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r c a ~ l t s  3s a consc(Ii1cricc of more efficient allocation 
o r  saving amonq investors. This way financial interme- 
diaries ancl tlicir act o f  intennediation contribute t o  
econom ic growth. Secondly, using data o n  Nigeria, 
we sIia11 test thc liypothcsis that financial intenncdia- 
tion is not just a barometer of  economic growth but  
also a potent instrument of  economic development. 

From a Barter Economy to  a Monetized Economy 

Money, that object with which we all make purchases, 
has undergone a number of changes both in terms of 
definitions 2nd structural transformations over t he  centu- 
ries. It is not likely that  there is anybody here who can 
recall t he  time in this country when the  form of exchange 
was purely barter. Under t he  barter exchange arrangement, 
goods were exchanged for goods. F o r  example. a yam 
fanner who needed clothing would have t o  look for a cloth 
seller who wanted yams and vice versa. E x c h a n ~ e  by  barter 
has a lot of shortcomings among which t h e  most notable is 
its reliance o n  doublc coincidence of  wants as  a prerequi- 
site for efficient operation. It is not enough for o u r  yam 
seller who wanted clothing t o  find a cloth seller, he must 
find a cloth seller who also wanted yams. In other  words 
their wants must coincide. If they did not ,  t he  yam farmer 
would probably go naked while t he  cloth s e l l ~ r  would go 
hungry. Yet another important shortcominy of  trade by  
barter is that it leads t o  a multiplicity of  excha1:ge rates. 
Consider, as  an example, an economy, with 500 goods, 
Under barter arraneements, cach good will exchange in 
turn for t he  remaining 499 goods. T h e  number of  exchange 
rates will be  calculated as  124, 750. This  is definitely t oo  
cumbersome for  efficiency. On t h e  o ther  hand if there was 
money, the  number of exchanges would be  499, with one  
of t h e  goods serving as  a numeraire in which t h e  pr icesof  

u t~ l t ' r  guotls arc. esprcsseci. 1 lle use ol' ~ilullcy thercfurc 
siik~i~lil ics tllc process ol' tra~lsactiuns alllong cconoi~iic 
i1,gclltb. 

(;ivcsn t lie :~\vk\varrl u n t l  inefficient nature of Imrtcr. it is 
:lot cur!j~.isi!ic that in the  w:lkc of  n~lv:ln~cmcnt in civili7:l- 
tion. pco;ilc h c ~ n n  to  cupcri~iient tvitli morc efficient 
~!~s tcn is  of cscli:~nce. I n  this country, the transition from 
hartcr startcd wit11 thc Lrsc of  niatcrials a ~ c h  as  cowrie 
sliclls. hrass, copper rods for purposes of  cxcl?ancc and 
culminated in the use o f  papcr moncy with which we are 
all no\v ramiliar. In a primitive. ctlbcit. simple economy 
wliich hartcr epito~nizcs. the whole time path of  tlic 
economy is cffcct nrvly rletc~-ni ined at tlie oittset with both 
prcscnt rincl all f r~ turc  markets clcnrccl at known relative 
priccs. The  varn fa r~ncr  ( o r  any transactor for that matter) 

c:~nnot tlc~l~iult (311 nn ohlirrntion or  purcliasc goods and 
scwicc.s \vIiit:Ii ovcr t l ~ e  course o <  t imr e ~ c c e t l  t he  vnluc of 
the roorls :inti scn1ici.c 11c c a n  proffer in rc tur~ i .  Everyone 
knowi t o  \vllom to ccrirl his ~ ? r o d i ~ c t s  and wlicri. t o  pick 
O i i  o ~ \ , r i  c o ~ i ~ ~ i ~ i a h l c s  i l l  rc'turn. 111 n.~cli :1 worltl of  ccr- 
l :~int \ , .  rclativc priccc arc fiuctl at tllc outset of tlie s!~~tcm. 
in !icrioci onc.  Frorn then o n  all act nit icc (c.?.  !?rotluction. 
c,onslini~t ion. c tc . )  proccctl a l o n ~  prc-arranrctl lines. Tl i t~s ,  
\~~l lencver  a11 market ;icti\rities can hc collaps!.tl in tliis way 
into tlic initial pcriotl. tlicrc be no need for nioncy 2 n d  

ha rter cscl~:lnge \vou 1r1 91 Sf icc. 
Wliat makes the trarlsition frot~i  barter t o a  money-using 

vconomy ilnpcrat i.,rc? In nn  ccononiy \\lit11 3 t hne dimen- 
<ion, I;IoI~c'!/, o r  nny n - ~ e t l i l ~ ~ ~ i  o f  exclinnce Tor that mattcr. 
\.vill hc  clc.;irn131c I~cc:~usc rliffcrenccs in pcople's tactcs and 
c.ndo\vmcnts will wnrrnrit tlint cxcliangc. hcyon(1 contcm- 
~ O ~ ~ I I Y D L I S  c x ~ l i n n ~ r  of ,COOCIS nnd scrviccs known as  bartcr. 
take place. There will tl11.1s l3c n mecl hill of cxc1ianee 
t l i ror~gl~ \vliicli current pootls wrill he cscli:incerl for  futurc 
zlni~ils to ~?n!fni~nt.  TIi(: role ofriioncy tlicrelbrc is t o  mect 









mic theory, it is not difficult t o  make a case for the 
Iiypothesis that the  separation of the functions of  saving 
and investment, which is rnadt possible by  the introduc- 
tion of financial instruments as well as the enlargement of  
the range of financial assets which follow from the crea- 
tion of financial institution, increases the efficiency of 
investment and raises the ratio of capital formation to  

1 
national product: and that financial activities through 
these two channels increase the rate of  growth. 

,I 
Now let u s  assume that members of an economic 

community differ in their ability t o  ccmbine factors of 
production and t o  utilize assets acquired by saving or  
inheritance. Let u s  assume further that there are econo- 
mies of scale and externalities in the economy. With these 
two assumptions. it is possible t o  increase output ,  not by 
increasing the amount of factors of production in use, but  
by division o f  work in which some units - those with less 
entrepreneurial ability and higher degree of risk aversion - 
-;ave more than they invest, while others invest more than 
they save, the  excess savings being pooled and transferred 
by financial intermediaries.   he creation of  a whole gamut 
of financial instruments frees households and other econo- 
mic units from the  indissolcble tie between their own  
saving and their investment. In the  absence of a financial 
instrument, each unit's saving is necessarily equal t r  i t s  
own investment but once there are financial instruments, 
a unit's investment may be larger or  smaller than its 
saving. And any saving not invested within the unit will 
yield income and provide further incentive to  saving in 
excess o f  the sterile accumulation o f  money 

But all these still do  not guarantee that  the introduction 
of financial instruments will accelerate the  process of 

1 
economic growth. We have t o a d d  theassumpt ionofune-  .1 
qua1 distribution of  entrepreneurial opportunities and 
abilities. The  unequal distribution of  the  opportunity and 

ability to invest is reinforced a s  an ensine of growth by the 
indivisibility of investment projects. Vost of the time the 
volume of saving required for tn any product ion processes 
is beyorld tile saving o f  a single economic unit, except 
perhaps the government. Sucli investments can only be 
financed by the  pool o f  savings by  financial inrermcd iaries 
(Goldsmith 1969, p. 393). 

Since financial institutions neither sxle nor invest (and 
if they invest at all. it is ~ ~ s u a l l y  small), the  growth-indu- 
cing effect can only come from two wurces (Goldsmith 
1969, pp. 194-395): 

The first is the increase of  the aggregate ~ ~ o l u m e  of 
investment and savinq beyond what it \vould have 
been in the absence of financial institutions when 
savers and investors would have becn 1im ited to  direct 
financiny. The second is the increase in the mareinal 
rate of return o n  investment that reallts from a more 
efficient allocation of saviny among potential invest- 
ments. the  reallocation reflecting the operation of  
financial institutions. As the introduction of primary 
securities cuts  the umbilical cord between a unit's 
saving and its investment and enables capital expend; 
tures anywhere in the economy t o  be financed by 
saving everywhere else, at least theoretically, so the 
introduction of financial institutions and secondary 
securities iswed by  them aL; \veil as of  financial assets 
acquired by  them severs the direct connection bet- 
ween an  ind ividual saver and an  individual inveqor or 
an individual item of capital expenditure. 

The growth-inducing argument given so far can be sum- 
marised a s  follows. Let the  savings function be 

s = f(Y,  Z) (3) 














