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TREASURY SINGLE ACCOUNT AND FINANCIAL
INTERMEDIATION IN NIGERIA
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Abstract In the wake of dissenting views on the import of the implementation of the Treasury Single
Account (TSA) in Nigeria, the researchers consider it wise to empirically examine the impact of
TSA on funds availability for lending to the economy. The research is meant to evaluate and
predict what Nigeria should expect in the era of TSA using existing data. Annual financial data of
secondary origin, obtained from Central Bank of Nigeria Statistical Bulletin spanning 1975 and
2015 are used in the study. Financial intermediation is represented by Total Credit to the econo-
my (as explained variable) while Total Credit to Private Sector (TCPS), Total Federal Government
Revenue (TFREV), Deposit Interest Rate (DPRT), Prime Lending Rate (PLR), Cash Reserve Require-
ment (CRR) and Liquidity ratio (LIQR) are explanatory variables. TFREV is a direct representation
of TSA in the model. The data are analysed using Ordinary Least Square technique of multiple
regression. The results clearly show that TFREV assumes a positive and statistically non-
significant relationship with TCR. TCPS and DPRT also exhibit a positive relationship with TCR.
PLR, CRR and LIQR exhibit negative relationship with TCR, all in line with the expectations of the
study. Consequently, the researchers recommend that since government revenues support
banks’ lending and increase their liquidity, movement of these funds from commercial banks will
exert negative impact on bank liquidity and their ability to grant loans and subsequently height-
ens the lending rate; therefore, a distributed or liberal form of TSA model should be adopted for
the safety of our banking industry.
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INTRODUCTION

The ability of commercial banks (DMBs) to create
money or credit depends to a large extent on the
amount of funds at their disposal. The amount of funds
at their disposal is a function of how much has been
mobilised, mopped up, received or collected from the
depositors (surplus units). This process is called indirect
finance and because it requires some form of interme-
diaries to smoothen the process, it is therefore called
financial intermediation. Financial intermediation has
to do with the movement or transfer of funds from
surplus economic units which may comprise individu-
als, firms, and government agencies to the deficit eco-
nomic units which may also comprise individuals, firms,
and government agencies of the economy for invest-
ment and production which would enhance the pro-
ductive capacity and overall output and employment.
Financial intermediation is a major role of the “financial
system”, which, according to Ekezie (2006) involves the
coming together of financial institutions and agents
and the specification of rules and regulations that will
enable approved regulators to regulate interactions
between and among the institutions and the rest of the
world in order to foster economic growth and develop-
ment of a nation. Financial intermediation has two
sides — the supply side and the demand side. The sup-
ply side which is known as the surplus economic units
are the creditors who provide the needed funds and
the demand side also known as the deficit economic
units are the borrowers who require the funds for pro-
ductive and investment purposes.

The amount of funds that can be mobilised from
the surplus economic units depends on some economic
factors that are of interest to both the depositor and
the financial intermediaries/institutions (FIs) and also
the amount of funds that can be given out by the Fls to
the deficit economic units is a function of the monetary
policies of the country involved. The suppliers of funds
get returns on the funds in the form of interest
(deposit) rate and the users of funds pay some cost
(interest) to obtain it from the financial intermediaries.
Olowe (1998) affirms that interest is the payment made
for the use of money. The difference between what the
intermediaries collect from the users of funds and what
they (the intermediaries) pay to the suppliers of funds
is called the spread. The requirements of the creditors
and that of the borrowers from the Fls are always at
variance. The creditors require high rate of return and
short term investment whereas the borrowers require
low cost of funds to enable them run a profitable busi-
ness, and for the long term. These opposing anticipa-
tions require the Fls to be deft in handling their re-
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quests and harmonising their interests while ensuring
a reasonable return.

Banks bridge the gap between the needs of lenders
and borrowers by performing a transformation func-
tion. These functions include: size transformation; ma-
turity transformation; and risk transformation (Casu,
Girardone & Molyneux, 2006). According to Kashyap et
al., (2002) as cited in CBN (2013), deposit-taking and
lending by banks are closely related and both activities
share similar transaction costs and are meant to reflect
the liquidity transformation function of banks. In Nige-
ria, financial intermediation is the responsibility of li-
censed financial institutions and financial markets with
regulators appointed to oversee the operations and
enforce compliance with the enabling laws. The finan-
cial institutions include banks and non-bank financial
institutions. While banks provide funds for short term
use, financial markets provide both short term (money
market) and long term funds.

This study was motivated by the policy of the Fed-
eral Government of Nigeria directing all Ministries, De-
partments and Agencies (MDAs) to close all their reve-
nue accounts with deposit money banks and rather be
lodging all their revenues in a single account domiciled
with the Central Bank of Nigeria (CBN). This idea of
accounting is known as Treasury Single Account (TSA).
According to the CBN (2016), the Treasury Single Ac-
count (TSA) initiative is the operation of a unified struc-
ture of Government Bank Accounts, in a single account
or a set of linked accounts for all government payments
and receipts. The TSA is primarily designed to bring all
government funds in bank accounts within the effective
control and operational purview of the Treasury, in
order to: enthrone centralised, transparent and ac-
countable revenue management; facilitate effective
cash management; ensure cash availability; promote
efficient management of domestic borrowing at mini-
mal cost; allow optimal investment of idle cash; block
loopholes in revenue management; establish an effi-
cient disbursement and collection mechanism for gov-
ernment funds; improve liquidity reserve; and elimi-
nate operational inefficiency and costs associated with
maintaining multiple accounts across multiple financial
institutions.

This laudable policy is fraught with some unintend-
ed downsides. Key to this paper is the aspect of finan-
cial intermediation that is being influenced by this poli-
cy. Moving MDAs’ deposits from DMBs to CBN tends to
bring about the following intermediation issues;

1) Reduction in liquidity in the banking system,

2) Pressure on the interest rate,
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3) Limited credit to the economy,

4) Negative impact on the economy;
5) Surge in money market rates;

6) Loss of jobs in banks;

7) Re-recapitalisation of banks;

8) High Federal Government’s (FG) debt profile;
and

9) High cost of government debt due to poor cash
management, among others.

In line with the seeming challenges of TSA high-
lighted above, the researchers intend to appraise the
impact of Federal Government revenue on financial
intermediation in Nigeria in order to project how
banks’ intermediation will suffer or succeed in the ab-
sence of Federal government funds. The appraisal will
cover the period between 1975 and 2015.

This study is organised in five sections. Section one
which is the introduction encompasses the background
to the study. Section two deals with the review of relat-
ed literature which includes conceptual, theoretical and
empirical literature. In section three, the researchers
discuss the methodology applied in the study. In sec-
tion four, results of data analysed are presented and
discussed while section five shows the conclusion
where recommendations are also made.

BACKGROUND TO THE
SINGLE ACCOUNT IN NIGERIA

TREASURY

The Federal Government of Nigeria (FGN) com-
menced the first phase of the implementation of the
TSA in January 2012 as part of the Economic Reforms
and Governance Project (ERGP), the impact of which
was not felt by banks as the mandatory remittance of
inflows to CBN was not enforced. Originally, the TSA
was intended to ensure the optimum use of cash re-
sources and to reduce government borrowing. The first
phase started with the payment element which ena-
bled selected Ministries, Departments and Agencies
(MDAs) to draw payments from single account or desig-
nated accounts with the CBN. The full implementation
of the TSA, which brought in the e-collection segment
of the scheme took place in September 2015 (CBN,
2016).

Under the scheme, all FGN Public sector funds
were remitted to CBN, with the exception of the Na-
tional Assembly and Judiciary that belong to different

Financial Internet Quarterly 2021, vol. 17 / no. 3

arms of Government. The TSA forms part of the gov-
ernment's public financial management reform pro-
gramme, through which harmonization of over 5,000
multiple Federal Government (FG) accounts across CBN
Branches and DMBs were harmonized into a single ac-
count with the bank, known as the Consolidated Reve-
nue Fund (CRF) and connected accounts (CBN, 2016).
To the best of my knowledge as an ex-banker, these
5,000 accounts were attached to about 5,000 employ-
ees of the various banks involved, as the accounts were
harmonised, certainly their major source of deposits
vanished, and their jobs put on the line.

The Bank (CBN) collaborated with the Office of the
Accountant General of the Federation (OAGF) to ensure
that all outstanding MDAs were migrated to TSA, which
became fully operational by September 15, 2015 and to
continue in the 2016/2017 period.

TSA was expected to bring about the following
benefits:

1) Effective implementation of monetary policies,
as government funds are consolidated with the CBN,
which eliminates DMBs float, Monetary, Credit, Foreign
Trade and Exchange Guidelines for Fiscal Years
2016/2017 and consequently reduces costs of liquidity
management,

2) Promote transparency and accountability and
block leakages in the management of public finance,

3) Elimination/reduction of FG access to Ways and
Means Advances which involves printing of high pow-
ered money with its attendant inflationary impacts,

4) Facilitation of an efficient payments mechanism,
which in turn supports the development and moderni-
zation of the payments system,

5) Minimization of volume and cost of borrowing,
as all idle funds are consolidated by the government.
For instance, the FG borrows from the capital market
and incurs costs, despite huge idle credit balances on
MDA capital accounts,

6) Make revenue available to FG to utilize for eco-
nomic development and growth,

7) Ensuring availability of cash to meet obligations,

8) Provide real time information on government
cash resources on a consolidated basis and assist in
reliable cash flow forecast,

9) Improvement in operational controls during
budget execution, as information about cash resources
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is readily available,

10) Minimization of float in the system by ensuring
that idle funds were utilized,

11) Reduction on banks' fees and charges (CBN,
2016).

MODELS OF
ACCOUNT

TREASURY SINGLE

As part of the essential requirements of TSA, there
are two TSA models:

A situation where the main account and associated
ledger sub-accounts (where they exist) are to be main-
tained in a single banking institution OR,

A situation where the main TSA is maintained in
a single banking institution and associated zero balance
ledger sub-accounts (ZBAs) (where they exist) are
maintained in other institutions from where balances
are swept daily to the main TSA in CBN or the appoint-
ed main TSA hosting financial institution (CBN, 2016).

In other words, although there are several variants
of the TSA structure, they can be broadly grouped into
two categories: centralized and distributed TSA archi-
tectures. The TSA systems established in most coun-
tries fall somewhere in between these two models and
involve various types of bank accounts.

A purely centralized arrangement is one in which
all revenue and expenditure transactions of the govern-
ment pass through a single account generally main-
tained with the central bank,

At the other extreme, a TSA could be virtually oper-
ational even though line agencies - down to the lowest
level in the organizational hierarchy - are allowed to
retain separate transaction accounts in the banking
system. However, in the latter case, balances in all
transaction accounts should be swept into the TSA
main account periodically (Pattanayak & Fainboim,
2010).

TREASURY SINGLE ACCOUNT COVERAGE

Delineating the boundary of a TSA is an important
issue and needs to be carefully considered in light of
each country’s institutional and legal/regulatory frame-
work. In defined circumstances, there could be a case
for maintaining some bank accounts that cannot be
fully integrated into the TSA. For example, there are
situations where geographical factors or the non-
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availability of banking facilities preclude the use of
a TSA. At a minimum, the TSA should cover all central
government entities and their transactions. These in-
clude accounts managed by social security funds and
other trust funds, extra-budgetary funds (EBFs), and
autonomous government entities, and loans from the
multilateral institutions and donor aid resources. A TSA
could also be extended, in theory at least, to include
sub-national levels of government and other public
institutions through the use of correspondent accounts
(Pattanayak, 2010).

REVIEW OF RELATED LITERATURE

In this section of the study, the researchers consid-
ered and reviewed literature in the area of Treasury
Single Account (TSA) and financial intermediation in the
Nigerian economy. In making credit available, banks are
rendering a great social service, because through their
action production is increased, capital investments are
expanded and a higher standard of living is realized
(Adekanye, 1986).

It was reported by Odunsi (2017) that the Account-
ant General of the Federation, Mr. Ahmed Idris, said
that the Federal Government has recorded over N7
trillion in the Treasury Single Account (TSA) within six
months of its operation. For the researchers, this state-
ment implies that the above sum has been reduced
from the funds available for lending to private sector
and other borrowers for economic growth. That is why
the benefits so highlighted are to the government (the
public sector) and not to the private or core private
sector. These gains that accrue to government become
the pains that the private sector is passing through.
This policy appears to be government centred and
hence, tends to limit financial intermediation. Accord-
ing to CBN (2015) while analysing financial/banking
system developments in its 2015 annual report, “the
banking system's capacity to finance the economy rose
slightly, with the aggregate credit to GDP ratio at 22.7
per cent from the 21.4 per cent in 2014. However, the
ratio of private sector credit to GDP fell slightly to 19.7
per cent from 20.1 per cent in 2014, signifying substan-
tial growth of net claims on government, which crowd-
ed out credit to the private sector.” This is not suffi-
cient to conclude just after three months into the TSA
era but provides a useful insight to support the anxiety
nursed by the researchers as the bane of this era if con-
scious effort(s) are not made to checkmate it.

Meanwhile, some analysts feared that the TSA poli-
cy could lead to another round of bank failure as the
policy is capable of posing serious cash crunch and li-
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quidity challenges to the banking sector (Imandojemu,
2016). According to Okwe et al., (2015) the implemen-
tation of TSA affected the liquidity level in the banking
system, creating a surge in money market rates as
banks scrambled for funds to stabilise their liquidity
positions. Besides, the Nigerian banking industry on an
aggregate basis would be affected in terms of deposits
and funding cost structure.

Adegbite (2015) posited that the TSA is a master-
stroke policy which is more than simply closing down
accounts. It is the most potent anticorruption weapon
by any government, given that it is a two-edged sword
that would checkmate corruption in government and
also a brilliant policy that will help sanitise the banking
sector. Soludo (2015) stated that TSA is a great initia-
tive; but that the past should not be followed by allow-
ing government funds to be redundant in the Central
Bank and that for an economy like Nigeria, that is des-
perately in need of stimulation, pilling up idle cash bal-
ance at the CBN does not constitute sound economics.

Eme, Chukwurah and lheanacho (2015) posit that
the order on TSA, which came into effect on August 11,
2015marks the beginning of unified accounting by
MDAs for both government revenues and expenditures
and that the situation that existed before now was
clearly against the requirements of the Nigerian Consti-
tution as contained in Sections 80 and 162, hence,
a flagrant breach of the constitution. They expressed
satisfaction that the disrespect for the Constitution
would now be history. As Yusuf (2015) puts it, “Bank
treasurers complained that the implementation would
adversely affect liquidity in the banking system and end
up putting pressure on interest rates and availability of
credit to the economy”.

FINANCIAL
NIGERIA

INTERMEDIATION IN

In the majority of instances, financial intermedia-
tion is meant to engender economic growth and devel-
opment in any economy. That is why an efficient and
robust financial system is a precondition, else, we talk
about direct finance — where there are no intermediar-
ies and the parties depend on luck and chance to recov-
er their funds/monies. It is against this backdrop that
financial intermediation was introduced to take care of
the risks inherent in direct finance, though, at a cost.
The vehicles of financial intermediation are financial
intermediaries (Fls) and financial markets. It is through
the mechanism of (FIs) and financial markets that funds
are transferred and allocated to the most productive
opportunities of the economy.
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Sheriff and Amoako (2014) posit that the supply of
loanable funds is largely determined by the total vol-
ume of deposits mobilized by the banking sector and
that increase in the supply of funds should reduce lend-
ing rates. According to Yakubu (2014), available litera-
ture reveals that there is a general agreement that
banks intermediation brings about economic growth
and that the role extends to other sectors of the econo-
my including agriculture, manufacturing and other pro-
ductive sectors.

THEORETICAL
LITERATURE

AND EMPIRICAL

In this sub-section of the paper, theories of finan-
cial intermediation and work done by other researchers
on financial intermediation, TSA and other related top-
ics will be reviewed.

CBN (2013) posited that a number of theories ex-
plain the role of financial intermediation. These theo-
ries include the theories of asymmetric (imperfect)
information and agency, all of which lead to market
imperfections and thus transaction costs. The rationale
for the existence of intermediaries such as banks is that
they can reduce information and transaction costs that
arise from information asymmetry between lenders
and borrowers. The modern theory of financial inter-
mediation is hinged on two arguments namely; inter-
mediaries’ (such as banks) ability to provide liquidity
and their ability to transform the risk characteristics of
assets. Thus, banks for example are able to act as coali-
tions of depositors that provide households with insur-
ance against idiosyncratic shocks that adversely affect
their liquidity positions (Diamond & Dybvig, 1983). The
agency argument for the role of intermediaries’ activi-
ties is in the creation of value arising from the qualita-
tive asset transformation; in a situation where the sup-
ply and demand for credit for example, cannot be fully
met in the market.”

The existence of financial intermediation can be
explained by five theories. The theories relate to: dele-
gated monitoring; information production; liquidity
transformation; consumption smoothening; and the
role of banks as a commitment mechanism (Casu,
2006). In this paper, the theories of asymmetric infor-
mation, delegated monitoring, liquidity transformation,
agency and commitment mechanism are relevant.

Mauraina (2018) investigated the effect of TSA on
Deposit Money Banks’(DMBs) liquidity performance in
Nigeria. Correlational research design was adopted in
the analysis of data collected from the CBN Statistical
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Bulletin between 2012 and 2017 in order to test pre
and post implementation periods of the TSA. They used
DMB liquidity ratio as the dependent variable while
Federal Government’s Deposits (FGD) at the DMBs was
used as independent variable. Findings from the study
showed that FGD had a positive and significant effect
on DMBs’ liquidity position in the Pre-TSA era but
a negative and significant effect on DMBs’ liquidity per-
formance in the Post-TSA era. They recommended
a hybrid TSA model in order to boost the DMBs’ liquidi-
ty position in the country.

Ivungu et al., (2020) in their examination of the
effect of TSA on corruption in the Nigerian public sector
so as to assess how TSA impacted the Corruption Per-
ception Index (CPI) in Nigeria, used data obtained from
Transparency International for the period 2012 to 2014
(pre —TSA adoption) and 2016 to 2016 (post-TSA adop-
tion) with data of 2015 as the base year in their analy-
sis. Findings from the study revealed that there is no
significant difference in the mean of corruption percep-
tion index (CPI) before and after TSA adoption in Nige-
ria. Their conclusion is that TSA has not significantly
reduced corruption in the Nigerian public sector.

The assessment of the implementation effect of
TSA on the economy of Nigeria: The perspective of
Banking Sector by llori et al., (2019) using a descriptive
approach, revealing that TSA has led to a drastic reduc-
tion in corrupt practices and monetary misappropria-
tion. Echekoba et al., (2020) assessed the effect of TSA
in Nigerian Banks’ performance using an ex post facto
research design. They regressed federal government
deposit on credit to the private sector and found that
federal government deposit has significant influence on
credit to the private sector.

Imandojemu (2016) examined the nexus between
the full implementation of the Treasury Single Account
(TSA) system and economic emancipation in Nigeria.
They used data sourced from the CBN Statistical Bulle-
tin employing an explorative analysis method. Findings
indicated that the full implementation of TSA is capable
of rejuvenating the drive for economic emancipation in
Nigeria. The researcher recommended policy reforms
to serve as an operational framework for the full imple-
mentation of TSA, being one of the pre-conditions of
optimal resource utilization and economic autarky.

Bakare, Isaac and Samuel (2015) examined the ex-
tent to which banks’ credit affects economic growth in
Nigeria. They used secondary data obtained from the
Central Bank of Nigeria statistical bulletin for a period
of 24 years from 1990 to 2013. Variables used in the
study were Gross Domestic Product as proxy for eco-
nomic growth while inflation rate, credit to the private

Financial Internet Quarterly 2021, vol. 17 / no. 3

sector and credit to the public sector were independ-
ent variables. All variables used were stationary at first
difference. The result showed that the lagged value of
credit to the public sector relates positively thought in
a non-significant manner with GDP and the lagged val-
ue of credit to the private sector is positively and sig-
nificantly influencing economic growth in Nigeria.
Meanwhile, lagged value of inflation shows a negative
and significant relationship with economic growth. The
recommendation was that to stem the rate of misap-
propriation of government funds by public officers,
government should ensure that auditing of their finan-
cial statement is done as and when due.

Yakubu (2014) in their assessment of the impact of
commercial banks credit on economic growth in Nigeria
using data covering the period ranging from 1992 to
2012, used commercial bank credit to the private sec-
tor of the economy to estimate its impact on Nigeria’s
economic growth. Ordinary Least Square regression
technique was adopted in analysing the data. The re-
sult showed that commercial bank credit has significant
effect on economic growth in Nigeria. In line with the
results obtained, it was recommended that banks
should enhance and sustain their credit culture while
effort should be intensified to have a comprehensive
legal framework that will continue to assist in monitor-
ing the performance of credit to the private sector and
guarantee recovery of delinquent loans. Sharing of in-
formation on bad debts would prevent other banks
from being a victim to the same debtor customer.

Ekpenyong and Acha (2011) investigated the role
of banks in economic growth. Bank deposits and bank
credit to the private sector were used as independent
variables to represent financial intermediation and real
gross domestic product (RGDP) represented economic
growth. Regression results revealed bank intermedia-
tion function contributes to economic growth in Nige-
ria. It was recommended that banks should expand
credit to the private sector.

Anthony (2012) investigated the determinants of
bank savings in Nigeria and its impact on Nigeria’s eco-
nomic growth from 1970 - 2006. Distributed Lag-Error
Correction Model (DL-ECM) and Distributed Model
were adopted. Results revealed that Interest Rate
Spread (IRS), GDP per capita (PCY), Financial Deepening
(FSD) exhibit a positive relationship with private do-
mestic savings and that private domestic deposit nega-
tively relate with Real Interest Rate (RIR) and Inflation
Rate (INFR). The researcher recommended that govern-
ment should intensify efforts to reduce unemployment
and consequently improve per capita income in the
economy.
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Bassett et al., (2013) posited that identifying mac-
roeconomic effects of credit shocks is difficult because
many of the same factors that influence the supply of
loans also affect the demand for credit. Using bank-
level responses to the Federal Reserve’s Loan Officer
Opinion Survey, they constructed a new credit supply
indicator: changes in lending standards, adjusted for
the macroeconomic and bank-specific factors that also
affect loan demand. Tightening shocks to this credit
supply indicator led to a substantial decline in output
and the capacity of businesses and households to bor-
row from banks, as well as widening of credit spreads
and an easing of monetary policy.

Ogiriki and Andabai (2014) examined the relation-
ship between financial intermediation and economic
growth. Using secondary data obtained from the Na-
tional Bureau of Statistics and CBN Statistical Bulletin
for the period spanning 1988 and 2013. Vector Error
Correction Model technique was employed. Unit root
test was conducted and the result implied the absence
of unit roots among the variables. The existence of long
-run equilibrium relationship between economic
growth and financial intermediation was confirmed and
the speed of adjustment required to catch up with long
run equilibrium was established. Proper regulation and
control of the activities of financial intermediaries as
a panacea for a sound financial system was recom-
mended. Also, banks should not be allowed to possess
excess liquidity in order not to trigger inflationary
tendencies in the economy.

Eriemo (2014) investigated the macroeconomic
determinants of bank deposits in Nigeria. Analysis of
the effects of macroeconomic indicators on the perfor-
mance of banks as regard deposit mobilization and its
determinants was done. Data spanning the period be-
tween 1980 and 2010 were used in the study. The par-
simonious Error Correction Mechanism result revealed
that the variables selected (bank branches, bank invest-
ment, the general price level and interest rate) greatly
influenced the level of bank deposits in Nigeria. The
Johansen cointegration test and Vector Error Correc-
tion Mechanism indicated a long run relationship
among the variables and satisfactory speed of adjust-
ment of short run disequilibrium. In an attempt to im-
prove the deposits of banks the influences of the varia-
bles chose for the study should be considered.

METHODOLOGY

This is a predictive research aimed at using govern-
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the era of TSA in Nigeria. In this segment of the paper,
the researchers describe the processes that are used in
data collection and model specification among other
major highlights.

Secondary data research design which is also
known as ex post facto design is used in the study. An-
nual financial data spanning 1975 and 2015 and ob-
tained from CBN Statistical Bulletin of various years are
used. Ordinary Least Square (OLS) technique of multi-
ple regression was used in analysing the data using
econometric statistical software called Eviews.

In order to ease analysis of the data obtained for
the study and capture all the selected variables, we
specified our model taking into consideration the theo-
ry of asymmetric information which leads to transac-
tion costs. Financial intermediation is represented by
Total credits to the Economy (TCR) while Total Credit to
Private Sector (TCPS), Total Federal Government Reve-
nue (TFREV), Deposit Interest Rate (DPRT), Prime Lend-
ing Rate (PLR), Cash Reserve Requirement (CRR) and
Liquidity Ratio (LIQR) are explanatory variables. DPRT
and PLR represent costs of financial intermediation to
depositors and borrowers respectively. TFREV is a di-
rect representation of TSA in the model, bearing in
mind that TSA represents Federal government revenue
for the period of the study, now moved to CBN.

The functional representation of the model is as
follows:

TCR =f (TCPS, TFREV, DPRT, PLR, CRR, LIQR)

Where
TCR = Total Credits to the Economy

TCPS = Total Credit to Private Sector

TFREV = Total Federal Government Revenue
DPRT = Deposit Interest Rate

PLR = Prime Lending Rate

CRR = Cash Reserve Requirement

LIQR = Liquidity Ratio

The econometric model of the relationship is
shown as:

TCR =Ry, B, TCPS + B,TFREV + B3DPRT + B4PLR +

. . X BscRR + BGUQR + U
ment revenue to look into the future of bank lending in
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Where A PRIORI EXPECTATIONS OF THE STUDY
o = Constant Table 3.1 shows the variables and the expected

E T signs of their coefficients in the study.
W = Error Term

Table 3.1: A Priori Expectations of the Study

Variables TCPS TFREV DPRT PLR CRR LIQR
A priori sign + + + - - -

Source: Author’s Expectation.

DISCUSSION OF RESULTS ) ) )
cointegration based on trace test and max-eigen value

In this section of the study, results of unit root test, test and summaries of long run and short run tests will
multicollinearity test, CUSUM test of stability, results of be discussed.

Table 4.1: Result of Unit Root Test Based On Phillips-Perron Test

CRITICAL VALUE @ Order of Inte-

Variable .
1% 5% gration

-4.219126 -3.533083

TCR -5.522929

TCPS -4.639567 -4.211868 -3.529758 1(1) 0.0033
TFREV -6.037568 -4.211868 -3.529758 1(1) 0.0001
DPRT -7.472098 -4.211868 -3.529758 1(1) 0.0000
PLR -10.394620 -4.211868 -3.529758 1(1) 0.0000
CRR -7.129392 -4.211868 -3.529758 1(1) 0.0000
LIGR -11.020120 -4.211868 -3.529758 I(1) 0.0000

Source: Author’s computation using Eviews9.

In order to ascertain the level of stationarity of reveals that all variables are stationary at first differ-
time series data used in the study, unit root test whose ence (that is, 1(1)) except TCR that is stationary at sec-
results are shown in Table 4.1 was conducted using ond difference (that is, 1(2)).

Phillips-Perron (PP) at trend and intercept. The result

Table 4.2: Multicollinearity Test using Variance Inflation Factor (VIF)

Variance Inflation

VELELE Coefficient variance Factor (VIF)

C 713589.900000 NA
0.008176 6.373050
0.003169 5.639455
2739.690000 5.209072
1985.559000 4.353881
665.421000 1.740749
222.662200 1.395477

Source: Author’s computation using Eviews 9.
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Also, in order to ascertain whether the variables
are highly correlated or not, a multicollinearity test
which results are shown in Table 4.2 was conducted
and the coefficients of variance inflation factor (VIF)
indicates that the variables are free from multicolline-
arity.

COINTEGRATION TEST

Cointegration test was conducted to determine if
there is any long run relationship among the variables

Financial Internet Quarterly 2021, vol. 17 / no. 3

used in the study. The existence of four cointegrating
equations in unrestricted cointegration rank trace test
(see Table 4.3 in the appendix) and also three cointe-
grating equations in unrestricted cointegration rank
max-eigenvalue test (see Table 4.4 in the appendix)
confirm that there is long run equilibrium among the
variables. This implies that even series that may be
non-stationary tend to move closely together over-
time and their difference then becomes stationary
(Adenuga, 2009).

Table 4.5: Summary of Ordinary Least Square (OLS) Results

VELELE Coefficient

Std. Error

t-Statistic

C 1219.711000 844.742500 1.443885
0.164067 0.090421 1.814478 0.0784
0.590303 0.056295 10.485790 0.0000
4.210018 52.342050 0.080433 0.9364
-13.634840 44.559610 -0.305991 0.7615
-14.993050 25.795610 -0.581221 0.5649
-17.304540 14.921870 -1.159677 0.2543

R’=0.961377; Adjusted R? = 0.954561; F-statistic = 141.0496; Prob (F-statistic) = 0.000000

Source: Author’s computation using Eviews 9.

Based on the OLS results, the estimated equation
for the study will appear as follows:

TCR =1219.711+ 0.590303TCPS + 0.164067TFREV +
4.210018DPRT —13.63484PLR — 14.99305CRR —
17.30454LIQR + p

In line with Coefficient of Determination (RZ) shown
in the OLS result earlier presented, it is clear that the
independent variables selected for the study have the
capacity to cause 96.14 per cent variations in the de-
pendent variable. On the other hand, only 3.86 per
cent of variations in the dependent variable is caused
by forces outside the model. This result proves that the
model is robust and capable of providing adequate
direction and answer (s) to the question being investi-
gated in the study. Besides the R?, the adjusted R?also
shows the strength of the model when the number of
variables and observations are taken into considera-
tion. In this case, the adjusted R*is 95.46 per cent. The
probability of F-statistic of 0.000000 shows that the

overall model is significant at 5 per cent level of signifi-
cance.

From the OLS results, all the variables of the study
are correctly signed as expected. TFREV, TCPS and
DPRT exhibited positive relationships while CRR, PLR
and LIQR exhibited negative relationships with the de-
pendent variable (TCR) as expected.

TCPS exhibits a positive and statistically significant
relationship with TCR. This implies that N1billion in-
crease in TCPS will result in N0.590303billion increase
in TCR. The coefficient of DPRT indicates a positive and
statistically non-significant relationship with TCR; im-
plying that one percentage point increase in DPRT will
result in N4.210018 billion increase in TCR. It is worthy
of note here that when deposit rate is high, depositors
will be encouraged to deposit their funds in the bank
and this will increase the stock of funds available for
intermediation. In any case, increase in deposit rates
will also lead to increase in lending rates so that banks
may enjoy reasonable spread.

www.finquarterly.com
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PLR assumes a negative and statistically non-
significant relationship with TCR; implying that one
percentage point increase in PLR will result in
N13.63484 billion decrease in TCR. This is in line with
the a priori expectation of the study. CRR assumes
a negative and statistically non-significant relationship
with TCR; implying that one percentage point increase
in CRR will result in N14.99305 billion decrease in TCR.
This is in line with the expectation of the study and
monetary policy. LIQR also exhibits a negative and sta-
tistically non-significant relationship with TCR; implying
that one percentage point increase in LIQR will result in
N17.30454 billion decrease in TCR. This, too, is in line
with the expectation of the study and monetary policy.

Financial Internet Quarterly 2021, vol. 17 / no. 3

Quite interesting and revealing is the fact that co-
efficient of TFREV which represents TSA in the study
assumes a positive and statistically non-significant rela-
tionship with TCR; implying that N1lbillion increase in
TFREV will result in N0.164067 billion increase in TCR.
This further proves that Federal Government Revenues
(both Oil and non-Qil revenues) over the years support
financial intermediation as they increase the stock of
money in circulation. This is not doubtful as govern-
ment revenue left with banks can support their inter-
mediation function. Also, government revenue support
government expenditures which are capable of engen-
dering employment and consequently increase bank
deposits which ultimately increase total amount of
funds available for lending for productive purposes.

Table 4.6: Parsimonious Error Correction Mechanism

Variable Coefficient Std. Error t-Statistic Prob.

C 877.242900 423.435600 2.071727 0.0467
D(TCPS) 3.534116 0.477560 7.400357 0.0000
D(TFREV(-1)) -0.773483 0.500345 -1.545900 0.1323
D(DPRT) -169.150000 120.589600 -1.402691 0.1706
D(PLR(-1)) -20.486020 95.993640 -0.213410 0.8324
D(CRR) 202.455400 100.710600 2.010270 0.0532
D(LIQR(-1)) -25.938070 38.712340 -0.670021 0.5078
D(ECM(-1)) -0.524170 0.780648 -0.671455 0.5069

Adjusted R-Square = 0.648039; Durbin Watson = 1.505476; F-statistic = 10.99522; Prob(F-statistic) = 0.000001

Source: Author’s computation using Eviews 9.

In order to correct the short run disequilibrium
indicated by the cointegration test; Error Correction
Mechanism (ECM) was applied and the result shown in
Table 4.5. The ECM results show that 52.42 percent of
the short run disequilibrium will be corrected per an-
num in order to meet up with the long run equilibrium
position. Besides, the ECM results show that the inde-
pendent variables can explain about 64.8 per cent of
variations in the dependent variable. Furthermore, an
F-statistic of 10.99522 and Prob (F-statistic) of
0.000001 confirm the overall strength of the model
with Durbin-Watson statistic of 1.505476 indicating
absence of serial correlation.

CONCLUSION

Treasury Single Account, a recent initiative of the
federal Government of Nigeria, which is designed to

create one account for all government revenues in
a bid to ensure transparent, accountable, effective and
efficient management of government funds and reduce
domestic borrowing cost, among others, was tested in
order to predict the future of banks financial intermedi-
ation in Nigeria. All the expectations of the study were
met in terms of direction of relationship. Findings from
the study reveal that federal government revenue im-
pacts bank lending positively though not significantly.
Consequently, removal of government funds from the
banking sector portends some negative impact for the
sector. Increase in deposit interest rate tends to in-
crease volume of deposits available for lending. In-
crease in total credits to the private sector will certainly
increase the total credits to the economy. Decrease in
PLR will encourage borrowers to access loans from
banks as their cost of funds will be low and that por-
tends business continuity and profitability. Both CRR
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and LIQR are meant to reduce the amount of funds
available for lending with a view to enhancing stronger
banks through reduction of inherent loans losses which
are not foreseeable. This is supported by their negative
relationships with the TCR. It is quite clear that only
credit to the private sector has a significant relationship
with TCR both in the short and long runs.

It is recommended that the federal government
should adopt a more liberal TSA model that would not

Financial Internet Quarterly 2021, vol. 17 / no. 3

more liquid financial system. Moreover, banks should
increase credits to the real sector for increased activi-
ties and consequently increase cash flows for lending
rather than wait for government revenue to enhance
their intermediation activities.

It is recommended further that future research
should be directed at ascertaining the reasons behind
government’s increased debt portfolio in the wake of
Treasury Single Account.

stifle commercial banks in order to secure a better and
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APPENDICES

APPENDIX I

Table 4.3: Results of Unrestricted Cointegration Rank Trace Test

Hypothesised
No. Of CE(s)

Eigen value

Trace statistic

0.05
Critical value

P- value

None 0.818662 224.250700 139.275300

Atmost 1 0.788860 157.662400 107.346600 0.0000
Atmost 2 0.649140 97.008240 79.341450 0.0013
Atmost 3 0.510590 56.160920 55.245780 0.0414
Atmost 4 0.345742 28.293290 35.010900 0.2179
Atmost 5 0.241454 11.747430 18.397710 0.3282
Atmost 6 0.024558 0.969730 3.841466 0.3247

Trace test indicates 4 cointegrating equations at the 0.05 level

Source: Author’s computation using Eviews 9.

APPENDIX II

Table 4.4: Results of Unrestricted Cointegration Rank Max-Eigenvalue Test

: . . 0.05
Eigen value Trace statistic . P- value
Critical value

Hypothesised
No. Of CE(s)

None 0.818662 66.588210 49.586330 0.0004
Atmost 1 0.788860 60.654210 43.419770 0.0003
Atmost 2 0.649140 40.847310 37.163590 0.0180
Atmost 3 0.510590 27.867630 30.815070 0.1100
Atmost 4 0.345742 16.545860 24.252020 0.3704
Atmost 5 0.241454 10.777700 17.147690 0.3295
Atmost 6 0.024558 0.969730 3.841466 0.3247
Max-eigenvalue test indicates 3 cointegrating equations at the 0.05 level
Source: Author’s computation using Eviews 9.
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