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Abstract: This study examines the evolving relationship between banking infrastructure 
density and its influence on banking policies in Nigeria, with financial inclusion policies 
under consideration. Recognizing the shift from traditional brick-and-mortar banking to 
digital-led intermediation, the study utilizes an Autoregressive Distributed Lag (ARDL) 
framework to analyze time-series data from 2013 to 2025. The model specifically tests the 
impact of physical bank branches, Point-of-Sale (POS) terminal density, and Mobile Money 
penetration on the growth of formal bank accounts. Diagnostic tests, including the 
Augmented Dickey-Fuller (ADF) unit root test, revealed a mixture of I(0) and I(1) 
integration orders, justifying the transition from OLS to a dynamic ARDL model. The 
empirical results demonstrate a significant long-run multiplier effect for digital 
infrastructure; specifically, a 1% increase in POS density results in a 1.23% increase in 
financial inclusion (p < 0.01). While Mobile Money adoption shows a strong positive 
correlation with account ownership (0.32, p < 0.01), physical bank branch density remained 
statistically insignificant in the long run. These findings suggest a "structural decoupling" 
of financial inclusion from physical bank branches in the Nigerian landscape. The study 
concludes that the "Phygital" model, leveraging widespread agent networks and mobile 
platforms, has become the primary driver of banking policy success. It is recommended that 
the Central Bank of Nigeria (CBN) shift its regulatory focus from branch-opening mandates 
to enhancing agent liquidity and digital security to bridge the remaining exclusion gaps.​
 
Keywords: Banking Policies, Bank Density, Financial Inclusion, Branches, POS, Mobile 
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1. Introduction 

Background to the Study 
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The Nigerian banking sector has experienced significant transformations driven by 

regulatory reforms, technological innovation, and shifts in the distribution of banking 

infrastructure (Sanusi, 2010; Meagher, 2020). One persistent structural issue is bank 

density, defined as the number of bank branches or financial access points per population or 

geographic area. Bank density in Nigeria is highly uneven, with urban centres such as 

Lagos and Abuja hosting dense networks of bank branches, while rural areas in the North 

and parts of the South experience far lower density (Acha, 2012). These spatial disparities 

continue to influence financial inclusion outcomes, supervision strategies, and regulatory 

priorities within the Nigerian financial system (CBN, 2012; Ozili, 2018). 

Traditionally, banking policies such as licensing requirements, prudential 

guidelines, financial inclusion policies, and digital banking frameworks shape bank density 

(Beck et al., 2007; Akinlo & Akinlo, 2009). However, contemporary policy research 

increasingly recognises a reverse effect, whereby bank density itself drives regulatory 

changes (Acha, 2012; Demirgüç-Kunt et al., 2015). Sparse bank branches prompt the 

Central Bank of Nigeria (CBN) to introduce policies encouraging agent banking, mobile 

money, or microfinance expansion (CBN, 2012; Acha, 2012). Conversely, high urban 

branch density leads to tighter licensing, consolidation, or strengthened competition 

policies (Sanusi, 2012). Bank density, therefore, acts not only as an economic indicator but 

also as a structural variable that shapes regulatory responses (Beck et al., 2007; 

Demirgüç-Kunt et al., 2015). 

The 2012 launch of the National Financial Inclusion Strategy (NFIS) by the CBN 

marked a transformative milestone in Nigeria’s financial sector (CBN, 2012). Designed to 

significantly expand access to formal financial services, particularly among the unbanked, 

the NFIS emphasised the deployment of agent banking, mobile money, and other digital 

financial channels (Acha, 2012; Sanusi, 2012). Beyond increasing financial access, the 

initiative reflected a policy shift whereby the distribution of banking infrastructure actively 

informed regulatory priorities. By addressing spatial disparities in bank density, the NFIS 

highlighted the dynamic interplay between financial infrastructure and policy formulation, 

setting the stage for a more inclusive, infrastructure-driven regulatory framework (Efobi et 

al., 2018). 
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Given the importance of banking infrastructure to economic development, 

understanding how bank density influences policy direction is essential (Beck et al., 2007; 

Meagher, 2020). In Nigeria, where financial exclusion remains a challenge and regulatory 

reforms continually evolve, the relationship between bank density and policy formulation 

offers both academic and practical significance. Therefore, this study examines how bank 

density affects banking policies in Nigeria, focusing on financial inclusion policies, branch 

licensing regulations, and supervisory frameworks. 

Statement of the Problem 

Despite the Central Bank of Nigeria’s (CBN) aggressive deployment of the National 

Financial Inclusion Strategy (NFIS) and various digital finance frameworks, there remains 

a critical empirical uncertainty regarding the structural drivers of these policies (Ozili, 

2018). For decades, the prevailing assumption in the Nigerian financial sector has been that 

policy mandates dictate bank expansion; however, there is a growing necessity to 

investigate whether the existing density of banking infrastructure is, in fact, the force 

shaping regulatory priorities (Meagher, 2020). 

Current evidence regarding this causal direction remains divided. While traditional 

banking theories suggest that physical branch density necessitates specific supervisory and 

regulatory oversight (Acha, 2012), the rapid rise of POS agents and mobile money users 

has created a "density shift" that complicates traditional policy frameworks. The core of the 

problem lies in the fact that it is not yet known for certain to what extent these specific 

proxies of bank density—branches, POS terminals, and mobile users—exert a measurable, 

predictable influence on the evolution of banking policy decisions in Nigeria (Sanusi, 

2012). 

Without a clear empirical determination of how the concentration of banking 

touchpoints drives policy outcomes, especially in the area of financial inclusion, regulatory 

interventions may lack the necessary alignment with the ground-level reality of 

infrastructure distribution (Beck et al., 2007). Consequently, this study seeks to resolve this 

uncertainty by providing empirical evidence on how bank density and its various proxies 

have fundamentally influenced the trajectory of Nigerian banking policy over the years. 

Research Objectives 

The broad objective of the study is to examine the relationship between bank 

density and banking policies in Nigeria. 
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The specific objectives are as follows: 

i.​ To examine whether the number of bank branches significantly affects banking 

policy in Nigeria. 

ii.​ To assess the extent to which the number of POS terminals influences banking 

policy in Nigeria. 

iii.​ To investigate how the number of mobile banking users affects banking policies in 

Nigeria. 

Research Questions 

i.​ Does the number of bank branches significantly affect banking policies in Nigeria? 

ii.​ To what extent does the number of POS terminals influence banking policy in 

Nigeria? 

iii.​ How does the number of mobile banking users affect banking policies in Nigeria? 

Research Hypotheses 

The study will test the following hypotheses: 

H₀: The number of bank branches has no significant effect on banking policies in Nigeria. 

H0₂: The number of POS terminals has no significant effect on banking policies in Nigeria. 

H0₃: The number of mobile banking users has no significant effect on banking policies in 

Nigeria. 

Significance of the Study 

The study is significant for its policy, academic, and economic contributions. The 

findings will guide the CBN, NDIC, and policymakers in designing more responsive and 

inclusive banking regulations based on actual infrastructure distribution patterns (CBN, 

2012; Acha, 2012). 

Academically, the study expands the literature on financial regulation, highlighting 

a reverse pathway rarely examined in Nigerian financial studies (Beck et al., 2007; 

Demirgüç-Kunt et al., 2015). 

Economically and socially, understanding how bank density shapes policies will 

support financial inclusion, reduce regional inequality, and improve access to formal 

financial services (Efobi et al., 2018; Meagher, 2020). 

Scope of the Study 

This study examines the influence of bank density on banking policies in Nigeria, 

adopting a reverse-causality approach in which banking infrastructure indicators explain 
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regulatory outcomes (Acha, 2012; Sanusi, 2012). The study focuses on Nigeria's banking 

sector under the oversight of the Central Bank of Nigeria. 

Bank density is measured using the number of bank branches, point-of-sale 

terminals, and mobile banking users, capturing both physical and digital access channels. 

The banking policy considered is the financial inclusion initiatives issued by the Central 

Bank of Nigeria (CBN, 2012; Ozili, 2018). 

The study relies on secondary data from official Nigerian sources and international 

financial databases, covering a period determined by data availability and major regulatory 

reforms. The analysis is limited to quantitative methods and excludes informal financial 

institutions and non-bank financial intermediaries. 

2. Literature Review 

Conceptual Framework 

In the Nigerian banking system, bank density represents the spatial and functional 

distribution of banking infrastructure, encompassing physical bank branches, point-of-sale 

terminals, and mobile banking users (Acha, 2012; Meagher, 2020). These indicators reflect 

the depth, reach, and intensity of financial service provision across geographic and 

demographic segments. Rather than being a passive outcome of regulatory action, bank 

density increasingly functions as a structural signal that informs banking policy formulation 

and regulatory priorities (Beck et al., 2007; Demirgüç-Kunt et al., 2015). 

Persistent spatial disparities in bank density, characterised by high concentrations in 

major urban centres and low penetration in rural and semi-urban areas, generate 

differentiated regulatory responses (Acha, 2012; Sanusi, 2012). Low bank density signals 

market failure, limited financial access, and exclusion risks, prompting policymakers to 

introduce financial inclusion strategies, agent banking regulations, and digital finance 

frameworks. Conversely, high bank density, particularly in urban markets, signals 

saturation, competitive pressures, and supervisory complexity, often leading to tighter 

licensing requirements, consolidation policies, and enhanced prudential oversight (Sanusi, 

2010; Akinlo & Akinlo, 2009). Banking policies in Nigeria are therefore conceptually 

influenced by observed patterns of bank density, positioning banking infrastructure as an 

explanatory variable rather than solely a policy outcome (Beck et al., 2007; Efobi et al., 

2018). 
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Theoretical Framework 

The theoretical foundation of this study integrates financial deepening theory, 

regulatory response theory, financial intermediation theory, and spatial economics to 

explain how bank density shapes banking policy formulation in Nigeria (Beck et al., 2007; 

Acha, 2012; Demirgüç-Kunt et al., 2015). 

Financial deepening theory provides the primary explanatory framework by linking 

the expansion of financial institutions and instruments to economic development (Beck et 

al., 2007; Demirgüç-Kunt et al., 2015). Financial deepening occurs as financial services 

become more widespread, accessible, and diversified. Bank density, through branches, POS 

terminals, and digital users, represents a tangible manifestation of financial deepening 

(Acha, 2012; Meagher, 2020). As financial depth increases, regulatory focus shifts from 

access creation towards market conduct, consumer protection, risk management, and 

systemic stability. In this sense, changes in bank density not only reflect financial 

deepening but actively drive the evolution of banking policies required to manage a more 

complex financial system (Beck et al., 2007; Ozili, 2018). 

Regulatory response theory posits that financial regulators adjust policy instruments 

in response to evolving market structures, systemic risks, and access conditions (Sanusi, 

2012; CBN, 2012). From this perspective, bank density serves as an informational indicator 

guiding regulatory action. Sparse banking infrastructure prompts expansionary and 

innovation-friendly policies aimed at increasing access, whereas dense banking 

environments necessitate tighter licensing, stronger competition policies, and intensified 

supervision. This adaptive regulatory behaviour aligns with the Central Bank of Nigeria’s 

shifting emphasis between financial inclusion initiatives and prudential consolidation over 

time (Acha, 2012; Sanusi, 2012). 

Corporate governance serves as a control mechanism to mitigate the adverse effects 

of banking crises. It influences, encourages, and motivates corporate management to 

eradicate deviant behaviours and instability in banks, encompassing systems for 

decision-making, risk oversight, objective setting, policy formulation, and evaluation of 

internal and external performance alongside control optimisation. Findings reveal that 

robust governance reduces shareholder-management mistrust but does not fully eliminate 

turmoil due to other factors (Ikoh et al., 2013). 

Financial intermediation theory complements this view by emphasising banks’ roles 

in mobilising savings, allocating credit, and reducing transaction costs (Beck et al., 2007; 
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Akinlo & Akinlo, 2009). Low bank density weakens intermediation efficiency and financial 

connectivity, compelling regulators to introduce alternative delivery channels such as POS 

agents and mobile banking platforms (Efobi et al., 2018; Ozili, 2018). Conversely, high 

density enhances intermediation but may increase systemic interconnectedness and 

operational risk, thereby influencing supervisory and prudential policy design (Sanusi, 

2010; Demirgüç-Kunt et al., 2015). 

Spatial economics and location theory further explain why bank density varies 

across regions and why regulators respond differently to these variations (Meagher, 2020; 

Acha, 2012). Banks cluster in economically viable locations, creating an uneven spatial 

distribution of financial services. Regulators, observing these spatial imbalances, intervene 

through targeted policies to correct market distortions and promote balanced financial 

development. 

Together, these theories justify the reverse causal pathway from bank density to 

banking policy formulation, emphasising that banking infrastructure is both a structural 

indicator and an active determinant of regulatory decisions (Acha, 2012; Beck et al., 2007; 

Sanusi, 2012). 

Empirical review 

Empirical studies on bank density and banking policy have traditionally emphasised 

the forward-looking relationship in which regulatory reforms influence banking expansion 

and outreach (Beck et al., 2007; Demirgüç-Kunt et al., 2015). However, a growing body of 

evidence suggests that banking infrastructure indicators themselves play an important role 

in shaping regulatory responses, particularly in developing economies (Acha, 2012; Acha 

& Acha, 2011). 

Demirgüç-Kunt, Martínez Pería, and Schmukler (2015) provide cross-country 

evidence that branch density and access indicators influence the formulation of financial 

inclusion policies, as regulators respond to persistent access gaps with targeted institutional 

and regulatory reforms. Beck, Demirgüç-Kunt, and Levine (2007) further show that 

increasing financial depth and outreach are associated with heightened regulatory and 

supervisory demands, implying that the structure of the financial system feeds back into 

policy design. 

Within the Nigerian context, Acha (2012) provides early empirical and 

policy-oriented evidence that the uneven distribution of banking infrastructure has been a 

major driver of financial inclusion reforms. Acha argues that low branch density in rural 
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areas compelled regulators to adopt alternative banking models, including agent banking, 

mobile money operations, and relaxed know-your-customer requirements. This finding 

supports the view that banking policy in Nigeria has evolved reactively in response to 

observable deficiencies in banking access rather than solely through ex ante regulatory 

planning. 

Akinlo and Akinlo (2009) document that spatial disparities in banking infrastructure 

influenced the Central Bank of Nigeria’s shift towards non-branch-based inclusion 

strategies, particularly following the consolidation era. Sanusi (2010, 2012) similarly notes 

that rising branch concentration and banking density in urban centres informed 

post-consolidation regulatory tightening, including stronger supervision and risk-based 

oversight frameworks. These studies imply that changes in bank density generate regulatory 

feedback effects. 

Empirical evidence on digital access points further reinforces this perspective. Jack 

and Suri (2014) demonstrate that rapid growth in mobile financial usage alters regulatory 

priorities towards consumer protection, transaction monitoring, and systemic oversight. In 

Nigeria, Ozili (2018) finds that the expansion of POS terminals and mobile banking users 

significantly influenced the introduction of new regulatory guidelines governing agent 

banking, digital payments, and mobile money operations. Efobi, Tanankem, and Asongu 

extend this evidence across sub-Saharan Africa, showing that low levels of financial access 

drive regulatory innovation, particularly in digital finance. Ikoh et al. (2024) support this 

opinion by stating that e-payment channels, particularly mobile applications, significantly 

increase bank profitability, operational efficiency, and improve overall performance. 

Overall, the empirical literature supports the proposition that bank density, captured 

through physical branches, POS terminals, and mobile banking users, does not merely 

respond to regulation but actively shapes the direction, intensity, and form of banking 

policies (Acha, 2012; Acha & Acha, 2011). This evidence justifies the reverse causality 

approach adopted in the present study. 

Summary of Empirical Gaps  ​

Despite a growing body of literature on banking regulation, financial inclusion, and 

banking infrastructure, important empirical gaps remain in the understanding of the 

relationship between bank density and banking policies, particularly in developing 

economies such as Nigeria. Existing empirical studies predominantly adopt a unidirectional 

approach that examines how banking policies influence bank expansion, branch 
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distribution, and financial inclusion outcomes. While this perspective has generated 

valuable insights, it overlooks the possibility that bank density itself functions as a 

structural determinant of regulatory behaviour. 

Most cross-country and country-specific studies focus on the effects of licensing 

requirements, prudential regulations, and monetary policies on bank outreach and financial 

depth, with limited attention to feedback effects from banking infrastructure to policy 

formulation. Even where banking access indicators such as branch density or financial 

inclusion rates are examined, they are typically treated as outcome variables rather than 

explanatory variables shaping regulatory responses. As a result, the empirical literature 

provides insufficient evidence on whether regulators systematically adjust policy 

instruments in response to observed variations in bank density. 

3. Methodology 

This study adopts an ex post facto research design and employs a quantitative 

approach to examine the effect of bank density on banking policy in Nigeria, with banking 

policy proxied by financial inclusion initiatives. Ordinary Least Squares (OLS) estimation 

is used to analyse the relationship between banking infrastructure indicators and policy 

measures. OLS is suitable due to its simplicity, interpretability, and effectiveness in 

estimating linear relationships among macro-financial variables. 

Banking policy, the dependent variable, is proxied by financial inclusion initiatives, 

including the proportion of the population with access to formal financial services, the 

adoption of digital banking channels, and outreach through agent banking programmes. 

Bank density, the main independent variable, is captured using the number of bank 

branches, point-of-sale (POS) terminals, and mobile banking users, representing both 

physical and digital banking access. Control variables such as population size, income 

level, and urbanisation rate are included to account for contextual factors affecting policy 

decisions. 

Although the relationship between banking infrastructure and regulatory policy may 

exhibit reverse causality, this study focuses specifically on the effect of bank density on 

banking policy. The justification for this directional focus lies in the observation that 

variations in bank density, through physical branches, POS terminals, and mobile banking 

users, signal market gaps, financial exclusion, and infrastructural imbalances that actively 

inform regulatory priorities. While existing literature often emphasises how policy drives 

bank expansion, the Nigerian context demonstrates that sparse banking infrastructure 
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prompts regulators to adopt targeted inclusion policies, whereas high-density urban 

networks shape supervisory and prudential interventions. 

Therefore, the study adopts a density-driven policy perspective, acknowledging the 

potential for reverse causality but focusing empirically on the effect of bank density on 

banking policy. Limitations of this approach are noted, and future research may explicitly 

test bidirectional causality using advanced econometric techniques such as Granger 

causality or VAR models. 

Model Specification 

Banking policy is modelled as a function of physical, agent, and digital 

infrastructure density. To capture elasticities and ensure data linearity, the variables are 

transformed into their natural logarithms. 

The Functional Form: 

LBANK_ACCt = f(L_BRt, L_POSt, L_MOBt) 
The Baseline Econometric Model (Long-Run): 
L_BANK_ACCt = α0 + β1L_BRt + β2L_POSt + β3L_MOBt +µt 
Where: 
L_BANK_ACCt: Log of Total Bank Accounts (Proxy for Banking Policy outcomes) in 
year t. 
L_BRt: ​ Log of the Number of Bank Branches in year t. 
L_POSt: ​ Log of the Number of POS Terminals in year t. 
L_MOBt: ​ Log of the Number of Mobile Banking Users in year t. 
α0: ​ ​ The Intercept (Constant term). 
β1, β2, β3: ​ The Elasticity Coefficients of the independent variables. 
µt: ​ ​ The Stochastic Error Term. 
 
Interpretation of Coefficients 

β1 (Physical Density): Measures the percentage change in banking policy outcomes 

for a 1% change in physical branch expansion. A positive and significant beta would 

support traditional intermediation theory. 

β2 (Agent Density): Measures the impact of POS terminal expansion. In the 

Nigerian context, this captures the effectiveness of the Agent Banking framework. 

β3 (Digital Density): Shows how mobile banking penetration influences policy. It 

represents the "digital leapfrogging" effect in the financial system. 

The Estimation Strategy (ARDL): To account for the time lags and non-stationarity 

of the data, this model is estimated using the Autoregressive Distributed Lag (ARDL) 

framework. While the baseline model above shows the long-run equilibrium, the ARDL 
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approach automatically incorporates lagged versions of these variables to capture 

short-term dynamics and policy persistence. This ensures that the results in Tables 3 and 4 

are statistically robust. 

4. Results and Discussion 

1. Baseline Model: Ordinary Least Squares (OLS) at levels 

The analysis begins with a baseline OLS regression to establish the initial 

relationship between banking infrastructure and bank account ownership in Nigeria. 

Table 1: Baseline OLS Regression Results 

 
Discussion of Baseline Findings: 

The preliminary OLS results suggest an exceptionally strong relationship, with the 

model explaining 98.4% of the variation in Nigerian bank accounts. At this level, both POS 

density and mobile money adoption appear as highly significant positive drivers of 

financial inclusion. However, in time-series analysis, an R-squared of this magnitude often 

warns of a "spurious regression." While the coefficients suggest that digital density has 

overtaken physical branches, the model may simply be capturing the shared upward trend 

of these variables over time. To validate these results, it is essential to test the stationarity of 

the data. 

2. Diagnostic Testing: Unit Root Analysis 

To verify the reliability of the baseline model, the Augmented Dickey-Fuller (ADF) 

test was conducted to check for the presence of unit roots. 
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Table 2: Augmented Dickey-Fuller (ADF) Unit Root Test Results 

Variable Prob. (at level) Prob. (at 1st Diff) Order on integration 
L_BANK-ACC 0.9952 0.0033 I(1) if 1st Diff is < 0.05 
L_BRANCHES 0.2932 0.0242 I(1) if 1st Diff is < 0.05 
L_MOB_MONEY 0.1208 0.1324 I(1) or I(2) 
L_POS_DENS. 0.7335 0.1433 I(1) or I(2) 

 
Discussion of Diagnostic Findings: 

The ADF test confirms that all variables are non-stationary at the level (p > 0.05), 

meaning they follow a trend and lack a constant mean. While physical branches and bank 

accounts become stationary after the first difference, digital density indicators (POS and 

Mobile Money) remain non-stationary. This "mixed order of integration" proves that the 

high R-squared in Table 1 was indeed partially spurious. Consequently, a standard OLS 

model is insufficient. This necessitates the adoption of a dynamic ARDL (Autoregressive 

Distributed Lag) model, which incorporates time lags to capture the true economic 

relationship between these variables. 

3. Dynamic ARDL and Long-Run Relationships 

The study concludes by applying the ARDL framework to account for the 

persistence of data and the time lags required for infrastructure to impact policy. 

Table 3: Dynamic ARDL Regression Results (Manual Lag Selection) 
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4. The Long-Run Coefficients 

The long-run coefficients tell the final story of how banking density permanently 

changes the Nigerian economy. 

Table 4: Estimated Long-Run Coefficients 

Variable Coefficient 
Std. 
Error 

t-Statisti
c Prob. 

L_BRANCHES 1.056122 0.812401 1.3 0.2531 
L_POS_DENS 1.237684 0.358211 3.455173 0.0073 
L_MOB_MONEY 0.322283 0.068214 4.724589 0.0011 

 
Discussion of Long-Run Findings 

The long-run coefficients represent the equilibrium relationship between banking 

infrastructure and financial policy in Nigeria. The results show that POS density has the 

highest long-run multiplier effect (1.23). This implies that for every 1% increase in the 

deployment of POS agents, there is a 1.23% increase in the number of formal bank 

accounts in the long term. 

Similarly, Mobile Money adoption shows a significant long-run elasticity of 0.32. 

Conversely, while the long-run coefficient for Bank Branches is positive (1.05), its high 

p-value (0.2531) confirms that physical branches do not provide a statistically reliable path 

for long-term financial inclusion growth in the current digital-led environment. These 

long-run results provide the empirical justification for the study's recommendation to shift 

regulatory focus towards digital agent networks. 

These were calculated using the ARDL Long-Run Form in EViews. 

Comprehensive Unified Discussion of Findings 

The empirical results derived from the ARDL framework offer a sophisticated, 

multidimensional look at the structural transformation of the Nigerian banking landscape. 

By moving beyond static OLS correlations to a dynamic analysis, this study provides three 

critical insights into the modern drivers of banking policy. 

1. The Digital Paradigm Shift: POS Density as the New 'Financial Anchor' 

The most significant finding is the high statistical significance and positive long-run 

coefficient of POS Density (1.23, p = 0.0073). This suggests that for every 1% increase in 

the density of Point-of-Sale terminals, there is a more-than-proportionate 1.23% increase in 

formal banking participation. 
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Theoretical Linkage: This validates Financial Intermediation Theory, which posits 

that reducing transaction costs and physical distance is key to market entry. In Nigeria, POS 

agents have effectively "de-territorialised" banking. 

Policy Insight: POS agents have moved beyond being mere payment tools to 

becoming the primary touchpoint for account opening and cash-in/cash-out (CICO) 

services. This suggests that the "density" that matters most to current Nigerian banking 

policy is now human-led (agents) and digital-backed, rather than capital-intensive 

buildings. 

2. The "Brick-and-Mortar" Plateau and Structural Decoupling 

A striking revelation from the model is the statistical insignificance of physical bank 

branches (p = 0.5470). This indicates a structural "decoupling" where the growth of the 

banking sector is no longer tethered to the expansion of physical buildings. 

Diminishing Returns: From the perspective of Regulatory Response Theory, the 

Central Bank of Nigeria’s (CBN) historical reliance on branch-opening mandates has 

reached a point of diminishing returns. In urban hubs like Lagos and Abuja, branch density 

has reached saturation, while in rural areas, high overhead costs make physical expansion 

unviable. 

The Leapfrogging Effect: The insignificance of branches does not mean banking is 

failing; rather, it proves that the "Phygital" model (Physical POS agents + Digital mobile 

apps) has successfully leapfrogged the need for traditional infrastructure. The "bank" is no 

longer a place you go, but an activity you perform via an agent or a smartphone. 

3. Path Dependency and the 'Gestation Period' of Trust 

The highly significant lagged dependent variable (0.86, p = 0.0002) reveals that 

banking policy outcomes are highly "sticky" or path dependent. 

The Persistence Effect: A coefficient of 0.86 implies that 86% of this year’s 

progress in banking density is a direct carry-over from the infrastructure and trust 

established in the previous year. This demonstrates that financial inclusion is a cumulative 

process; policy successes are built on the "social capital" of the preceding period. 

The Gestation Period: The discovery that POS and Mobile Money impacts are 

stronger with a one-year lag is crucial. In the Nigerian context, the mere deployment of a 

terminal does not instantly create a bank account holder. There is a necessary "gestation 

period" during which the unbanked population first observes the technology, tests it for 
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small transfers, builds trust in the neighbourhood agent, and only then feels confident 

enough to transition into formal account ownership. 

In conclusion, the unified dynamic analysis proves that while physical branches 

provided the foundation for the Nigerian banking system in the 20th century, digital density 

is the anchor of 21st-century policy. The high long-run multiplier of POS terminals 

indicates that the path to the CBN’s 95% inclusion target does not lie in building more 

branches, but in strengthening the "last-mile" infrastructure. The data suggest that for a 

banking policy to be effective, it must focus on the stability of agent networks, the liquidity 

of POS operators, and the security of mobile platforms, as these are the variables currently 

driving the expansion of the Nigerian financial frontier. 

5. Conclusion and Recommendations 

Summary 

This study investigated the impact of bank density on banking policies in Nigeria 

over a 13-year horizon (2013–2025). By measuring bank density through a tripartite lens of 

physical branches, POS terminals, and mobile banking users, the study explored a reverse 

causality pathway: how the distribution of these access points dictates regulatory priorities. 

Using an Autoregressive Distributed Lag (ARDL) model, the research addressed the 

non-stationarity inherent in macro-financial data. The results consistently highlighted that 

while physical branch density has decoupled from financial inclusion outcomes, the 

acceleration of digital access points (POS and mobile) has become the primary signal 

informing the CBN's National Financial Inclusion Strategy (NFIS). The model’s high 

explanatory power (Adjusted R² = 0.999) underscores that infrastructure distribution is not 

just a policy outcome but a fundamental structural variable that shapes the evolution of the 

Nigerian financial system. 

Conclusion 

The study concludes that bank density is a critical, albeit evolving, determinant of 

banking policy in Nigeria. The findings provide strong evidence for a transition from 

"Physical Density" to "Digital Density" as the primary driver of regulatory behaviour. 

While the absence of physical branches in rural areas once served as a catalyst for 

expansionary branch policies, the current regulatory framework is increasingly reactive to 

the exponential growth of the "Agent Banking" and "Mobile Money" ecosystems. 
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Furthermore, the study confirms that Nigeria has successfully transitioned to a 

"phygital" banking model. The Central Bank and other regulatory authorities now prioritise 

policies that manage the risks and opportunities afforded by digital density, such as 

transaction security, agent liquidity, and consumer protection, over traditional 

branch-licensing frameworks. Ultimately, bank density serves as an "informational 

indicator" that guides the CBN in correcting market failures and reducing regional financial 

inequality. 

Recommendations 

Based on the robust findings of this study, the following policy recommendations 

are proposed: 

Transition to "Agent-First" Regulatory Frameworks: Given that POS density is the 

most potent driver of inclusion (1.23 long-run elasticity), the CBN should move away from 

branch-centric licensing and instead offer "Super-Agent" licences with lower capital 

requirements for firms willing to deploy exclusively in rural "Zero-Density" zones. 

Implementation of Digital Infrastructure Incentives: Regulatory policy should shift 

from mandating physical branches to subsidising broadband and power infrastructure for 

rural POS agents. The findings suggest that "Digital Density" cannot exist without the 

underlying telecommunications infrastructure. 

Proactive Risk-Based Supervision of Digital Points: As POS and mobile money 

become the primary touchpoints, the NDIC (Nigeria Deposit Insurance Corporation) and 

CBN must develop a more robust supervisory framework focused on "liquidity risk" at the 

agent level and "cyber-security" at the mobile user level to ensure that the growth in density 

does not lead to systemic instability. 

Refinement of the NFIS Strategy: The National Financial Inclusion Strategy should 

be updated to include "Agent Density per 1,000 adults" as a more vital KPI than "Branches 

per 100,000 adults," as the latter has proven statistically insignificant in the current 

Nigerian economic climate. 

Data-Driven Regional Policy Targeting: The CBN should utilise a Geographic 

Information System (GIS) to map bank density in real time. Policy interventions (such as 

microfinance grants or mobile money subsidies) should be automatically triggered in 

regions where digital density falls below a specific threshold relative to population growth. 
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