Duffie, 2019;
Babajide & Olokoyo, 2017). Due to the economic
recession episodes that the country experienced
within the last three decades, the fragility of her
financial and banking system has been brought to
fore of public discourse by policy makers, regula-
tors and academics (Adeleye et al., 2018).

This study complements previous literature on
banking system stability and SDGs by throwing
more light on the interaction between the stability
of the banking system and funding of the SDGs.
New knowledge and understanding in this ar-
ea of research is of great interest, since previous
literature on financing SDGs were mainly on de-
veloped economies (Noor & Pickup, 2017; Pisano
et al,, 2012; Kharas et al., 2014), while emerging
economies are neglected. Therefore, this study fills
the gap by examining the link between banking
stability and financing the SDGs in an emerg-
ing economy. In addition to the fact that there is
dearth of literature on the association between
banking stability and financing sustainable devel-
opment goals in Nigeria, some literature focused
on sustainable finance (Haigh, 2012) and not how
to raise or mobilize capital to fund the SDGs. This
is very interesting to note because the existing
literature (for instance, Osabohien et al., 2020;
Oleribe & Taylor-Robinson, 2016; Nwachukwu,
2014) highlighted financing individual SDGs but
failed to examine where to access funding that
will enable the successful achievement of SDGs
by 2030. In the light of the above, it becomes nec-
essary and important to examine to what extent
the banking system is able to sustainably support
the funding of the SDGs while maintaining the
required stability, and in the process of testing -
the capacity and strength of the banking system.
However, financing the banks themselves to per-
form this task presents specific and pertinent is-
sues (Eke et al., 2020).

1.2. The link between the banking
system and the SDGs

The SGDs of interest to this study are 8 and 9.
SDG 8 is particularly concerned with the fund-
ing of the real economy for at least 7% growth
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Source: Author’s compilation (2020).
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Figure 1. A stable banking system and SDG funding framework

with full productive employment that empha-
sizes real growth rate for an employed person.
SDG 9 focuses on infrastructure development,
innovation and industrialization. Banks need to
tune up to be sustainably involved in SDG 9 as
they have been involved in SDG 8 as matter of
practice. However, three key aspects are notice-
able in the link between sustainable develop-
ment and the banking system. The first involves
the environmental regulations introduced that
affect the banking system in several ways. The
second issue concerns credit risk management
over which the-banking system has continued
to be reactive rather than proactive regard-
ing challenges with respect to non-perform-
ing loans growth. The third is with respect to
the stakeholders’ pressures as it deals with the
bank’s reputational risk (Baranes, 2009; Egede
& Lee, 2007; Thompson & Cowton, 2004).

Figure 1 provides a framework for a stable bank-
ing system and SDG funding, showing key opera-
tional activities in which banks must be involved
consistently to remain sustainable in order to suc-
cessfully provide sufficient funding for the SDGs
up to 2030.
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1.3. Review of the empirical literature

The first discussion is on banking stability, while
the second is on funding the SDGs. Dwumfour
(2017) examined banking stability in sub-Saha-
ran Africa. Using Z-score to proxy stability, the
result showed that crisis and high percentage of
foreign banks reduce bank stability, while diver-
sification positively affects stability. The results
support largely the competition-fragility view.
Therefore, the less the competition amongst banks
during crises periods, the more banks achieve sta-
bility. Similarly, Ozili (2019) used aggregate data
to analyze the determinants of banking stability.
The result revealed that the level of non-perform-
ing loans, bank efficiency and regulatory capital
are the major determinants of banking stability in
Nigeria. Toader et al. (2018) studied the influence
of corruption on banking stability in European
emerging markets. The result indicates that lower
levels of corruption impact positively bank stabili-
ty leading to reduced credit losses with more real-
istic credit growth. The result showed further that
the stability of banks operating in the countries
that have not adopted corporate governance have
higher impact of corruption. In addition, Sere-
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Ejembi et al. (2014) adopted a combination of vari-
ous macro-fundamentals and financial soundness
indicators after constructing a banking system
stability index (BSSI) for Nigeria. The findings
showed that banking system stability indicators
(BSSI) could act as an early warning sign to indi-
cate fragility of the banks that could be used as a
complimentary regulatory policy instrument for
detecting potential threat to the banking system.

In terms of funding the SDGs, Ziolo et al. (2018)
examined financial stability and how SDGs can be
financed. The result showed that SDG funding is
not short-term but a sophisticated and long-term
product that is determined by various economic
and non-economic elements. The study further
revealed that the choice of a particular source of
finance and instruments impacts both the efficien-
cy of public expenditure and the stability of the
economic system.

Furthermore, Sadiq and Mushtaq (2015) investi-
gated major roles Islamic finance play in achiev-
ing the SDGs. Findings showed that from finan-
cial stability viewpoint, there is a need for the
financial system to focus more on generating or-
ganizational diversity, switch to portfolios with
higher amounts of equity-based funding and es-
tablishment of new equity-based financing insti-
tutions. Weber et al. (2010) investigated the role
played by environmental orientation and sustain-
ability in managing commercial bank risks. The
result showed that sustainability could be used as
a measure to forecast a debtor’s financial perfor-
mance and enhance the rating predictive validity.
Similarly, Usman and Tasmin (2016) analyzed the
importance of Islamic micro-finance for achieving
the SDGs. The result showed that Islamic micro-fi-
nancing has the potential to develop human cap-
ital towards empowering self-reliance, social co-
hesion knowledge and skill acquisition. Adetiloye
et al. (2020) and Kharas et al. (2014) investigated
financing the post-2015 SDGs. The study grouped
the global development finance sources into three
groups, namely: public finance, private finance
and concessional public funding. The results
showed that financing the SDGs should be better
at a country level. There has been ample research
on SDGs throughout the literature, but few refer
to any developing country in detail. This is what is
attempted in this study.

http://dx.doi.org/10.21511/bbs.16(2).2021.10
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2. RESEARCH METHODS

The stability of the banking system is measured as
a composite index, derived from a standardized
process and weighted mean of three indices, which
includes sub-index of economic climate, banking
soundness and bank vulnerability to externalities
(Cheang & Choy, 2010). Novotny-Farkas (2016)
and Sere-Ejembi et al. (2014) reported certain
stability indicators that were used to construct a
Banking System Stability Indicators (BSSI) based
on the framework of the International Monetary
Fund-Financial Stability Indicators (IMF-FSIs).
This study employed some of these BSSI indicators
to proxy banking system stability covering the pe-
riod of 1992 to 2019. The period chosen allows the
testing of the capacity of the banking system for a
reasonable length of time for resilience to fund the
SDGs. The variables used for measuring both the
banking stability index and SDGs (8 and 9) were
sourced from the World Development indicators
(WDI) database.

Table 1. Description of variables, proxies,
justification and a priori

Sources: Authors’ compilation (2020).

Description of

. Literature support A priori
variables PP : P
_GDPPC—GDP per capita - Carreeetal.(2007) = >0
CBLSE — Commercial Oke and Aluko (2015),
Banks Loans to Small : . >0
) i Aliyu and Bello (2013)
Sl T TS S e
BSSI — Banking System ! ) )
Stability Indicators  Sere-emoretal Qo1 - >0
LATA — Liquid Assets to :
TotalAssers | Savalumeretal Go18) L >0
ROA —ROA, Net income Jayakumar et al. (2018), >0
loassets .....,.Ferandezetal (2016) :  ©
TLTD — Total Loans to : :
Total Deposits of pyigs | Velumaretsl2018) 20
LCPS — Credit to Private . Akinlo & Oni (2015) 50
B S S
FND - Financial Olawumi et al. (2017) >0
B ohcL LS SN S
TNTL — Total Non- :
Performing Loans to "
Total gross Loans of shijaku (2016) >0
i< FURR R S
EATA — External Assets | Jayakumar et al. (2018), ! 50

to Total Assets Sere-Ejembi et al. (2014)

The study was estimated using an Autoregressive
Distributed Lag (ARDL) model developed by
Pesaran et al. (2001) and Pesaran and Shin (1998).
ARDL is used mainly where the combination of
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variables are stationary at both levels I(0) and first
difference I(I). ADF unit root tests for stationar-
ity of the variables validates the submissions by
Kutosoyiannis (1997) and Johansen (1991) that
time series data have unit root. The study used the
Breusch-Pagan test as a post valuation test to as-
sess the degree of variation and level of freedom
among the regressors, while the parameter sta-
bility test was used to check the suitability of a
well-detailed ARDL model. Derivation of banking
system stability index for Nigeria was adopted fol-
lowing Sere-Ejembi et al. (2014).

BSSI, = ,BSI, + w,BVI, + o,ECIVI, ,

23:60 _1 (1)

where w - weight attached to a single sub-index
indicating its comparative importance.

Statistical normalization transforms the indica-
tors to a mutual scale with a zero mean, and its
standard deviation equals one. The standard de-
viation is the scaling factor, and the model is as
shown below. Using the statistical method, the
BSSI is obtained by computing the weighted av-
erages of the three sub-indices that emerged from
the normalization process, namely:

X _
Z, =( taﬂj’

where X, depicts the value of the indicators (X)
during the period ¢, p represents the mean, and o
indicates the standard deviation.

@

The BSSI is developed through weighting:

8 7
0.z, +o,

SIS
i=1 i=1

3
+ a)3 Zeciztc >
i=l1

Z w, =1,

Pr=s,v,c

BSSI, =, 0.z, +

vi©ty

©)

where z,_represents values of the banking stability
indicators that are statistically normalized; s con-
nects to the BSSI, while ¢ refers to ECI and v refers
to BVI. The weight of the individual statistically
normalized indicator in each sub-index:

108

Hi
0, == > @)
Z i
where r = {s, v, c}; i, represents responses that re-
verted high in during the consolidated responses
from U and FGD, which depicts the correct num-
ber of indicators in each sub-index.

Thus: .
BSSI, =Y 0,z,, )
i=1
;
BVI, =>0,z,, ©)
i=1
3
BCI,=>0,z,. (7)
i=1
The adapted model is stated as follows:
SDGs, 8& 9= BSSI, 8)
SDGs,8& 9= ©)
=f (Banking System Stability Indicators),
SDGs,, 8 & 9= GDPPC, + CBLSE, +
f(LATA+LATA+ROA+ (10)
+TLTD +TNTL + EATA),
GDPPC,=a, + B LATA, + 5,ROA, + (11)
+B.ILTD, + B, TNTL, + B,EATA, +¢,,
CBLSE, = a, + B LATA, + B,ROA, + (12)

+BILTD, + B, INTL, + B EATA, +¢,,

Following Pesaran and Shin (1998) we specify the
unrestricted [ECM (-1)] as thus;

P
AGDPPC,_, = 3,+Y B AGDPPC,_, +
i=1

(13)
P
+Zﬂ2AYz—1 +BGDPPC, + B)Y,  +¢,,
i=l1
P
ACBLSE, = 3,+Y ,ACBLSE, ,+ )
i=1 14

P
+Zﬂ2AYz—1 +B,CBLSE,, +p,Y,_, +¢,,

i=1
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where GDPPCand CBLSE (the indicators of SDGs)
represent the dependent variable vector, Y denotes
the regressors (the banking system stability indi-
cators), p implies the lagged structure, A repre-
sents the variation in terms, p, and f3, indicate the
long-run coefficients, Q and a,are the short-run
coeflicients, and g, represents the stochastic error
term.

Explicitly, the models are estimated as follows:

P
AGDPPC, = 3, +Z¢JALA TA  +
i=1

c c 15
+3"2,AROA_, + Y o, ATLTD,, + (15)
i=l1 i=l1
P P
+> 0, ATNT,_ + > 0,AEATA,_ +¢,,
i=1 i=1
P
ACBLSE, = f3,+ #,ALATA, , +
i=1
(16)

P P
+>&,AROA,_,+> 4 ,ATLTD,_, +

i=1 i=1

P P
+> 0, ATNT,_ + > 0,AEATA,_ +¢,,

i=1 i=1

where A indicates the first-difference operator
and p is the maximum lag order. The existence of
co-integration amongst variables is tested using
the F-statistics. The coefficients: ¢, o, a, A, 3, 0 and
o that match the dynamic forces of the short-run
model, however 61, 62, 83, ) » and 65 represent the
long-run association.

Hence, H: 61 = 62 = 63 = 64= 65= 0 (shows the
null hypothesis, of nonexistence of a long-run as-
sociation between the variables used in this study).

However, H: 61 # 62 # 63 # 64¢ 65 # 0 (shows the
alternative hypothesis of a long-run link amongst
the variables).

Therefore, as co-integration is present, long-run
measurement will be determined, which is stated as:

GDPPC, = f3,+8,LATA, + 5,ROA, +

17)
+0,TLTD, +0,TLTD, + 6,EATA, +¢,,

http://dx.doi.org/10.21511/bbs.16(2).2021.10
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CBLSE, = B, +6,LATA, + 6,ROA, +
+0,TLTD, +6,TLTD, + 6,EATA, +¢,.

(18)

In an effort to identify the correct ARDL mod-
el, Liew (2004) used a selection lag criterion, the
Akaike Information Criterion. According to Liew
(2004), this type of information criterion could
be used if the sample size is below 60. This is a
maximum lag of 2 as established by Pesaran et al.
(1999). After this, the study models the short-run
equations derived from the ECM:

P
AGDPPC, = 3, +) ¢,ALATA,_, +
i=1

P P
+> A, AROA,_, + Y a,ATLTD, , + (19)
i=1 i=1
p p
+> 0, ATNT,_ +> 0,AEATA,  +¢,,
i=1 i=1
p
ACBLSE, = f5,+Y ¢,ALATA,_+
i=1
(20)

P P
+> A, AROA,_ + Y a,ATLTD, , +
i=1 i=1

p P
+> 0, ATNT,_ + 0,AEATA,  +&,.

i=1 i=1

The short-run model coefficients are usually con-
stants that explain the underlying forces of the
model and highlight meeting point of the model
at 0. This indicates that the re-parameterization of
errors generated at a specific period is corrected in
a subsequent period, while the long-run associa-
tion tests will be inconclusive where F statistic lies
between the upper and lower bounds.

3. RESULTS AND EMPIRICAL
ANALYSIS

3.1. Data description and estimation
methods

The study used annual time series data capturing
the domestic and global financial crisis, including
several periods of structural reforms in Nigeria.
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Table 2. List of variables and descriptive statistics

Source: Authors’ computation (2020).

Variables Mean Std. dev. : Max. : Min. Median
LCBLSE { 1023530 0.674324 {0 1140952 9.282464 10.26995
GOPPC ... 1780077 3689517 . 1245747 . 4457078 2.222482
LATA i, Q115593 0040467 00177879 i ....0029778 . 0.115593
EATA 0.102399 0.031513 0.189361 0.055657 0.102399
ROA ... 002821 0024850 . 0084215 . 0022192 0.018391
TLTD 0.226366 0.256830 0.980000 0.109000 0.226366
lees 7682186 . 1931792 1012354 | 4062561 7.626611
OND ....1678277 5360881 . 2515527 . 9151674 15.11082
TNTL 17.75143 4.405631 24.05000 10.76000 18.33000

Table 2 represents the descriptive statistics of the
variables. Banks’ loans to small-scale enterprises
had an average growth rate of 10.24%, while the
average rate of growth of GDP per capita was 1.8%.
The mean of total non-performing loans to total
gross loans and financial deepening indicate a
double-digit value - 17.78% and 16.8, which por-
tray the linkage between bank stability and fund-
ing SDGs. The mean of credit to private sector is
7.7, while the mean values of external assets to
total assets, return of assets, liquid assets to total
assets and total loans to total deposits are 0.10%,
0.02%, 0.12% and 0.23%, respectively. These values
are low, compared to the mean value of commer-

cial banks’ loans to small-scale enterprises. This
indicates that banks’ stability must be consistently
sustainable in order to provide funds needed for
the SDGs.

Figure 2 depicts the annual trend data of LCBLSE
and GDPPC, which are indicators of SDGs, and
FND, LATA, TLTD, TNTL, LCPS, ROA and
EATA, which are indicators of the banking system
stability. The graphs show that the trends depict
various patterns. This shows that the rate at which
sustainable development was being financed can-
not be said to be consistent. This trend analysis re-
vealed a high level of variation of Nigeria’s bank-

Source: Authors’ computation (2020).
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Table 3. Correlation matrix
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Source: Authors’ compilation (2020).

Variables LCBLSE GDPPC EATA LATA ROA FND LCPS TLTD TNTL
LCBLSE 1.0000 - ; - ; - - - - - -
GDPPC_ 03177 10000 . - - - - - -
EATA o ..i...05176 i 03090

TLTD

ing stability during the post global financial crisis
of 2009 that resulted in the failure and liquidation
of some Nigerian banks. The graphs show that the
variation continued throughout the study period.

Table 3 shows the correlation analysis of the vari-
ables used to check the likelihood of the existence
of multicollinearity in the ARDL result. The corre-
lation coefficients result of the indicators of SDGs
are in agreement with the a priori expectation.

Table 4 depicts the unit root test. The result shows
that commercial banks’ loans to small enterpris-
es, gross domestic product per capita, liquid assets
to total assets, total non-performing loans to to-
tal gross loans and external assets to total assets
seem not to reject the null hypothesis “no station-
ary” at levels, whereas return on assets and total
loans to total deposits were stationary at levels 1(0).
However, after numerous re-statements on differ-
encing and the length of lag, the series were seen

to have finally rejected the null hypothesis at first
difference I(I). This implies that the first differ-
ence of the series is mean reverting and stationary.
Hence, commercial banks’ loans to small scale en-
terprises, gross domestic product per capita, lig-
uid assets to total assets, financial deepening, total
non-performing loans to total gross Loans, Credit
to Private Sector and external assets to total as-
sets are integrated of order I(I). Thus, this argu-
ment stimulates the co-integration test to evaluate
whether or not the linear grouping of the consid-
ered stability and SDGs indicators yields any sta-
tionary residual.

Table 5 shows the order of the ARDL models I &
IT selected by AIC for the co-integration test. The
results indicate that computed F-statistics for both
models are higher than the upper bound critical
values. Thus, the null hypotheses of no co-integra-
tion at the 5% significance level is rejected. This
supports the idea of a stable and unique long-run

Table 4. ADF unit root tests for the variables at levels and first differences

Source: Authors’ compilation.

Test Critical Test Critical Order of
. . Remark . Remark . X

Variables statistics value statistics value integration

At level At first difference
LCBLSE 13945 29762 Nonstationary .  4.5502* .  2.9810* : stationary

3.5875%* Non stationary 3.8985* 2.9862 Stationary

29762 Nonstationary - 40632" 29810 Stationary _

2.9810 Non stationary 9.1494 2.9810 Stationary

440967 Stationary . NA NA o NAL

2.9763 Non stationary : 4.5502 2.9810 Stationary

2.9762 Non stationary 4.4900 1.9544 Stationary

3.9638%  Stationary . NA NA . NAL

2.9980 ¢ Non stationary : 1.9556 6.9017* ¢ Stationary

Note: ** and * mean significance at 5%.
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Table 5. ARDL bounds test result for co-integration relationship

Source: Authors’ computation (2020).

Dependent variables/model

Functions F-statistics

MODEL | ARDL (1, 2, 2, 0, 1)

76.94155%*

MODEL Il ARDL (2, 2, 2, 2, 2)

46.33162**

Significance level

Model Il — Critical bound values

5%

2.32 : 3.5

Note: *** ** and * depict rejection of null hypothesis at 1%, 5

relationship between banking stability and SDGs
funding. This long-run link is in tandem with the
findings of Gangi et al. (2019), Ziolo et al. (2018)
and Bordon and Schmitz (2015) who reported a
long-run link between banking stability and fund-
ing SDGs.

4. DISCUSSION

Tables 6, 7 and 8 present the long-run appraisal,
the short-run analysis, and the diagnostic and sta-
bility tests. Table 6 reveals in model I that external
assets to total assets, financial deepening, credit
to private sector and total non-performing loans
to total gross loans have a positive and significant
impact on the SDG 8 funding in Nigeria at the 5%
critical level. Whereas liquid assets to total assets
(proxy for SDG 9), return on assets and liquid as-
sets to total assets bore a negative but significant
influence at a 5% critical level. Similarly, model II
shows that external assets to total assets, liquid as-
sets to total assets and credit to private sector have
a positive and significant impact on SDG funding
at 0.1 and 0.05. Credit to private sector, ROA, lig-
uid assets to total assets and total non-perform-
ing loans to total gross loans have a negative and

Table 6. Long-run tests: Model | and Il

% and 10% significance levels, respectively.

significant influence on SDG funding at 0.1 and
0.05 confidence levels. Largely, this shows that
10% change in external assets to total assets, fi-
nancial deepening, credit to private sector and
total non-performing loans to total gross loans
can positively increase SDG funding by 162.13%,
0.28%, 0.86% and 0.20%, respectively. For model
II, a 10% change in external assets to total assets,
liquid assets to total assets and credit to private
sector will positively improve SDGs funding by
24.12%, 9.63% and 0.31%, respectively. This result
is in line with Bordon and Schmitz (2015), Sadiq
and Mushtaq (2015) and Pisano et al. (2012) that
banking stability is a key factor that can drive sus-
tainable development funding in an economy.

The direct relationship of liquid assets to total
assets, return on assets and liquid assets to total
assets is an indicator of banking stability, which
turned out to be negative and significant for mod-
el I. In model II, return on assets, credit to pri-
vate sector, liquid assets to total assets and total
non-performing loans to total gross loans have a
negative significant relationship with SDGs fund-
ing. The effect is that Nigeria’s banking system
requires a huge variety of sustainable products
and a market for diversification and expansion of

Source: Authors’ computation (2020).

Variables MODELI MODEL 11

Regressors Coefficient t-statistics Prob. Coefficient t-statistics Prob.
EATA 162.1331 94.9392 0.0001 241177 21.6842 0.0021
. B S B T B e B
e B e B e
b 0864211733700072 031457135700191
ROA 1309991 352487 00008 248112 | -125584 . 00063
B B T T T
S e e e
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Table 7. Short-run tests: Model | and Il
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Source: Authors’ computation (2020).

MODELI MODEL 11
Variables e - . -
Coefficient t-statistics Prob. Coefficient t-statistics Prob.
C 0.934424 0.274391 0.0000 1.066633 0.572049 10,0004
D(EATA) 30.92438
D(FND) —0.38693;1 """
D(LATA(-1)) —45.1061::
D(LCPS) 2.582977
D(ROA) 2881657 | 1451080 01180 239.5842
D(TLTD) —2.087904 14.47029
D(TNTL) ~0106778 0037904 | 00480 .  -0.02
M) “o76053
R? C 0743322
Adjusted R © 0697312
Log likelihood 49.6116§ """" Durbin-Watson stat. 2.0218 Log likelihood 51.21157 2332155 .

businesses in order to remain stable to fund the
SDGs. In addition, the positive influence of FND
and LCPS shows that there is a need for enabling
business and operating environments that propels
business development and growth to aid enhance-
ment of Nigeria’s banking stability. Thus, there is
a need to drive business strategies that foster an
efficient business environment that will boost the
SDG agenda in Nigeria.

The short-run dynamics estimations in Table 7
shows both negative and positive associations
between the lags of the regressors. The coeffi-
cient values for the ECM(-1) for both models in-
fer that the result is in conformity with expec-
tation, since it is negative and significant. The
values -0.76053 and -0.793910 suggest that the
speed of adjustment towards long-run equilib-
rium for both models are 76% and 79%, respec-
tively. This means that about 76% divergence, due
to the equilibrium error in the previous year, is
corrected in the next period for model I, while in

model II, about 79% divergence due to the equi-
librium error in the previous year is corrected in
the next period. Hence, it can be established that
error correction towards the long-run dynamic
for both models is quick. Similarly, R*values of
0.743322 and 0.68289 imply that each model is a
good fit as over 74% and 68% variations in SDGs
funding is explained by the explanatory varia-
bles in model I, while 68% of variations in SDG
funding is explained by the explanatory varia-
bles in models I and II. Even where the effects
of the insignificant estimators are removed, the
adjusted R? values 0.697312 and 0.657312 suggest
that both models are still very good. The results
also show that the ECM model is not spurious
because the intercept values of 0.934424 and
1.066633 are lesser than the Durbin-Watson val-
ues of 2.021890 and 2.332155 for the models.

Table 8 and Figure 3 present the results of the sta-
bility and diagnostic tests. The estimated models
passed all the diagnostic tests, which indicate that

Table 8. Diagnostic and stability tests for models | and I

Source: Authors’ computation (2020).

Test statistics

Dependent variables

Serial correlation

| : 1]
0.699115 (0.739401) E 0.293395 (0.983087)

"""""""" 0.524658 (0.769258)

Heteroskedasticity Breusch-Pagan-Godfrey 2.472177 (0.0568) 0.913114 (0.5768)
CUSUM. . e . L Stable .. Stable, .
cusumaQ e Stable Stablgu """"
ECM (-) —0.0794 (0.3568)** —0.3501 (0.2108)**

Note: The probability values for the diagnostic and stability tests are in parentheses.
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Source: Authors’ computation (2020).

2010 2011 2012 2013 2014 2015 2018 2017 2018 2019

[— cusUMaiSqures - 5% Safcace

Figure 3. CUSUM and CUSUM of Squares Stability Tests — Model | and Il

the error terms have similar variance and that sults fall within the critical bounds at the 5% sig-
they are uncorrelated and normally distributed. nificance level, which means that all parameters
Cumulative sum of squares and cumulative re- are stable over study periods.

CONCLUSION AND RECOMMENDATIONS

This paper aims to examine the ability of banks to finance key SDG areas, especially SDG 8 and 9, while

maintaining the required stability. Proxies for the SDGs were credit to the private sector, loans to small

businesses (for SDG 8), while total loans to total deposits were proxied for SDG9. An analysis was conduct-
ed using panel data for 1992 to 2019. The study employed a composite index derived from a standardized

process and a weighted mean of three indices, including a sub-index of economic climate, banking sound-
ness and bank vulnerability to externalities for banking system stability indicators. In addition, the panel

data with two different models were analyzed using the Autoregressive Distributed Lag (ARDL). Several

diagnostic and stability tests were used to confirm the results. The test results show that the banking sys-
tem can contribute to the SDG funding with banking system stability achieved and sustained. Although,
the effects of return on assets on its own seems not to have enhanced sustainable development funding, the

extent of responsiveness of sustainable development to the variants of ROA for both models seems to be

inelastic. This implies that a proportionate variation or change in Nigeria’s banking system stability would

lead to a more or additional proportionate change in financing SDGs. The tests revealed that banking sys-
tem stability has a significant and positive link with financing SDGs. This suggests that as banking system

stability improves in Nigeria, it will enhance the capacity of the banking system generally to successfully
finance SDGs throughout the estimated period. Thus, the degree of bank soundness and the consistent
long-term stability are important contributing factors to successful funding of SDGs in Nigeria. Based on

the results of the estimation, this study concludes that banking system stability in Nigeria can enhance

the funding of the SDGs and still be stable for the performance of its total intermediation functions in the

economy. A novelty of these results is that despite its seeming fragility, banks can sustainably fund SDGs

8 and 9 if it can take care of non-performing loans.

This study recommends the following: First, the banking system has to actively pursue opportunities for
more innovative products allowing the bank to actually create a blended or mixed value return, which
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consists of both financial and social returns through proactive search for new ways of financing and sus-
tainable investment opportunities. Second, it should develop strategies that will allow their core bank-
ing business to be incorporated with impact investment strategies. Third, it should create organizational
diversity shifting to portfolios with greater proportions of equity-based financing. This is to allow more
businesses to benefit from banks’ finance. This will improve and accelerate economic growth that can
improve the living standards of citizens. The CBN in conjunction with the NDIC, Bankers Committee
and other organizations, should create a regulatory framework that will facilitate the rapid consolida-
tion of the banking system to successfully fulfill its role in financing the SDGs.
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