IMPACT OF THE MONEY MARKET IN THE GROWTH OF NIGERIA IN ECONOMY
ABSTRACT
This project work reviewed the role of the Nigerian money market in the economic development of Nigeria. Based on the research work carried out we are able to identify the various effect it has in the economic development of the Nigerian economy.
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CHAPTER ONE
INTRODUCTION
1.1	BACKGROUND OF THE STUDY
The financial system of any financial company provide the catalyst through financial intermediation for productive activities to ensure economic growth and development Olowo (2008).
The Nigerian financial sector is undoubtedly the most important in the political economic system because it provides the necessary lubricant that keeps the wheel of the economy turning and it is an engine for economic growth. The sector provides fund for investment and also allocates these funds for investment and also allocates these funds as efficiently as possible to those project that offers best returns to fund owners. The well being of the sector to a very large extent determines a growing economy. However, if the sector happens to be weak, the economy suffers for it.
There are various financial market which are institutional arrangement that facilitates the intermediation of funds in an economy. The market which deals with sort term funds and the capital market that is for long term dealings in loanable funds Anyanwu (1996). The basic of distinction between eh money market and the capital market lies in the degree of liquidity of instrument bought and sold in each of the market which can be subdivided into the primary and secondary market is concerned with raising of new fund, the secondary market exist for the sale and purchasing of existing securities. Therefore enabling savers who purchased securities when they had surplus to recover their money when they are in need of cash Afolabi (1991).
The major concern for the study is the money market, the money market represent the short end of the financial system which provide short term investment having a maturity date of less than one year. Also the money market is an intermediary for short term financial asset that are close substitute for money in Nigerian money market as established by the Central Bank of Nigeria primarily for mobilizing domestic savings for productive investments as well as providing government with funds to enable implement programmes. Nibeabuchi (2004).
The Nigeria money market offers opportunity for trading in the short term instrument which are very liquid and have negligible risk and the money market also provides the basis for implementation of monetary policy. The types of instrument traded are treasury bill, treasury certificate, commercial paper, bankers acceptance etc. commercial papers are the dominant players in the market while the market provides the basis of operations, manipulation and execution of monetary policy (indirect instrument) with discount houses intermediary between the Central Bank and other banks where the former is playing the role of the lender of last resort to the market. Jhingan (2004).
The role of the money market in the development of the economy cannot be overemphasized as the money market plays a key role in banks liquidity management and transmission of money policy by providing the appropriate instrument and partners for liquidity trading, the money market allows re-financing of short term positions and facilitates the mitigation of business liquidity.
However, a developed money market has different types of near asset in large number such as promissory note, treasury bill etc. as the number of near money asset increases, the more developed the money market becomes. The market also attracts adequate funds and easy access to financial sources from within an outside the country.
Thus the development of the money market smoothens the progress of financial intermediation and boost lending to economy which in turn improves the country’s economy and brings about development in its economic activities.
1.2	RESEARCH PROBLEM
The Nigerian economy is based on the money which is designed as a means of liquidity adjustment and also a potential path for development. Therefore the money market needs to be infused with more liquidity to ensure safety for investors in order to help fund economic development.
The largest problem with the market is corruption of the system that even transparency cannot fix, provision of more regulation will be appropriate.
Iyiegbuniwe (2005) pointed out that although the Nigerian money market has experienced significant growth, both in breadth of securities as well as the volume of trading since the liberalization of the financial system since 1986, it still needs to be deepened further to achieve the required vibrancy that is expected of a money market. This does not mean that the money market is inefficient, it goes a long way to explain that there is serious need to evaluate its performance in relation to its contribution to economic development of the country.
Therefore, the Nigerian money market should be deep and broad to be able to absorb large volume of transaction without substantial effect on security prices and interest. The above defining feature of the market demands that, there exist many active market participation such that the transaction of an individual investor will have just little impact on security prices and interest rate. It also requires that there are different varieties of securities to ensure that there is always alternative (other options) investment instrument available to be able to satisfy the respective return and risk of investors.
Therefore, a deep and broad market which is very efficient in information and operations including an adequate regulation and more liquidity will contribute to the development of the Nigerian economy.
1.3	OBJECTIVES OF THE STUDY
The main objective of this study is to examine the role of the money market in the economic development of Nigeria. Some other objectives are written below:
1. To examine if the Nigerian money market has developed.
2. To examine the relationship between the money market and the economic development in Nigeria.
1.4	RESEARCH HYPOTHESIS
1. H0:	The Nigerian money market has not developed
2. H1:	The Nigerian money market does not contribute to the economic development of the Nigerian economy.
1.5	SIGNIFICANCE OF THE STUDY
1. The study will explore the effectiveness and usefulness of the money market to the economy.
2. The study will be a reference material for further study on the market and the economic development of Nigeria.
3. The result of the study will contribute to practical knowledge, the existing body knowledge advancement and stability of the Nigerian economy.
4. The bank and other financial sectors of the economy will be well guided in the effect of the money market to the development of the Nigeria economy.
5. It will provide various policy recommendations to policy makers on ways to use money market instrument more effectively in the developing Nigerian economy.
1.6	SCOPE OF THE STUDY
The study cannot cover all the areas of the financial sector, it is therefore limited to the money market, its instruments and policies and regulation used by the government to stabilize its road to economic development.
The empirical investigation of the role of money market in the development of the Nigerian economy shall be restricted to the period from 1980-2009.
1.7	LIMITATION OF THE STUDY
1. Time constraint
2. Another limitation shall be based on data collection and methodology, which have various impacts. The data to be used for the regression are annual data sourced from different authorized bodies such as the Central Bank of Nigeria etc. the unavailability of the data for some variables using previous years act as a hindrance in the range of data. The accuracy of the data is subject to sincerity and dedication of the officials involved in the collection and collation of data.
3. All the above may not be achieved due to time constraint.


CHAPTER TWO
LITERATURE REVIEW
2.1	THE CONCEPT – MONEY MARKET
The money market is a market for short term funds and as the name suggest, it is a market in which money is bought and sold, the market is used by business enterprise to raise fund for the purchase of inventories, by banks to finance temporary reserve loss, by companies to finance consumer credit and by government to bridge gap between its recipient and expenditure.
Unlike the market for textiles, for example, there is no place that one can call a money market. Although activities in the money market can be concentrated in a particular street for example, all street in New York, Lombard Street in London and Broad Street in Lagos. Transactions are impersonal taking place mostly by telephone Ajayi and Ojo (1981).
The money market also refers to a collection of group of financial institution up for the granting of short term loans and dealings in short term securities, gold and foreign exchange Anyanwu (1993).
Furthermore, the money market is a key component of the financial system as it is the fulcrum of monetary operations conducted by the Central Bank in the pursuit of monetary policy objectives. It is a market for short term funds with maturity from overnight to one year and includes financial instruments that are deemed to be close substitutes of money. The money market performs three braod functions. One, it provides an equilibrating mechanism for demand and supply of short term funds. Two, it enables borrowing and investment requirements at an efficient market clearing price. Three, it provides an avenue for Central Bank intervention in influencing both quantum and cost of liquidity in the financial system, thereby transmitting monetary policy impulses to the real economy. 
In order to meet these basic functions efficiently, money market have evolved over time spawning new instruments and participants with varying risk profiles in line with the changes in the operating procedures of monetary policy changes in financial market structures, macroeconomic objectives and economic environment have called for shift in monetary regimes which in turn have necessitated refinements and procedures and institutional arrangement of Central Banks.
The money market is also a subsection of the fixed income market. We generally think of the term fixed income as being synonymous to bonds. In reality, a bond is just one type of fixed income security. The differenced between the money market and the bond market is that the money market specialized in very short term debt securities (debt that mature in less than one year) money market investments are also called cash investments because of their short maturities period.
Money market securities are essentially IOUs issued by government, financial institutions and large corporations. These instruments are very liquid and considered extra ordinarily safe because they are conservative, money market securities offer significantly lower returns that most other securities. One main difference between money market and the stock market is that most money market securities trade in very high denominations. This limits access for the individuals investor.
The money market is a dealer market which means that firms buy and sell securities in their own account at their own risk. Another characteristic of a dealer market is the lack of a central trading floor or exchange. Deals are transacted over the phone or through electronic media.
The easiest way for us to gain access into the money market is with a money market mutual funds or sometimes through a money market bank account. These accounts and funds pool together the asset of thousands of investors in order to buy the money market securities on their behalf. However, some money market instruments can be purchased directly like treasury bills failing that, they can be acquired through other large financial institution with direct access to these markets.
2.1.1	AN OVERVIEW OF THE NIGERIAN MONEY MARKET
No money market existed in Nigeria before the establishment of the central Bank of Nigeria (CBN). This is however not to say that a market for short term funds did not exist before then; before the advent of commercial banking, there existed some elements of short term lending and borrowing based on commercial papers. The market was an integral part of the London money market. It worked by moving funds London money market. It worked by moving funds from London to Nigeria during the season in order to finance the export of produce. At the end of the season, the funds were moved back to London when there was all-season money market activities. The establishment of the Nigerian money market involved on the part of the Central Bank of Nigeria. Repatriating these “roving” funds to Nigeria for the countries economic development.
Reasons for the Establishment of the Nigerian Money Market
a. To provide the machinery need for government short-term financing requirement.
b. It is a part of modern financial and monetary system which enables the nation to establish the monetary autonomy which is part of the workings of an independent state.
c. To domesticate the credit base by providing local investment outlets for the retention of funds in Nigeria and for the investment of funds repatriated from abroad as a result government persuasions to that effect.
d. It provides a good barometer to Central Bank of Nigeria which can use it to judge the shortage or surplus of funds in the economy.
e. The existence of the money market enables the Central Bank to undertake vigorous money policy.
2.2	MONEY MARKET INSTRUMENTS
Money links investors who want to earn competitive rates on their investment with government and companies that need short-term financing. Money market instruments are shorts term promissory notes much like “IOUs” which mature from one to 18 months.
Money market instruments are considered to be cash equivalents. They are highly liquid and have very low risk because of their short term to maturity. The face value of money market instruments is guaranteed by the issues compared with stocks and bonds of the same issuer, money market instruments carry the lowest risk. However, in exchange for this high degree of safety, these instruments usually have lower potential rate of return, money market instruments are ideal for ideal for investors who are seeking safety of principal and a predictable rate of return. They add stability and liquidity and help to reduce the overall risk of a portfolio invested in stocks and bonds for these reasons, market instrument should be included as a part of a well-balanced investment portfolio. The major instruments currently use to evidence debt are treasury bills, treasury certificates, certificates of deposits, money at call; commercial papers, and stabilization securities.
a.	Commercial Papers or Commercial Bills
This is a short term unsecured promissory note issued by cooperators and foreign governments. It is a low cost alternative to bank loans for many large credit worthy issuers. Issuers are able to efficiently raise large amounts of funds quickly and without expensive Securities and Exchange Commission registration (SEC). When commercial papers are sold by big companies (blue chips, large old, safe, well known companies and national companies. Such notes are backed by any collateral rather they rely on high auditing rating of the issuing companies. In the Nigerian context there are two forms of commercial bills;
1.	The Ordinary Trade Bill
This is drawn by ordinary reputable commercial firms and accepted by a bank or acceptance house and are secured on stocks of manufactured goods or other stock in trade. These bills were not eligible for rediscount at the Central Bank of Nigeria and hence not popular with banks except when secured on exports produce.
2.	The Marketing Boards Bill
It is originated with inception of the bill market scheme in 1962 Anyanwu, (1993). Under the scheme, the marketing board met its requirements forecast by drawing a 90 day commercial bill of exchange supported by scales of contract on the Nigerian produce marketing company limited, then the sole exporter for all the marketing boards upon acceptance by the company the board then rediscounted the bills with the participating commercial banks and accepting houses which if they choose could rediscount the bills with Central Bank of Nigeria (CBN).
b.	Certificate of Deposit
They are another form of money market investments. This is a document evidencing a time depository institution e.g. commercial banks at a discount or face value. It is an inter-bank debt instrument which is used to provide outlet for the commercial banks surpluses. It was introduced in Nigeria by the Central Bank of 1975 which was meant to upon up new funds for the Merchant Banks who was its major issuer. There are two main types of certificates of deposit.
1.	The Nigerian Certificate of Deposit
They are rediscounted at the CBN and have a maturity date of between 3 and 6 months and a wholesale issue of not less than fifty thousand naira (N50,000).
2.	Non Negotiable Certificate of Deposit
This certificate was issued in denomination ranging between (N1,000) one thousand naira and fifty thousand naira (N50,000) and are normally held till maturity. Those maturing within 18 months are classified as liquid asset and are eligible for the purpose of satisfying the liquidity ratio requirements. This non-negotiable certificate of deposit complies with rates of interest on deposit as stipulated from time to time by the Central Bank.
The center of money market is banks lending money to banks using commercial paper or repurchase agreements in such a case banks borrow money without putting up collateral CBN (1989).
c.	Treasury Bills
They are short term securities issued by the Federal Government of Nigeria, the Treasury bill at regularly schedule actions to refinance its trading issues. It also helps to finance deposits. They further sell bills on regular basis to smooth the uneven floe of revenue from cooperate and individual tax receipts. They are sold at discount mature within 91 days from day of issues. It provides government with a highly flexible and relatively cheap means of borrowing cash and securities for dealing in the money market CBN (1989). Treasury bills are used by the Federal Government to borrow for a short period of about three months depending on the collection of its revenues. They are issued for varying periods of less than a year. The treasury bills rates were fixed prior tot eh deregulation of interest rates in Nigeria but since 1989 they have been offered on auction basis and hence market determined. The main investor in the treasury bill is the commercial banking system and this is partly related to the fact that these bills from part of the assets statutorily specified for liquidity ratio purposes.
d.	Treasury Certificate
They are similar tot eh treasury bills but are issued at par or face value with fixed interest rates. These fixed interest rates are called coupon rates. Thus each issue promises to pay a coupon rate of interest and the investors’ collects this interest rates income by tearing coupons off the edge of the certificate and cashing the coupons at a bank, post office or other specified federal office. Reach coupon in imprinted with its naira value and date it is eligible to be cashed, treasury certificates are medium term government securities which mature after one or two years and are intended to bridge the gap between the treasury bill and the long term government securities unlike the treasury bills they can be rediscounted at a Central Bank (CBN) and commercial banks.
e.	Stabilization Securities 
These are special purposes which the law authorizes the Central Bank of Nigeria to issue and sell compulsorily to banks at any interest rate and such conditions as the Central Bank may deem it for the purpose of mopping up the excess liquidity of banks. This instrument is not an instrument of the government but that of the Central Bank of Nigeria. The use of stabilization security was introduced in 1976 but was later phased out. It re-introduced again in 1993 but by 1998 further issue was stopped. The issue of this type of security is usually made banks in the system are perceived to hold excess liquidity. Bank that hold such securities can discount it if they have immediate liquidity need.
f.	Call Money
This instrument is the most liquid money market instrument next only to cash, it is an inter-bank arrangement whereby banks on overnight basis on the conditions that the funds of borrowed are repayable on demand. Initially the placing of money at calls was arranged, banks themselves by 1962 the Central Bank instituted the call money scheme, under that arrangement participating banks maintained a minimum balance with the Central bank, which banks that have immediate the Central Bank, which banks that have immediate the Central Bank, which banks that have immediate liquidity requirements can borrow on all basis. This arrangement by themselves as at June, 1995 total call money stood at N1.2 million, that of commercial bank was N2.23 billion Anyanwu 1997.
2.3	THE MONEY MARKET AND ECONOMIC DEVELOPMENT
This chapter reviewed the related issue of the Nigerian money market, how it has aid or develops. The economy development, the reason why the money market is preferred to other financial sectors in view of its operators, eventuates strategies the money market use to affect/operate (instruments) in the economy to aid growth ascertain related problems encountered by the market and prospects.
We cannot talk about money market and economic development without knowing or examining the meaning and issue related to economic growth. Growth and development are pari-passu at least in the early stages of development. Wherever there is growth, there is likely to be development and when an economy is developing, it must be growing Iyoha (2003).
Todaro (1985) defined the traditional view of development as the capacity of national economy whose initial economic condition has been more or less static for a long time, to generate and sustain an annul a increase in GNP at rates between 5.7% or more.
The balance growth and the big push theory: The balance growth theory is commonly attributed to Paul Rosentein-Rodan, 1943.even though many other economist, especially since the post second world war period, were proponents of such theory, in his opinion, an (LDC) Less Developed Country, require a massive effect at increasing the stock of capital goods in all sectors of the economy for her to enter the path of long term sustainable growth. In other words, the growth of a LDC would have to be a balanced one in the sense that all sectors of the economy such as agriculture, industry etc would have to grow at the same time. This is the only way markets can be ensured for the input and output of various sectors.
The initiation of the balanced growth process requires “big push” a massive capital investment. Given the size of modern investment undertakings and the limited markets in most LDCs, it is unlikely that the private sector of such economies (driven by the overriding objective of profit maximization) would be able to undertake the necessary investment for a balanced growth. Hence, the big push must come from the government of LDCs, the theory thus emphasized the government’s role in the mobilization of domestic resources for capital formation. This could trigger off the growth of money market hence economic growth. Growth by import substitution theory: Import substitution is a process whereby a country decides to produce a commodity that was being previously imported. The leaders of most LDCs thought they could achieve rapid industrialization through substitution. Import substitution will no only promote industrialization of the economies of the LDCs but will lessen the burden of unfavourable terms of trade, balance of payments disequilibrium and mounting external debts, such import substitution industries are usually protected from foreign competition under the “infant industry” argument.
The problem of import substitution as a growth strategy however, lies in its cost, quite often, the opportunity cost of maintaining an “infant industry” in terms of resources used have been high. This is because most infant industries, once behind the high walls of tariff and non-tariff protection, tend to be very inefficient in most cases; they do not grow above infancy. (Maunder et al, 1992) has noted that “inward-looking import substitution is no longer fashionable as it was in the early post-war years”. The evidence, according to the authors, points to gains being reaped by LDC’s who “positively seek out market for manufactured goods on which they can enjoy”. The benefit or relatively low labour cost.
2.3.1	ADVANTAGES OF A WELL-DEVELOPED MONEY MARKET
The existence of a well-developed and sensitive money market is necessary for the smooth operation of monetary policy of the Central Bank. This is because through the money market, the Central Bank can influence the short arm of the term structure of interest rates and make an impact on other rates as and this will aid economic development Jhingan (2004).
The existence of an efficient money market enables commercial banks to conduct their operations with smaller cash reserve ratios. That is the money market impacts on element of efficiency to the working of the banks and this increased the level of activities and thereby creating more job opportunities and so level of poverty is reduced. With the existence of a bill market, the money market helps in financing trade and business activities and hence promotes competition and trade generally thereby aiding economic development.
The money market is able to provide genuine trading activities and meet their very financial needs, while providing a lever in the hands of the authorities to implement their credit controls more effectively.
Also, the money market serve the business and trade by providing huge sums of money according to its requirements and changing the supply thereof as need be. In addition, the money market provides a mechanism whereby huge sums of money can be change quickly and safely.
2.3.2	CHARACTERISTICS OF A DEVELOPED MARKET
A developed money market refers to one which is comparatively efficient in the sense that it is responsive to changes in demand for supply of funds in any of its segments, and effects initiated in any part of it quickly spread to others without significant time lags. To meet this definition, a money market should possess these features.
a. Presence of Central Bank
b. Presence of developed commercial bank.
c. Adequate supply of a variety and quantity of financial asset.
d. Presence of well developed sub-markets and existence of specialized institution.
e. To provide the machinery needed for government short term financial requirement.
f. As an essential step on the path to independent nationhood, hence it was part of a modern financial and monetary system which was to enable the nation to establish the monetary which is part and parcel of the working of an independent moderns state.
g. To effectively mobilize resources for investment purpose. This is major player in the development of the economy.
2.3.3	INDICATORS OF MONEY MARKET DEVELOPMENT
The indicators of money market are;
1. Types and value of money market securities
2. New issues and growth in outstanding value
3. Number and value of daily (weekly) transaction in the instrument.
They are explained briefly below;
1. Types and Value of Money Market Securities
As the types of near money asset increases and the value also rises, it is an indication of how liquid the money market is.
2. The Number and Value of Daily (Weekly) Transaction in the Instrument:
The confidence investors has in the market increases or decreases their participation, when investors are not confident in the money market and its instrument, they tend not to be involved in its transaction but if investors are confident in the money market securities, they invest in large number higher values.
The number and value of daily (weekly) transaction in the money market instrument is a major indicator of how liquid the money market instrument is.
3. New issues and growth in outstanding value
2.4	STRUCTURE OF THE NIGERIAN MONEY MARKET
Money market in Nigeria is a market which act as an intermediary for short term financial asset that are close substitutes for money. The money market is also the channel for transmitting monetary policy. The market has undergone substantial changes from the early post independence era to date. Prior to the establishment of the Central Bank of Nigeria (CBN) in 1959 there was no formal or organized domestic money market in Nigeria.
The money market was established by the Central Bank of Nigeria (CBN) primarily for mobilizing domestic savings, for productive investment as well as providing government with funds to enable it implement its economic programmes.
The services rendered by banks to meet customers satisfaction are generally referred to as banking products, like the conventional product in the goods market in order to enhance their acceptance to customers banking products must be well designed, packaged, timely and competitive with other products in the industry with technological development and globalism of financial markets the need to provide efficient banking products especially in competitive banking environments has engaged the minds of financial managers. Owing to the risk associated with banking business, most Central Banks often times scrutinize new banking products before they are introduced into the market. The measures are designed for confidence and also protect the interest of banking customers.
In Nigeria, there are several banking product to meet the need of customers, most of these product are common among the banks; others are restricted and can only be used by the monetary authorities for specific purposes. Such product and services are traded in the Nigerian money market.
The Nigerian money market is made up of two segments the primary and the secondary arm. The primary arm of the money market is the market of new issues of financial produce or securities. The secondary market is a market where existing securities are traded. However, in Nigeria the principal participants in the primary market are the banks, the mandate customers, the government and the Central Bank of Nigeria (CBN). The main instruments traded in the market are treasury bills; commercial papers etc which are have already been discussed above.
Over the years, they have been relatively important in the activities of both the primary and secondary segment of the money market in Nigeria. For instance in 2003 a total of 3026.3 billion naira were issued in the primary segments while the treasury bills were sold at the secondary segments was valued at 934.6 billion naira. Suppliers of initial funds in well developed market include individuals, large public corporations or enterprise, the government, international trading or finance corporations. 
Prior to the adoption in Nigeria of the Universal Banking 2001, the Deposit Money Banks (DMBs) comprised commercial and merchant banks while the discount houses came into operation in 1993 to relieve the CBN of some public debt management problems as well as facilitate the use of open market operation in monetary management. The CBN is the regulatory authority, since the introduction of indirect monetary management technique in 1993, the secondary market has been relatively active following the auctioning of short term treasury bills in the open market.
2.4.1	OPERATORS OF THE NIGERIAN MONEY MARKET
The operators of the Nigerian financial market are financial institutions operating in the country and they are drivers of the financial intermediaries process. The monetary authorities are naturally concerned about the behaviour of the money. The objectives of regulators include; the protection of depositors of investors interest, promotion of monetary stability, promotion of healthy competition among financial institutions and ensuring safety and soundness of the financial system. Therefore, to attain these objectives accountability and transparency on the part of management of financial institution shall be needed. These operators and their operations shall be discussed below.
Central Bank of Nigeria (CBN): Is the apex regulatory authority of the Nigerian financial system which was established in 1959 by the CBN act. The Central Bank of Nigeria is charged with the responsibility of issuing domestic currency and act as the financial adviser to the Federal Government. It participates in the money market in the process of implementing its monetary policy. The CBN also aids government in the source of funds from the money market through the use of short term instruments.
Development Banks: The development banks are financial institution which are set up to provide banking services that will help in the development of a particular sector or owned institution set up for the sole purpose of enhancing economic development banks is to bridge the gap in the existing commercial bank specialize in the provision of short term and medium finance because of their deposit structure. They could provide the most needed long-term finance another reason is the exigency of providing credit facilities to the priority sectors of the economy. Other banks are reluctant to give such credit facilities because of the high risk involved. This is what Nwankwo (1980) called the gap thesis and exigency thesis. The first development bank to be established in Nigeria is the Nigerian Industrial Development Bank, which was established in 1964 through the support of the international bank for reconstructions and development.
Discount Houses: Discount houses are important participants in the money market. They were established to serve as financial intermediaries between Central Bank of Nigeria, licensed banks and other financial institutions. These are non bank financial institution which provide the deposit banks with convenient windows for liquidity management by contracting loans from banks which are repayable at call and providing short term markets for government securities. They influence the outcome of monetary management by creating liquidity portfolio for the financial system. Some discount houses currently in operation in Nigeria include First Securities, Express Discount Hoses Limited etc. They deepen the money market by smoothing out surpluses and short fall in the supply and demand for loanable funds.
Other participants are
Bureau de change established in August 1989. In order to enhance public access to foreign exchange the bureau de change was granted authority to commence operations in Nigerian in August 1989 Nwankwo (1980).
Community Banks: They are self sustained financial institutions that are owned by the local communities to provide financial service to members of the community. They are under the supervision of CBN and the National Board for Community Banks (NBCB).
Method of Sourcing Fund in the Money Market
When sourcing fund through the Nigerian money market, two approaches are adopted, in the case of purposes a piece of paper “I owe you” (IOU) is exchanged as an evidence of debt. However, a borrower can approach a lender and negotiate for short-term funds privately without the issues of purposes.
2.4.2	REGULATORS OF THE NIGERIAN MONEY MARKET
Regulatory authorities are crucial for effective functioning and development of the money market. The modern trend of economic policy in the world today if towards liberalization of the economy including the financial sectors and this trend is accomplished by the regulators. In Nigeria, the regulatory authorities are the Central Bank of Nigeria (CBN), Nigerian Domestic Insurance Co-operation (NDIC). The Federal Ministry of Finance (FMF) and the Chartered Institute of Bankers of Nigeria.
Central Bank of Nigeria CBN
As a result of changing economic conditions rapid expansion of financial institution, the Central Bank of Nigeria (CBN) regulatory framework further strengthen for enhanced efficiency and effectiveness by the substantial amendment introduced in the Nigeria Banking Laws through the Central Bank of Nigeria Act 1991 which was amended in 1991.
These banks gave the Central Bank of Nigeria (CBN) more flexibility in regulating and supervising the bank sector and other financial institution which hitherto operated outside the Central Bank of Nigeria (CBN) are under the Decree No. 24 the promotion of monetary stability and a sound financial system is the principal mandate of the Central Bank of Nigeria. In order to achieve this the CBN conducts regular surveillance of financial institution under its preview as a means of ensuring compliance with the relevant laws and other directives stipulated by the monetary authority through on site examination and off site supervision of banks and other financial supervision.
The Nigerian Deposit Insurance Corporation (NDIC)
It was set up in 1988 with the No. 22 Decree but stated operations in February 1989, the NDIC in conjunction with the Central Bank of Nigeria exercise supervisory and regulatory functions in the financial system. Banks and discount houses examination is conducted regularly by CBN and NDIC. Both the CBN and NDIC joint committees was set up to solve bank problems in the early 90’s to review the supervisory process on distressed banks.
The Federal Ministry of Finance (FMF)
The Federal Ministry of Finance gives advice to government on its fiscal operators and collaborates with the CBN on monetary matters. It is globally in charge of both the CBN and the commission in the formulation of polices and monitoring of their operations. Before 1991, the supervision and licensing of banks was shared, the Federal Ministry of Finance and the Central Bank but later the CBN became the sole authority for licensing banks. In 1997, the banks enabling laws were amended which made the CBN report to the president through the Federal Ministry of Finance. However, following the instrument of autonomy granted to the CBN in 1998, the Federal Ministry of Finance ceased to exercise such controls over the finance system. Nevertheless, it formulates, fiscal policies which influence the CBN monetary policy Nwankwo (1980)
The Chartered Institute of Bankers of Nigeria CBN
The CBN whose existence and operations were backed by Decree 12 of 1990, controls entry into the banking profession and ensures that bankers comply with the maintained professional ethics. Some of its goals and objectives include:
1. Promoting banking education in Nigeria
2. Upholding and ensuring the observance of professional ethics in the banking industry.
3. Promoting a general advancement of banking practice as well as maintaining good rapport between bankers on matters of common interest.
4. Disseminating of banking information to the general public and visioning with the government towards the promotion and regulation of banking industry.
The main objectives are to ensure that banks operate within the provisions of the banks and other financial institutions decree (OFTID) and the directives of CBN as issued from time to time.
2.5	PERFORMANCE OF THE NIGERIAN MONY MARKET
The activities of the Nigeria money market in Nigeria has increased over the years. Since the establishment of the Central Bank of Nigeria in 1959. That is, the number of growth, number of branches, number of operators, volume of market share of asset etc. when assessed against expected objectives, the Nigerian money market has exhibited mixed performance over the years.
Since 1999, series of reforms that commercial with the coming of the civilian government brought enterprises, implementation of structural reforms and vigorous external public image enhancing policy measures have been pursued in fiscal 2000 and 2001 however, with increased earnings from crude oil and its accelerated monetization, fiscal dominance re-emerged to overburden monetary policy and the achievement of macroeconomic stability in year 2000 focused on maintaining internal and external balance as well as achieving a simple digit inflation rate by containing the growth of excess liquidity in the banking system enhancing the viability of the external sector and sustaining the stability of the financial system.
There was reasonable fiscal constraint and as expected, there was some savings from oil, early in 2001, against advice, government decided to spend the savings made in 2000 even though the receipt from oil was still good. During year 2001, the external sector experienced renewed pressure, resulting in a lower overall balance of payment surplus of N29.2B or 0.5 percent of GDP in contrast to the 6.3 percent recorded in 2000. Similarly, the level of external reserves rise by 5.5. percent to US $10.4B compared with an increase 81.8 percent in the preceding year. These developments posed serious challenge to macroeconomic management. Owing in part to the external sector development, other sectors of the economy under performed, compared with the preceding year for example of GDP in 2001 from 2.9% of GDP recorded in 2001. Inflationary pressure intensified as the inflation rate accelerated to 18.9 percent from 6.9 percent in year 2000 the agricultural sector recorded a growth rate of 5.1 percent while the industrial production fell marginally by 1.0 percent. However, manufacturing utilization rose 9.6% from 36.1% in 200, CBN (1989).
This however, did not result in an appreciation of the naira as the general productivity of the economy did not justify such market participants embarked on speculative attack on the currency and there was accelerated increase in imported goods and services. In general, the growth performance remained weak due to largely to poor state of economic infrastructure resulting from past neglect which requires more time to correct. The overall growth was, therefore sluggish with negative consequences for poverty alleviation. During alleviation, during the first half of year 2002, developments in the economy were mixed domestic output, as mirrored by agricultural and industrial production, increased as provisional data indicate that agricultural production grew by 4.1 percent while manufacturing capacity utilization rate rose to 40.1 percent compared with 35.5 percent in the first half of 2001. The pressure on domestic price moderated as inflation rate which was 18.9 percent in December 2001 fell to 16.8 percent in May 2002 and was projected to have fallen further to an estimated 16.5 percent by end of June 2002.
The budgetary operations of the federal government resulted in a large fiscal deficit, financed mainly by the banking system, lending to injection of access liquidity into the system with attendant problem for monetary and exchange rate management. The external sector was under sever pressure during the first half of 2002, resulting in huge overall balance of payments deficit. The development was accounted for by the low export earnings from oil while the propensity of import remained high. The overall balance of payments deficit was financed by the draw drown of external reserve and deferment of payments of scheduled debt service obligation, totaling N187.2B or $1.66B
2.6	PROBLEMS OF THE NIGERIAN MONEY MARKET
Following the trend initiated in industrial countries in the 1970 Central Bank in emerging market economics and developing countries have moved towards reliance on money market operation for the implementation of monetary policy, although they frequently continue to act as banker to the government. At the same time, they have continued to rely on reserve requirement and, at times, liquid asset ratios that create a captive demand for qualifying asset (typically government purposes). This move was the counterpart in the monetary area to the trend toward enhancing the role price signals in the general economy.
The experience of emerging market economics and developing countries has been mixed. Smaller countries have found that lack of competition in financial markets has complicated their move toward greater reliance on money market operations at times forcing them to resort to moral suasion for larger countries; the process has been gradual and at times difficult. Some countries have been able to overcome the difficulties, but others, despite lengthy periods of adjustment, still cannot fully rely on money markets operations for liquidity management. The problems can be traced to weakness of money market operations.
However, the factors that have stood as obstacles to market oriented monetary controls operations were instability of the financial sector, which was attributed to bank distress and lack of managerial efficiency resulting to financial institution failures non-harmonization of fiscal and monetary policies and increased government expenditure. These were responsible to a large extent, for excess liquidity and inflationary pressure in the economy. Also, the poor state of economic infrastructure, resulting from past neglect, influenced monetary management adversely.
The increasing uncertainty and lack of confidence in the market arising from the high interest, round tripping and the wide gap between lending and deposit rates. The concern here is the fear that the authorities may be forced to take actions to bring normality and sanity to the market and second worry to about the nature, timing and impact of such action. There is also the increasing resort of finding in the capital market rather than as a hitherto from the banking system. The further buttressed by the rising trend in financial disintermediation as sizeable fund are now channeled from investors to borrowers through securitization without necessarily using banking medium.
The problem of instability, the market was characterized by instability and adequate investment. Since SAP in 1986, instability was due to sudden changes in regulatory requirements, liquidity storage and high interest rates. Arising the above is the growing problem, the fear that the Nigerian money market lacks the breath, resilience debt to effectively discharge its functions, particularly the intermediation function.
This is reinforced by the observed tendency of some market operators to act as primary users rather than an intermediary in the deposits, they mobilize.


CHAPTER THREE
METHODOLOGY
3.1	INTRODUCTION
The purpose of this chapter is to state the procedures used in collection of data for this research. The method of analysis to be used for the research is the Ordinary Least Square (OLS) method of regression. The choice of Ordinary Least Square estimate technique is based on the fact that it possesses some desirable properties which is unique. It is said that among a class of linear unbiased estimators the Ordinary Least Square estimator. To capture the above literature a model will be specified using gross domestic product as the dependent variable and the money market indicators; treasury bill issue, bank credit issue, interest rate and money supply as the explanatory variable.
3.2	RESEARCH DESIGN
The research design method used in the study aims at discovering the role and impact of the money market in the economic development of Nigeria. It is a research study using Ordinary Least Square (OLS) of regression as instrument for finding out information.
3.3	SOURCES OF DATA
The data for this study were obtained from secondary sources. This includes Central Bank of Nigeria Annual Report and CBN Statistical Bulletin. The data covers the period 1980-2009 sequels to the fact that this research has to do with the Nigeria money market and economic development. The secondary data will be very appropriate and most be fact that money market indicators are largely quantitative.
3.4	MODEL SPECIFICATION
The functional form of the model specified for this study is:
GDP = F (TBI, INT, BCR, M1)
Where
GDP = Gross Domestic Product 
TBI = Treasury Bill Issue
INT = Interest Rate on Lending
BCR = Banker’s Credit
M1 = Money Supply
The empirical form of this model is written as:
Ln GDP = β0 + β1 + TBI+ β2 INT+ β3 BCR+ β4 MS+UT
Where 
β0 = Intercept of the entire regression model
β1 = Slope of TBI
β2 = Slope of INT
β3 = Slope of BCR
β4 = Slope of M1
UT = Error term
Where the various are previously defined as β1, β2, β3 and β4 are parameters to be estimated and it is the error term. This model provides empirical evidence on the form of relationship between money market and economic development.
From the above model, we can state aprior expectation of the variable thus.
β1 >0, β2 >0, β3 >0, β4 <0
GDP is used as the independent variable while treasury bill, issue, interest rate, bankers credit and money supply will be independent variable.
The result of the above model specification is aimed at achieving the objectives of the study stated in chapter 1.
3.5	METHOD OF ANALYSIS
In view of the fact that this research relates to the economy, to econometrically analyze the role of the money market in the development of Nigerian economy. A multiple key model has been predicted. Regression estimation was derived using Ordinary Least Square estimates are the most reliable estimate because of their general quantity of minimized biasness and variance Iyoha (2004).
3.6	LIMITATION OF THE STUDY
There are usually many obstacles in researchers like this, some are not easily overcome while others are easily overcome. This study will have limitation in areas of unavailability of required data.
There will also be problem of time constraint and problem of collection of data.


CHAPTER FOUR
DATA PRESENTATION AND ANALYSIS
4.1	PERFORMANCE EVALUATION OF THE NIGERIAN MONEY MARKET
According to CBN (2012), broad money supply (M2), at N13,304.8 billion, rose marginally by 0.3 percent, compared with the growth of 0.9 and 2.1 percent at the end of March and the corresponding month of 2011, respectively. The development was accounted for largely, by the 5.3 percent increase in foreign asset (net), which move than off-set the 2.0 and 1.0 percent decline in domestic credit (net) and other asset (net of the banking system respectively over the level of end-December 2011, M2 grew by 0.01 percent and 0.003 percent on annualized basis. The development was attributed largely to the 7.8 percent increase in foreign asset (net) of the banking system. Narrow money supply (M1) at N6,668.8 billion grew by 2.2 percent over the level of end-March 2012, compared with the 1.6 percent increase at the end of the preceding month. The development was accounted for, wholly by the 3.3 percent increase in its demand deposit component. Relative tot eh level at the end-December 2011, (M1) declined by 1.5 percent, in contrast to a growth 0.8 percent at the end of the corresponding period of 2011.
Banking system’s credit to the private sector rose marginally by 0.5 percent to N14,192,62 billion compared with 0.8 and 4.8 percent recorded at he end of the preceding month and the corresponding period of 2011, respectively. Similarly, banking system’s claims on the core private sector rose marginally by 0.4 percent of N13,640.5 above the level in the preceding month, compared tot eh growth of 0.6 percent at the end of the preceding month. The development reflected, largely, the rise in both the monetary authorities and DMB’s claims on the private sector. Relative tot eh level at end-December 2011, banking system’s credit tot eh private fell by 0.1 percent. Available data indicated that total assets and liabilities of the Deposit Money Banks (DMBs) amounted to N19,886.7 billion. Showing an increase of 0.2 percent above the level at end-March 2012. Funds sourced mainly from increase in federal government deposit (N131.3 billion), deposit mobilization (N128.0 billion) and unclassified liabilities (N125.2 billion). The funds were used, largely, in the build up of foreign asset holdings (N114.2 billion). At N12.259 billion, DMB’s credit to the domestic economy fell by 0.2 percent below the level in the preceding month. The breakdown, on a month-on-month basis showed that, while credit to the private sector rose by 0.3, credit to the government fell by 2.1 percent relative to the level in March. Central Bank’s credit to the DMBs rose by 6.3 percent to N291.5 billion at end-April 2012, while specified liquid asset of the DMBs stood at N5,950.4 billion, representing 47.3 percent of their total current liabilities (CBN 2012).
At N12,407.4 billion, aggregate banking system credit (net) to the domestic economy at end-April 2012 fell by 2.0 percent, on month-on-month basis, in contrast tot eh increase of 1.6 percent at the end of the preceding month. The development reflected, largely, the 78.1 percent decline in (net) claims on the federal government. Over the level at end-December 2011, aggregate banking system credit (net) to the domestic economy, fell by 2.0 percent, reflecting largely the 58.0 percent fall in claims on the federal government.
Banking system credit (net) to the federal government, on month-on-month basis, fell by 78.1 percent to negative N785.2 billion, in contrast tot eh growth of 18.6 percent at the end of the preceding month. The development was attributed, largely to the 1.8 and 8.1 percent decline in the holdings of FGN bonds and Nigerian treasury bills, respectively. Over the level at end-December 2011, aggregate banking system claims (net) on the Federal Government fell by 58.0 percent, reflecting, largely, the decline in DMB’s holding of Federal Government Securities (CBN 2012).
Available data indicated mixed development in banks deposit and lending rates in April 2012, with the exception of the average savings and the 7-day deposit rates, which rose to 0.14 and 0.06 percentage points to 1.75 and 4.46 percent, respectively, all other rates on deposit of various maturities fell from a range of 7.33 – 8.25 percent in March 2012 to 6.68 – 8.15 percent. At 6.83 percent, the average term deposit rate for the review month fell by 0.38 percent points to 16.90 percent. While the maximum lending rate rose by 0.10 percentage point to 23.31 percent in the review month. Consequently, the spread between the weighted average term deposit rates and average maximum lending rates narrowed by 0.04 percentage point to 21.56 percent in the review month from 21.60 percent in the preceding month (CBN 20K).
Auction of Nigerian Treasury Bills (NTBs) preceding of various maturities was used to mop up excess liquidity from the banking system. Total amount offered was N210.0 billion. While public subscription stood at N973.6 billion. At N304.2 billion, allotment declined by 38.1 percent relative to the level at end-March 2012. Bid rates ranged between 13.70 – 18.50 percent, while the stop rate ranged between 14.00 – 15.56 percent. Bills worth N332.7 billion matured for repayment in the review month, resulting in a net injection of N28.5 billion. At the primary market segment, autions were conducted in three tenors, namely 91-, 182, and 364-day for Nigerian Treasury Bills (NTBs). Total amount offered, subscribed to and allotted were N324.3 billion, N1,014.2 billion and N324.3 billion, respectively. Bid rat4es ranged from 13.00 – 16.00 percent for the 91-day tenor, 14.50 – 17.25 percent for the 182-day tenor and 14.64-15.07 percent for the 91-day tenor, 14.50-17.25 percent for the 182-day tenor and 14.64-1507 percent for the 360-day tenor. The observed high bid-to-cover ratio of 3.13 for the bills were attributed to the sizeable capital importation by offshore investors and the increased public awareness of investment in NTBs. The repayment of N285.3 billion made during the review month resulted in net injection of N39.0 billion (CBN 2012).
The Nigerian money market has therefore experienced significant growth both in breadth of securities as well as the volume of trading since the liberalization of the financial system in 1986, it still needs to be deepened further to achieve the required vibrancy that is expected of a money market. This is not to say that the Nigerian money market is ineffective much have been said and written about eh Nigerian capital market but the reversal is the case for the money market in Nigeria.
4.2	REGRESSION ANALYSIS
The variable are
GDP = Gross Domestic Product
INT = Interest Rate
BCK = Bankers Credit
TRB = Treasury Bills
M1 = Money supply
L = Logarithm
PRESENTATION AND INTERPRETATION OF RESULT
	Dependent Variable
	Independent Variable
	Estimate Coefficient
	T-Statistics

	LGDP
	C
	4.113
	20.586

	
	LLINT
	1.170
	0.114

	
	LTBCR
	-0.096
	-1.473

	
	LTRB
	0.097
	1.401

	
	LMI
	0.111
	7.409



R2 = 0.71			F statistics = 15.29
_
R2 = 0.66			D.W statistics = 1.4
E-view software was employed to fit OLS to 1980-2009 Nigerian data. The estimated equation with t-statistics in parenthesis is below:
LGDP = 40113 + 1.17LLINT – 0.096LTBCR + 0.097TRB + 0.111LMI
	=  (20.59)	(0.114)	    (-1.473)		(1.487)	  (7.409)
The regression result reveals that about 715 of the systematic variation in the dependent variables is explained by the four independent variables i.e. Interest Rate (INT), Treasury Bill Issue (TBI), Bankers Credit (BCR) and Money Supply (M1). The overall performance is satisfactorily adjusted R2 of 61%.
From the result above, the co-efficient of interest (LLINT) is 1.17, this implies that there is a positive relationship between LUNT and GDP such that a unit increase in INT would result in an increase in GDP by 1.17 units.
The result of the analysis revealed that coefficient of banker’s credit (LTBCR) is -0.96. This implies that there is a negative relationship between LTBCR and GDP such that a unit increase in LTBCR would result in a decrease in GDP by 0.096 units.
The result above shows that the coefficient of Treasury bill issues (LTRB) is 0.097, this implies that there is positive relationship between LTRB and GDP such that a unit increase in LTRB would result in an increase in GDP by 0.907 units.
The coefficient of money supply (LMI) is 0.11, this implies that there is positive relationship between LMI and GDP, such that a unit increase in LMI would result in an increase in GDP by 0.11 units.
On the basis of aprior expectations, only the coefficient of the LTBCR (-0.096) had negative sign. The others were correct and positively signed. UMI was significant at 10% level while the others are not.
The f-statistics (15.29) is significant at the 1% level showing that there is a linear relationship between the LGDP and the four independent variables, hence suggesting a good fit.
The calculated Durbin-Watson statistics from our result is 1.4, thus suggesting the presence of serial correlation in the model, hence, the impact on signs of regressors.
The overall conclusion is that the money market proxied by LMI is a significant determinant of economic development in Nigeria.
4.3	HYPOTHESIS TESTING
The hypothesis formulated in chapter one shall be tested below:
Hypothesis 1
H0: 	The Nigerian money market does not contribute to eh economic development of het Nigerian economy.
H1: 	The Nigerian money market contributes to eh economic development of the Nigerian economy.
It was observed that three out of four variables (interest rate, treasury bill issues and money supply) with coefficient 1.17,0.096 and 0.11 respectively have positive relationship with Gross Domestic Product, hence, enhancing economic development.
Thus based on the above, analysis, the null hypothesis is rejected, the Nigerian money market contributes to the economic development of the Nigerian economy.
Hypothesis II
H0: 	The Nigerian money market has not developed 
H1: 	The Nigerian money market has developed
Based on the decision of the hypothesis 1 above, the null hypothesis is rejected, the alternative hypothesis – the Nigerian money market has developed is accepted.


CHAPTER FIVE
SUMMARY OF FINDINGS, CONCLUSION AND RECOMMENDATIONS
5.1	INTRODUCTION
This is the last chapter of this research work, it will give an overview of the process involved in conducting the research work. It presents an insight of our findings in the previous chapter and discussions of the findings. It further presents futuristic ideas in terms of policy recommendations and project some issues for further research purpose and how to improve on the subject matter. And finally conclusion is made concern the whole project and this will bring the project to the end.
5.2	SUMMARY OF FINDINGS
The aim of this research work was to determine the relationship between the Nigerian money market and economic development using the OLS estimation technique. In précised terms, it is aimed at investigating the relationship between variables of the money market as selected by the researcher and that of economic development.
Furthermore, considering the variables used to capture the Nigerian money markets, it was discovered that the coefficient in interest rate (LINT) has a positive relationship with GDP and an increase in INT will result in an increase in GDP. The result also revealed that the coefficient of Banker’s credit (LTBCR) has a negative relationship with GDP i.e. increase in LTBCR will lead to decrease in GDP i.e. it is not an effective too. Same also applies to the coefficient of treasury bill issue (LTRB) which has a positive relationship with GDP. An increase in LTRB will result in an increase in GDP. Finally, there is positive relationship between the coefficient of money supply (LMI) and GDP as an increase in LMI will lead to an increase in GDP.
5.3	POLICY RECOMMENDATIONS
The Central Bank of Nigeria should implement friendly policies on interest rates on loans so as to encourage credit availability to the government by various institutions. Effective policies that affect exchange rate should be put in place by the Central Bank of Nigeria as this will increase the volume of money exchange for the period and this will increase GDP and enhance economic development.
Treasury bill is positively related to GDP, this means that if the Central Bank of Nigeria can implement policies to ensure effectiveness and efficiency of treasury bill since this is a major money market indicator used by government, it will definitely contribute to the development of Nigerian’s economy.
Finally, there must be a generally sound macroeconomic policy and reforms, a favourable macroeconomic environment is very important in ensuring economic development.
5.3.1	RECOMMENDATIONS
Considering the fact that time was a major constraint and a limiting factor to this research, due explanation and interpretation was not done hence the need for recommendation for future research
Basically, this research work was done empirically by considering the relationship between variables. Thus, there is need to consider qualitatively the impact of money market on the Nigerian economy development. This may be done by seeking personal opinion from person involved in money market operations on how their activities has improve on the economy socially and otherwise. This may be tested using the chi-square method.
Furthermore, there is need to consider the impact of other variables of money market to determine the overall impact on economic development.
Finally, due, consideration on how the money market is regulated in terms of rules and regulations governing their activities must be considered. This will broaden and educate the public on matters relating tot eh money market and how they have enhanced economic development.
5.4	CONCLUSION
From the findings gotten from this research work, we have come to a general conclusion that the Nigerian money market has grown tremendously since its inception. This is evidenced by the growth in numbers of branches and in the volume of the money market assets as specified in literature review in chapter two.
In addition, from our empirical findings, it is no doubt that the variables used to capture the activities of the Nigerian money market are indeed major determinant of economy development as it relates to this sector.
Furthermore, the money market activities as means of economy development have helped the basis of operating and executing an effective monetary policy. It is an avenue to promote an orderly flow of short term funds and has ensure supply of the necessary means of expanding and contracting credit, which from our empirical findings has a positive significant relationship with economic development.
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