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ABSTRACT 

This study examines the impact of monetary policy instruments—money supply, liquidity ratio, and 

interest rates—on Nigeria's economic growth from 1990 to 2022. Utilizing the Autoregressive Distributed 

Lag (ARDL) methodology, the findings reveal a significant negative relationship between the growth rate 

of real broad money supply and GDP, highlighting inflationary pressures. Conversely, the liquidity ratio 

exhibits a positive and significant relationship with economic growth, suggesting its role in enhancing 

credit availability and stability. The impact of interest rates, though negative, is statistically insignificant, 

reflecting context-dependent effects. These results underscore the need for a balanced approach to 

managing monetary policy tools to foster sustainable growth in Nigeria. 
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1.1 INTRODUCTION 
The intricate interplay between monetary variables and economic growth has long captivated the attention 

of economists and policymakers. This relationship is particularly relevant in Nigeria, Africa’s largest 

economy, which faces significant challenges in achieving sustainable growth amidst dynamic monetary 

dynamics and external pressures. The role of monetary policy tools, particularly money supply and 

liquidity ratio, is crucial in navigating these complexities and ensuring economic stability. 

Monetary policy serves as the cornerstone of economic regulation, orchestrated to control the value, 

supply, and cost of money in alignment with national economic goals. The Central Bank of Nigeria 

(CBN) defines its primary objective as fostering economic growth and stability through precise monetary 

interventions (CBN, 2017). Despite numerous policy measures, Nigeria continues to grapple with 

challenges such as inflation, high unemployment, and low capacity utilization (Onodugo, Anowor, & 

Ofoegbu, 2018). This underscores the importance of understanding and effectively utilizing monetary 

instruments to address these issues. 

Money supply, categorized as narrow (M1) and broad (M2), is a critical determinant of economic activity. 

Narrow money includes physical currency and demand deposits, while broad money encompasses these 

components alongside savings, time deposits, and foreign currency holdings. A misalignment in money 

supply relative to output can lead to excess liquidity, fueling inflation and economic instability (Onyimba 

et al., 2020). The management of money supply, therefore, plays a pivotal role in shaping macroeconomic 

indicators such as inflation and interest rates (Okafor & Udeh, 2020). 

Similarly, the liquidity ratio, which measures the proportion of liquid assets to short-term liabilities, is a 

vital indicator of financial stability. It influences credit availability and investment patterns, directly 

impacting economic performance (Efanga, 2021). Maintaining an optimal liquidity ratio is essential to 

bolster the resilience of the banking sector and foster sustainable growth. 
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Debates on the effectiveness of monetary policy tools have highlighted varying perspectives. While some 

scholars emphasize the causal links between money supply and economic growth (Eke & Odukwu, 2022), 

others advocate for a complementary relationship between financial asset accumulation and physical 

investment, particularly in developing economies (McKinnon, 1973). These discussions reflect the 

multifaceted nature of monetary policy’s impact on economic dynamics. 

Despite Nigeria’s potential, the persistent underperformance of its economy highlights the need for a 

deeper understanding of how monetary instruments influence economic outcomes. By examining the 

interplay between money supply, liquidity ratio, and economic growth, this study seeks to provide critical 

insights that can inform policy formulation and foster sustainable development. 

From the above, the work has the following as specific objectives; 

I. Analyze the impact of the growth rate of real broad money supply on economic growth in 

Nigeria. 

II. Investigate the influence of the liquidity ratio on economic growth in Nigeria. 

III. Evaluate the relationship between interest rates and economic growth in Nigeria. 

Based on the objective the hypotheses of the study are stated thus; 

Ho₁:  There is no significant relationship between the impact of the growth rate of real broad money 

supply on Nigeria’s economic growth. 

Ho₂:  There is no significant influence of the liquidity ratio on Nigeria’s economic growth. 

Ho₃:  There is no significant relationship between interest rates and Nigeria’s economic growth. 

 

2.0 LITERATURE REVIEW 

2.1  Conceptual Review 

2.1.1 Concept of Money Supply  

Money supply refers to the total volume of money available within an economy at any given time. It 

encompasses both physical currency, such as coins and banknotes, and various deposit forms like demand 

deposits and savings accounts. It is commonly categorized into measures such as M1 (currency and 

demand deposits), M2 (M1 plus savings and time deposits), and M3 (M2 plus other financial institution 

deposits), providing a framework to analyze liquidity in the economy (Ajayi & Ojo, 2019). 

In macroeconomic management, money supply plays a pivotal role in shaping key economic variables, 

including inflation, interest rates, and overall economic growth. Central banks regulate the money supply 

through monetary policy tools to achieve objectives such as price stability, economic growth, and 

financial system stability (Gbarato, 2020). This is especially critical in Nigeria, where the economy’s 

performance hinges on the effective orchestration of monetary instruments. 

The availability of money directly impacts households and businesses by influencing spending, 

investment decisions, and payment mechanisms. The Central Bank of Nigeria (CBN) adopts measures 

like adjusting reserve balances and overseeing currency in circulation to maintain an optimal balance 

between liquidity and economic stability. 

Aligning with the topic, "Shaping the Economy: The Role of Monetary Instruments in Nigeria," this 

analysis underscores the strategic significance of money supply management as a core component of 

monetary policy, vital for steering Nigeria's economic trajectory toward growth and resilience. 

2.1.2 Concept of Liquidity Ratio 

The concept of the liquidity ratio refers to a financial metric that measures a company's ability to meet its 

short-term obligations with its most liquid assets. In banking and finance, the liquidity ratio is used to 

gauge the financial health and stability of institutions, indicating how well they can cover immediate 

liabilities without needing to sell assets or secure additional funding. A higher liquidity ratio suggests that 

a company or financial institution is better positioned to withstand financial stress, whereas a low ratio 

may signal potential liquidity problems. 

Liquidity ratios are particularly important for banks, as they determine the amount of easily accessible 

capital to cover withdrawal demands and unforeseen financial difficulties. The Current Ratio, Cash Ratio, 
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and Quick Ratio are common liquidity ratios used across different sectors. Specifically for banks, the 

liquidity ratio is often regulated by central banks to ensure that financial institutions maintain a buffer 

against short-term shocks (King & Iwedi, 2023; Nwokoro et al., 2023). 

A study by Igwenwanne et al. (2023) found that effective liquidity management is directly linked to better 

financial performance in Nigerian banks, particularly by improving the efficiency ratio and overall bank 

stability. Similarly, Adaghegbe and Idolor (2023) analyzed the trade-off between liquidity and 

profitability, concluding that liquidity management is essential for maximizing returns without sacrificing 

financial stability. Furthermore, Onyimba et al. (2020) emphasize the need for banks to carefully balance 

liquidity levels to prevent both insolvency and inefficient use of resources. 

In the Nigerian context, the Central Bank of Nigeria has set regulatory liquidity requirements to maintain 

stability in the financial system, ensuring banks can weather external shocks and maintain investor 

confidence. 

2.1.3 Concept of Interest Rate 

The interest rate is the cost of borrowing money, expressed as a percentage of the principal, or the amount 

of money borrowed. It is also the return earned on investments or deposits. In macroeconomics, interest 

rates are one of the primary tools used by central banks to influence economic activity. By adjusting 

interest rates, central banks can either stimulate or cool down economic growth. 

Interest rates have a profound impact on various sectors of the economy, including investment, 

consumption, and savings. A higher interest rate generally discourages borrowing and spending, as the 

cost of financing becomes more expensive, while it encourages saving as returns on deposits and fixed-

income investments increase. On the other hand, a lower interest rate typically stimulates borrowing, 

investment, and consumption, while discouraging saving (Mishkin, 2019). 

For central banks, setting interest rates involves balancing inflation and economic growth. In Nigeria, the 

Central Bank of Nigeria (CBN) uses its monetary policy tools, including the benchmark interest rate, to 

control inflation and stabilize the naira. According to Akinmoladun et al. (2020), interest rates in Nigeria 

significantly influence both domestic and foreign investment decisions, as they affect the cost of credit for 

businesses and consumers. 

Interest rates are influenced by various factors, including inflation, economic output, and the monetary 

policies of central banks. According to Ezirim and Eze (2022), the interplay between inflation and interest 

rates often results in trade-offs. High inflation generally leads to higher interest rates to keep inflation in 

check, while low inflation may allow for lower interest rates to encourage spending and investment. 

In the Nigerian context, interest rates have been shown to have a significant effect on economic growth. 

Studies by Okafor and Udeh (2020) suggest that higher interest rates can constrain access to capital for 

small and medium-sized enterprises (SMEs), thereby limiting their growth potential and contributing to 

the high unemployment rates seen in the country. Conversely, the reduction of interest rates by the CBN 

aims to stimulate economic activity by encouraging borrowing and investment, although this must be 

balanced against the risk of rising inflation. 

2.1.4 Concept of the Nigerian economy 

The concept of economic growth refers to the increase in the value of goods and services produced by an 

economy over time, typically measured by the growth in Gross Domestic Product (GDP). It represents an 

economy’s ability to expand its productive capacity and improve the standard of living for its citizens. 

Economic growth is a crucial indicator of an economy's health and is influenced by various factors, 

including capital accumulation, technological innovation, human capital development, and the efficient 

use of resources. 

Economic growth is often pursued by governments and central banks through fiscal and monetary 

policies. In many countries, sustained economic growth leads to improved living standards, increased 

employment, and enhanced business opportunities. However, growth can also bring challenges, such as 

inflationary pressures, income inequality, and environmental degradation, which need to be carefully 

managed. 
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In the context of Nigeria, economic growth is a critical objective, given the country’s status as Africa's 

largest economy. Economic growth in Nigeria is influenced by factors such as oil prices, infrastructure 

development, agricultural productivity, and more recently, financial sector reforms. According to 

Akinmoladun et al. (2020), the Nigerian economy is highly sensitive to global oil price fluctuations, 

which significantly impact government revenue and overall economic performance. Additionally, the 

country’s economic growth has been hampered by challenges such as inflation, corruption, and 

inadequate infrastructure, as noted by Ezirim and Eze (2022). 

Monetary policy, including the management of money supply and interest rates, plays a key role in 

influencing economic growth. For instance, when the Central Bank of Nigeria (CBN) adjusts interest rates 

or money supply, it directly affects consumption, investment, and savings patterns, thereby influencing 

overall economic activity. Several studies, including those by Okafor & Udeh (2020), have shown that 

effective monetary policy management is crucial in fostering sustainable economic growth, especially in 

developing economies like Nigeria. 

 

2.2 Theoretical Framework 

The Keynesian theory of economics is a cornerstone of macroeconomic thought, emphasizing the role of 

total spending (aggregate demand) in the economy and its effect on output and inflation. John Maynard 

Keynes, the founder of this theory, argued that economic recessions are caused by insufficient aggregate 

demand, which can lead to unemployment and unused capacity in the economy. According to Keynes, 

when aggregate demand falls short, governments should intervene by increasing public spending or 

cutting taxes to stimulate demand and promote employment. 

In the context of this study, Keynesian theory aligns well with the exploration of how monetary policy 

(through money supply, liquidity ratio, and interest rates) impacts economic growth. Keynesian 

economics suggests that adjusting the money supply and interest rates can influence consumption and 

investment decisions, which in turn affects overall economic activity. For instance, increasing the money 

supply lowers interest rates, encouraging borrowing and investment, which can lead to economic 

expansion. Conversely, raising interest rates or reducing the money supply can help control inflation, but 

at the cost of slower economic growth. 

Empirical studies also support the Keynesian view that monetary policy can significantly influence 

economic growth, especially in developing economies like Nigeria. Changes in interest rates, as 

influenced by the Central Bank's policies, are shown to affect both investment levels and economic 

activity (Apere & Akarara, 2018; Onoh, 2013). Additionally, government policies targeting liquidity and 

money supply have been shown to play a critical role in stimulating or constraining growth in countries 

like Nigeria. Thus, this theoretical framework provides a robust lens for examining the dynamic 

relationship between money supply, liquidity ratio, interest rates, and economic growth in Nigeria. 

 

2.3 Empirical Review 

Oseni and Oyelade (2023) studied the impact of monetary and fiscal policies on Nigeria's economic 

growth. They found that broad money supply, capital formation, and employment positively affect GDP, 

while high lending interest rates negatively influence growth. The authors recommend reducing lending 

rates to encourage investment and boosting employment through targeted policies. Their findings suggest 

that monetary policy is more effective than fiscal policy in driving growth, aligning with Keynesian 

principles that highlight the role of money supply and interest rates in economic stability and expansion. 

Ukangwa et al. (2023) explored the role of monetary policy in fostering sustainable economic growth in 

Nigeria, focusing on the period from 1981 to 2021. They found that despite the Central Bank of Nigeria's 

various monetary regimes, inflation remains a persistent challenge to growth. Using secondary data and 

the Autoregressive Distributed Lag (ARDL) model, their study confirmed a long-term relationship 

between monetary policy and economic growth. The authors recommend that the Central Bank prioritize 

managing money supply through instruments like the liquidity ratio, reserve ratio, and treasury bill 
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transactions. They also argue that direct manipulation of interest rates, rather than reliance on money supply, 

may be a more effective tool for influencing real economic variables, given the negative but insignificant 

impact of interest rates on growth. 

Ovat et al. (2022) assessed the impact of the Monetary Policy Rate (MPR) on Nigeria's economic growth 

between 2006 and 2020 using a simultaneous equation model with the Two-Stage Least Squares (2SLS) 

method. Their analysis, which focused on variables like broad money supply (M2/GDP), credit to the private 

sector (CPS/GDP), cash reserve ratio (CRR), liquidity ratio (LQR), and lending interest rate (LIR), found that 

MPR negatively impacts economic growth. The real exchange rate (REXR) also has an inverse and significant 

effect, while inflation (INFL) was found to have a negative but insignificant impact on growth. Based on their 

findings, the authors recommend that the Central Bank of Nigeria carefully set the MPR to ensure that credit 

flows in ways that stimulate investment and economic activity, emphasizing the need to identify an optimal 

threshold for MPR to balance price stability, investment, and output growth. 

Aliu (2022) explored the effectiveness of monetary policy in stimulating economic growth in Nigeria from 

1990 to 2019, utilizing secondary data from the Central Bank of Nigeria (CBN). The study applied advanced 

econometric techniques, such as the Augmented Dickey Fuller Unit Root Test, ARDL Bounds Test, and Error 

Correction Mechanism (ECM). The results revealed a long-run relationship among the variables, and the ECM 

test showed an 88% adjustment back to equilibrium. The study concluded that interest rates and reserve 

requirements play a significant role in Nigeria’s long-run economic growth, emphasizing the importance of 

effective monetary policy. The recommendation is for the Nigerian government to introduce policies that 

stimulate both short- and long-term economic growth. 

Amadi, Nwikina, and Gbarato (2022) examined the relationship between money supply and economic growth 

in Nigeria using time series data from 1981 to 2019. The study found that money supply and GDP are 

cointegrated in the long run. The Error Correction Model indicated that broad money supply has a positive but 

marginal effect on GDP, while interest rate has a negative yet significant relationship with GDP. Their findings 

suggest that interest rates are effective in controlling money supply and influencing investment, thus driving 

economic growth. The authors recommended a more relaxed interest rate policy to stimulate investment and 

economic activities. 

Adegboyo, Keji, and Fasina (2021) analyzed the impact of government policies, including monetary, fiscal, 

and trade policies, on Nigeria’s economic growth between 1985 and 2020, using GDP per capita as a proxy for 

economic growth and money supply and interest rates for monetary policy. Their findings revealed that while 

interest rates have an impact on economic growth, money supply does not significantly influence economic 

growth. The study concluded that the impact of monetary policy on Nigeria’s economic growth has been 

inconsistent over the years. 

Ekechukwu et al. (2020) focused on the effect of money supply and liquidity ratio on Nigeria’s economic 

growth. The study employed Ordinary Least Squares (OLS) estimation, and after conducting pre-estimation 

tests, the results showed that neither Narrow Money, Broad Money, nor the Liquidity Ratio were statistically 

significant in influencing economic growth. The study recommended that efforts from both the demand and 

supply sides, along with a political approach, are necessary to ensure policy stability. 

Odumusor (2019) examined the impact of money supply on Nigeria’s economic growth, grounded in the 

classical quantity theory, Keynesian theory, and Monetarist theory. Using a time series approach and 

econometrics software (EVIEWS version 9.0), the study found that while money supply is insignificant in the 

short run, it has a negative impact in the long run. The causality test showed no predictive relationship between 

money supply and economic growth. The study concluded that increasing the money supply would not 

stimulate economic growth in Nigeria and recommended focusing more on investment in productive sectors, 

such as agriculture, education, and infrastructure, to promote growth. 

 

3.0 RESEARCH METHODOLOGY 
3.1 Research Design 

The This study adopts an Ex-post facto research design to examine the relationship between money supply, liquidity 

ratio, interest rate, and economic growth in Nigeria. The design is particularly suited for analyzing secondary data to 

identify cause-and-effect relationships in existing economic conditions. Secondary data for this study were sourced 

Ibebi  …..Int. J. Innovative Devpt & Policy Studies 12 (3):138-148, 2024   



143 

 

from the Central Bank of Nigeria (CBN) Statistical Bulletin and the World Bank Development Indicators, covering a 

period from 1990 to 2022. This approach is consistent with previous research that has effectively utilized secondary 

data to investigate the dynamics of economic variables, such as those explored by Okafor (2012) and Success & 

Ifurueze (2012). 

The population of this study encompasses key economic indicators in Nigeria, including Gross Domestic Product 

(GDP), money supply, interest rate, and liquidity ratio, for the thirty-three years from 1990 to 2022. The study 

utilizes secondary data due to its reliability and consistency, having been validated by professionals and regulatory 

bodies like the Central Bank of Nigeria (CBN) and World Bank. Moreover, secondary data have been widely 

accepted in previous studies, confirming their appropriateness for exploring the variables related to monetary policy 

and economic growth (Okafor, 2012; Success & Ifurueze, 2012). By utilizing this data, the study aims to empirically 

test the hypotheses regarding the relationships between money supply, liquidity ratio, and interest rate with 

economic growth in Nigeria. 

Model Specification  

The purpose of this study is to examine the determinants of money supply and liquidity ratio in Nigeria. To achieve 

this, two variables were identified in the study, these are: independent and dependent variables. The independent 

variables are the money supply and liquidity ratio generated in Nigeria in the following dimensions as surrogates: 

money supply (MS), liquidity ratio (LR) and interest rate (IR). The dependent variable on the other hand is the 

Nigerian Economic Growth (NEG) measured by the Gross Domestic Product (GDP) of Nigeria for the period under 

study. The following models were adopted. 

GDP = β0 + β1(MS) + β2(LR) + β3(IR) + e 

Where; GDP= Gross Domestic Product (Dependent Variable) 

β0 = is the intercept  

β1 – β3 = are the parameters to be estimated in the equation 

MS = Money Supply (Independent Variable) 

LR = Liquidity Ratio (Independent Variable)  

IR = Interest Rate (Independent Variable) 

e = Error Term 

 

4.0 DATA PRESENTATION AND ANALYSIS 
4.1  Descriptive Statistics 

The descriptive statistics are presented and analysed in this section, as presented in Table 4.1; it entails the 

minimum, maximum and the average values from the data. It also contains the standard deviation, skewness and 

kurtosis.  

Table 4.1: Descriptive Analysis 

 GDP MS LR IR 

 Mean  8783.221  24.05969  49.53606  3.804545 

 Median  5120.900  20.48000  46.80000  7.380000 

 Maximum  26221.83  57.78000  104.2000  25.28000 

 Minimum  16.30000 -2.010000  26.39000 -43.57000 

 Std. Dev.  9301.935  15.91474  15.45630  16.53072 

 Skewness  0.546355  0.480703  1.446254 -1.402121 

 Kurtosis  1.752500  2.337917  6.243716  4.828251 

     

 Jarque-Bera  3.781625  1.816877  25.97140  15.40862 

 Probability  0.150949  0.403153  0.000002  0.000451 

     

 Sum  289846.3  769.9100  1634.690  125.5500 

 Sum Sq. Dev.  2.77E+09  7851.652  7644.715  8744.475 

     

 Observations  33  32  33  33 

Source: Author's computation using Eviews 10.0 Software  
The descriptive statistics of the dependent and independent variables in the model are displayed in table 

4.2 from 1997 to 2019, the average value of GDP, MS, LR, and IR are 8783.221, 24.05969, 49.53606 and 
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3.804545 respectively. These figures may be compared with the maximum values of GDP, MS, LR, and 

IR which are 26221.83, 57.78000, 104.2000 and 25.28000 respectively. It can be concluded that the 

means of all the variables are significantly lower than its maximum values. Skewness is a measure of 

asymmetry of the distribution of series around its mean. The skewness of Gross Domestic Product (GDP), 

growth rate of real broad money supply (MS), liquidity ratio (LR), interest rate (IR) is above zero. Thus, 

there is a right long-tailed distribution for the observation of each of the variables. The Kurtosis of a 

normal distribution is 0. Table 4.2 further shows that GDP, MS, LR, and IR each have a Kurtosis of less 

than zero, indicating that each of the distributions is platykurtic. The JaqueBera statistics of all the 

variables show that all the series are not normally distributed since the JarqueBera probability values of 

GDP, MS, LR, and IR which are 0.150949, 0.403153, 0.000002 and 0.000451 are all greater than 0.05. 

4.2 Unit Root Test  

In determining the characteristics of time series variables, a preliminary analysis is to test whether the 

series are stationary or not. In other words, this preliminary analysis is conducted to test for the presence 

of a unit root in the series. The Augmented Dickey Fuller (ADF) unit root test was applied and the results 

are shown in table 4.2. 

Table 4.2: Summary of the Augmented Dickey Fuller Unit Root Test of the Variables 

VARIABLE ADF TEST STAT. 5% CRITICAL VAL. REMARKS 

GDP 0.369250 -2.957110 Non-stationary 

∆GDP  -5.814981 -2.960411 Stationary 

IR -5.302468 -2.957110 Stationary 

LR -3.069489 -2.957119 Stationary 

MS -2.943655 -2.960411 Non-stationary 

∆MS -6.078899 -2.963972 Stationary  

Source: EViews Version 10 

The empirical results of the Augmented Dickey Fuller (ADF) unit root test at 5 percent critical levels in 

table 4.3 indicates that all the variables were stationary only after first difference. Hence, the variables the 

same number of integrations. This conclusion is based on comparison of the Augmented Dickey Fuller 

statistics and the critical values provided by Mackinnon (1996). Because the variables have different 

orders of integration, this permits us to conduct the Auto-regressive Distributed Lag (ARDL) model to 

know if the variables have a long run relationship. 

Test of Hypotheses 
In this section, the study tests the hypotheses formulated to investigate the relationships between money 

supply, liquidity ratio, interest rate, and economic growth in Nigeria. To achieve this, the study employs 

panel least square regression analysis to determine the effects of these variables on economic growth. 

Specifically, the analysis explores how changes in money supply, liquidity ratio, and interest rates 

influence key indicators such as Gross Domestic Product (GDP) and economic stability over the period 

from 1990 to 2022. The hypotheses are tested by evaluating the coefficients of these variables, which are 

presented in Table 4.3, with the results helping to assess the significance and direction of the relationship 

between these variables and the growth of the Nigerian economy. The study also draws on established 

research methodologies, as seen in studies like those by Okafor (2012) and Success & Ifurueze (2012), 

which have previously demonstrated the effectiveness of regression models in analyzing the impact of 

monetary policies on economic performance. 
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Table 4.3: Regression Analysis 

     
     Variable Coefficient Std. Error t-Statistic Prob.*   

     
     LGDP(-1) 0.929371 0.027046 34.36252 0.0000 

LMS -0.119884 0.051444 -2.330390 0.0447 

LLR 0.459321 0.199636 2.300795 0.0469 

LIR -0.079071 0.071293 -1.109094 0.2961 

LIR(-1) -0.224568 0.141522 -1.586808 0.1470 

C -0.076637 0.637422 -0.120229 0.9069 

     
     R-squared 0.995946     Mean dependent var 8.612302 

Adjusted R-squared 0.993693     S.D. dependent var 2.140040 

S.E. of regression 0.169951     Akaike info criterion -0.417443 

Sum squared resid 0.259949     Schwarz criterion -0.134223 

Log likelihood 9.130823     Hannan-Quinn criter. -0.420460 

F-statistic 442.1725     Durbin-Watson stat 1.834466 

Prob(F-statistic) 0.000000    

     
     *Note: p-values and any subsequent tests do not account for model 

selection.   

 

The value of the Adjusted R-Squared of 0.995946 implies MS, LR, and IR explained about 99.6% 

systematic variations in the dependent variable (GDP) over the observed years while the remaining 0.4% 

variations are explained by other determining variables outside the model. The F-statistic shows a 

significant probability value of 0.00000 which is less than 0.05. This means that the effect of the 

independent variables (MS, LR, and IR) on the dependent variable (GDP) did not happen by chance. The 

Durbin-Watson statistic of 1.834466 indicates absence of autocorrelation.  

HO1:  There is no significant relationship between the impact of the growth rate of real broad 

money supply on Nigeria’s economic growth.  
The table above shows the short run regression of the Autoregressive Distributed Lag (ARDL) result for 

the study. According to the results, growth rate of real broad money supply has a negative coefficient of -

0.119884 which is significant with a p-value of 0.0447. The interpretation of the negative coefficients of 

MS indicates that an increase in MS by a unit will lead -0.119884 units decrease in Gross Domestic 

Product (GDP) holding every other thing constant. Since the probability value of growth rate of real broad 

money supply of 0.0447 is less than the 5% level of significance, the null hypothesis is hereby rejected. 

HO2: There is no significant influence of the liquidity ratio on Nigeria’s economic growth. 
According to the Autoregressive Distributed Lag (ARDL) in the table above, liquidity ratio (LR) has a 

positive coefficient of 0.459321 which is significant with a p-value of 0.0469 The interpretation of the 

positive coefficients of LR indicates that an increase in LR by one unit will lead to 0.459321 unit increase 

in Gross Domestic Product (GDP) Since the probability value of liquidity ratio of 0.0469 is less than the 

5% level of significance, the null hypothesis is hereby rejected.  

HO3: There is no significant relationship between interest rates and Nigeria’s economic growth. 
According to the Autoregressive Distributed Lag (ARDL) results in table above, interest rate (IR) has a 

negative coefficient of -0.224568 which is insignificant with a p-value of 0.1470. The interpretation of the 

negative coefficients of IR indicates that an increase in IR by one unit will lead to -0.224568 unit decrease 

in Gross Domestic Product (GDP). Since the probability interest rate of 0.1470 is greater than the 5% 

level of significance, the null hypothesis is hereby accepted.  
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Table 4.4 Long Run Relationship 

     
     Levels Equation 

Case 2: Restricted Constant and No Trend 

     
     Variable Coefficient Std. Error t-Statistic Prob.    

     
     LM2GR -1.697382 0.927667 -1.829731 0.1005 

LLIQR 6.503335 2.834113 2.294663 0.0474 

LINTR -4.299096 2.540896 -1.691961 0.1249 

C -1.085067 9.031525 -0.120142 0.9070 

     
     EC = LGDP - (-1.6974*LM2GR + 6.5033*LLIQR  -4.2991*LINTR  -1.0851 ) 

     
     The long run relationship indicates a positive significant effect of liquidity ratio on the Nigeria economy 

and a negative insignificant of growth rate of real broad money supply and interest rate to the Nigeria 

economy. 

Table 4.5: Heteroskedasticity Test 

Heteroskedasticity Test: Breusch-Pagan-Godfrey 

     
     F-statistic 2.832974     Prob. F(5,9) 0.0830 

Obs*R-squared 9.172210     Prob. Chi-Square(5) 0.1024 

Scaled explained SS 2.076032     Prob. Chi-Square(5) 0.8385 

     
     The results of the Breusch-Pagan-Godfrey heteroskedasticity test shows that the null hypothesis is 

rejected and we then conclude that the residuals are not heteroskedastic since the probability statistic of 

the F-statistic and the Chi-square statistics are greater than 5%. 

Table 4.6: Auto Correlation Test 

Breusch-Godfrey Serial Correlation LM Test: 

     
     F-statistic 0.091155     Prob. F(2,7) 0.9139 

Obs*R-squared 0.380746     Prob. Chi-Square(2) 0.8267 

     
     The results in table 4.7 shows that there is a serial correlation in the model since the probability value of 

the F-statistic and the Chi-square of 0.091155 and 0.8267 respectively are greater than 5%. 

Table 4.7 Error Correction Model 

     
     ECM Regression 

Case 2: Restricted Constant and No Trend 

     
     Variable Coefficient Std. Error t-Statistic Prob.    

     
     D(LINTR) -0.079071 0.037844 -2.089397 0.0662 

CointEq(-1)* -0.070629 0.013923 -5.072642 0.0007 

     
     R-squared 0.635228     Mean dependent var 0.082623 

Adjusted R-squared 0.607169     S.D. dependent var 0.225616 

S.E. of regression 0.141407     Akaike info criterion -0.950776 

Sum squared resid 0.259949     Schwarz criterion -0.856370 

Log likelihood 9.130823     Hannan-Quinn criter. -0.951782 

Durbin-Watson stat 1.834466    
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The results in table 4.5 show that the ECM is negative and statistically significant, showing that an 

established short-run relationship can be attained. The speed of Adjustment of -0.070629 implies that -7% 

of the deviation of GDP from its short run equilibrium can be reconciled per annum. 

 

DISCUSSION OF FINDINGS 
This study explores the impact of monetary policy tools on Nigeria's economic growth, using the ARDL 

model to test the hypotheses. 

Growth Rate of Real Broad Money Supply and Economic Growth: A negative relationship was found 

between the growth rate of real broad money supply and economic growth, with a coefficient of -

0.119884 and a p-value of 0.0447, suggesting that increases in money supply hinder growth. This aligns 

with Mankiw (2016) and Ogwuche & Obiaje (2023), who highlight inflationary pressures as a key factor. 

However, this contrasts with Friedman & Schwartz's (1963) argument that monetary expansion can 

stimulate growth in developing economies. 

Liquidity Ratio and Economic Growth: The liquidity ratio showed a positive and significant 

relationship with economic growth, with a coefficient of 0.459321 and a p-value of 0.0469. This supports 

findings by Diamond & Dybvig (1983) and Thomas (2022), indicating that higher liquidity can improve 

economic stability by facilitating investments and reducing financial volatility. 

Interest Rate and Economic Growth: The interest rate was found to have a negative but insignificant 

relationship with economic growth, with a coefficient of -0.224568 and a p-value of 0.1470. This result 

aligns with Barro (1995) and Ogwuche & Obiaje (2023), suggesting that the impact of interest rates on 

growth is context-dependent and may not always be significant in the face of other economic challenges. 

 

5.1 CONCLUSION 
This study investigates the relationship between key monetary policy tools and economic growth in 

Nigeria from 1990 to 2022. The results indicate that the growth rate of real broad money supply has a 

significant negative impact on GDP, aligning with studies by Ogwuche & Obiaje (2023) and Mankiw 

(2016), which suggest that excessive money supply growth can lead to inflationary pressures and 

economic instability. In contrast, the liquidity ratio exhibits a positive and significant relationship with 

GDP, supporting findings from Thomas (2022) and Diamond & Dybvig (1983), who argue that adequate 

liquidity promotes financial stability and growth by facilitating credit availability. Lastly, the negative but 

statistically insignificant relationship between interest rates and GDP suggests that their effect on growth 

may vary, as also noted by Barro (1995). The study underscores the complex nature of monetary policy 

and highlights the need for a nuanced, balanced approach to managing money supply, liquidity, and 

interest rates to foster sustainable economic growth in Nigeria. Effective economic policies should 

integrate these insights while considering other factors that impact the broader economic environment. 

 

RECOMMENDATIONS 

1. Given the negative relationship between real broad money supply growth and GDP, policymakers 

should adopt a more cautious approach to money supply expansion, ensuring it aligns with 

economic growth targets to avoid inflationary pressures. 

2. To foster sustained economic growth, the Central Bank of Nigeria should focus on maintaining an 

optimal liquidity ratio that ensures sufficient credit availability while avoiding excess liquidity 

that could lead to financial instability. 

3. Since interest rates do not show a significant impact on GDP, the government should focus on 

complementary policies such as investment in infrastructure and human capital, which could 

enhance the broader economic environment. 
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