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ABSTRACT
The earnest expectation of every economy over the year has been to attain the highest possible level of economic growth and development. This research work is on the ‘’Impact of Monetary Policy on Economic growth in Nigeria’’ between the period of twenty-two years (22) covered from 2002-2023. The Impact of monetary policy in an economy has been a continuous discussion in every economy especially developing economics which will give rise to economic growth and development of a nation. In carrying out this research, Secondary data was used on PC Give 8.00 version package to regress the model with GDP as the dependent variable, and money supply, inflation rate, liquidity ratio and interest rate as independent variables. The model explained that the impact of monetary policy on economic growth is statistically significant, through the signs obtained from its prior expectation is positively related to GDP but does not hold strong enough. Money Supply has a positive relationship and also significant impact on the economy. Inflation has a negative relationship, while the interest rate and liquidity ratio is positively significance on impact of economic growth. R-Squared show 73% increase on the GDP. It is therefore recommended that some effective policies are to be made in constraints to the in effectiveness of past monetary policies which should be eliminated.


CHAPTER ONE
INTRODUCTION
1.1 Background to the Study
Nigeria still presents a clear reflection of the third world economy in which the growing economy has some working machinery, monetary and fiscal policies that are aimed at maintaining a balance in the entire economy so that growth and development, which is the ultimate goal of every economy, is realized. Generally, monetary policy refers to combination of measures designed to regulate the values supply and cost of money in an economy in consonance with the level of economic activity. Monetary policy refers to the credit control measure adopted by the central bank of a country.
Monetary policy according to Olumechere (1988) is a deliberate effort by the monetary authorities to control supply and credit conditions for the purpose of achieving certain broad economic goals Johnson (1956) define monetary policy as policy employing central bank control of the supply of money as an instrument for achieving the objectives of general economic policy. According to Salvin (1999) monetary policy is the use of open market operations change in discount rate, change in reserve requirement and other measures available to the monetary authorities to control the rate of growth of money supply. He further noted that the goals of monetary policy are price stability relative full employment and satisfactory rate of economic growth. As Akatu (1993) noted, monetary policy in the Nigeria context encompasses actions of the central bank of Nigeria that affect the availability and cost of commercial and merchant bank reserve balances and thereby the overall monetary and credit condition in the economy. The main objective of such action is to ensure that over time, the long-run needs of the growing economy at stable prices. The aim of monetary policy are basically to control the inflation, maintain a healthy balance of payment positions for the country in order to safeguard the external value of the national currency and promote an adequate and sustainable level of economic growth and development. The formulation is done by the federal government, mostly announced during budget speeches while the enforcement of the policy is solely the responsibility of the central bank of Nigeria (CBN) yearly. Economic growth on the order hand according to Kindleberger (1965) means more output, while Friedruan John (1972) defines growth as an expansion of the system in one or more dimensions without a change in its structure, and development as an innovative process leading to the structural transformation of social system.
This economic growth is related to a quantitative sustained increase in the countries per capital output or income accompanied by expansion in its labor force, consumption, capital and volume of trade. An economy on the other hand can be said to be developed when there is a quantitative and qualitative increase in the amount and quality of goods and services produced in the country. In its widest aspect economic growth and development implies raising the standard of living of the people and reducing inequalities in income distribution. According to Michael P. Todaro/ Stephen C. Smith (2011) development is the process of improving the quality of all human lives and capabilities by raising people‟s levels of living, self-esteem, and freedom. In most countries the central bank is saddled with the responsibility of conducting monetary policy. In the case of Nigeria, the responsibility entirely lies with the central bank of Nigeria (CBN). The discretionary control of money stock by the monetary authority involves the expansion or contraction of money, influencing interest rate to make money cheaper or more expensive depending on the prevailing economic situation.
The evaluation of monetary policy intends to show how this macroeconomic policy is formulated and executed in practice particularly in an environment of federal government fiscal dominance and highly liquid banks.
Between April 1992 and March 1976, the use of an aggregate credit ceiling was dropped for specification on several distribution of bank credit throughout the period they also served quitted effectively as instruments of monetary control. The situation was particularly serious between 1982 and 1985 when stringent economic controls were not effectively used in arresting the deteriorating situation. Inevitably, a period of economic adjustment has to come with the introduction of the structural adjustment programmed1 in July 1986. Te overall aim of the economic adjustment process embarked upon by the federal government in July 1986 was to restructure the federal production and consumption pattern of the economy the elimination of price distortion and reduction of the over dependence of the economy on the export of crude oil and impart the raw materials and consumer goods.
In the course of these project, detailed attention will be paid to monetary policy in which its frame work and implementation will be analysed and its impact on economic growth in the period of 2002-2023.
1.2 Statement Of The Problem
The monetary policy implementations in the economy over the past years were detrimental to, and inconsistent with the development needs of economy. This concern has exerted pressures on the view to finding possible solutions. As a result of this the structural adjustment program was introduces in the economy and to liberalized the financial system.According to Anyanwu (1993) monetary policy is a major economic stabilization weapon which involves measures designed to regulate and control the volume, cost, availability and direction of money and credit in an economy to achieve macroeconomic objectives or goals. The problem lies on making use of policy that will solve the economic problems instead of the economy to have low level of investment, income and also the level of demand and supply will reduce. Another problem is how to restructure the production and consumption pattern of the economy through the elimination of price distortion. Another problem is the power response of the financial system to monetary policies control measures which has to do with lack of transparency in the separation of financial intermediaries. These problems have necessitated further for solution.
1.3 OBJECTIVES OF THE STUDY
The main objective of the study is to assess the effectiveness of the monetary policies in Nigeria and its role in returning the economy backs to equilibrium after an inflationary imbalance.
The specific objectives of this study are:
1. To examine the trend and structure of monetary policy in Nigeria.
2. To empirically investigate the impact o monetary policy on Nigeria. economy
3. To evaluate the performance of monetary policy in Nigeria over the years under review.
1.4 RESEARCH HYPOTHESIS
To effectively achieve the above mentioned objectives we adopt a null hypothesis:
HO: The monetary policy instrument does not have significant impact on Nigeria economy.
HI: The monetary policy instruments have significant impact on Nigeria economy.
1.5 SIGNIFCANCE OF THE STUDY
Establishing a monetary policy framework that follows and builds on recent historical experience around the world in Nigeria which should bring about economic growth and development. The monetary control measures which relies heavily on credit ceiling and selective credit controls, increasingly failed to achieve the set monetary targets as their implementation became less effective with time. The importance of the study are:
1. To ensure the efficient and effective control of the money in the economics.
2. To ensure the achievement of desired national objectives.
3. It influences the direction of economic progress in the country.
4. To find out the effectiveness of monetary policy in achieving economic growth during the period under study (2002-2023).
1.6 Limitation Of The Study
The major limitation of the study is that of data insufficiency which makes it impossible for the study to adopt a uniform time frame for all the channels. A study of these natures cannot be done without some problem and as such it was constrained by many factors such as:
Finance: Financial inadequacy was the major limitation for this work. The researcher was financially independent as a student the need for material trips and logistics needed for this research was not adequately provided.
1.7 Scope Of The Study
The research work deals on the impact of monetary policy on economic growth in Nigeria. This research work is covers the period between 2002-2023. The data used is a secondary data, which was obtained from the publication of central bank of Nigeria statistical bulletin and the annual reports of accounts. The analytical tools employed on this research include to test and regression analysis.


CHAPTER TWO
LITERATURE REVIEW
2.1 Theoretical Review	
Monetary policy is the process by which the central bank or monetary authority controls the supply of money, availability of money and the cost of money or rate of interest. Monetary policy is usually used to attain a set of objectives oriented towards the growth and stability of the economy.
These goals usually involve stable price and low unemployment. Monetary theory provides insight into how to craft optional monetary policy.
According to J.M Keynes, “an inverse in the quantity of money increases aggregate money demand on investment as a result of the fall in the rate of interest˝. The increase investment will raise effective demand through the multiplier effect thereby increasing income, output and employment. Therefore when there is full employment, increase in income and output, price will change in the same proportion as the quantity of money (Jhingan, 2003). This theory deals on short run economy, which tends towards the area of macroeconomics but has contributed greatly to monetary economic.
The monetarist- new quantity theory of money- believes in the supreme efficiency of monetary policies by arguing that money is the most important regulatory instrument in an economy and that money has a direct effect on the economy. Hence, if money supply increases, it will eventually decompose itself, which invariably leads to an increase in the cash balance of the various individuals and economy agents in relation to prices of investment asset which is a case of portfolio theory.
Therefore the demand for money (or velocity) is not a fixed quantum but varies in a fairly predictable fashion with the return on both bond and equities, the price level, price expectation, wealth and permanent income and taste and preference (Anyanwu, 1993).
According to the Cambridge version of the quantity theory of money, they did not subscribe to the belief that money matters and that doubling the money supply will lead to doubling prices. They were of the view that the result will be less than certain and that doubling of money supply will not necessary lead to double of prices. The Cambridge version focuses on the fraction K of income held as money balances. 
Thus, the version can be expressed as: M=KPY or M=KY. The K is the inverse of V, the income velocity of money balances in the original formulation of the quantity theory. The Cambridge version directs attention to the determinants of the demand for money rather than the effects of changes in the supply of money (Higgins, 1978).
According to Sir Irving Fisher quantity theory of money, he states that “the quantity of money is the main determinant of the price level, of the value of Money”. Any change in the quantity of money produces an exactly proportionate change in the price level, that is, “as the quantity of money in circulation increases, the price level also increase in direct proportion and the value of money decreases and vice versa (Jhingan,1986). This theory is explained in terms of equation of exchange: PT=MV+M'V' which states that the money supply (M) multiplied by its velocity of circulation (V) must always be equal to the number of transaction. The theory is based on long run economy and underdevelopment is considered as one of the problems relating to the less developed economy.


2.2	Meaning of Monetary Policy
Monetary policy is a major economic stabilization weapon which involves measures designed to regulate and control the volume, cost, availability and direction of money and credit in an economy to achieve some specified macroeconomic policy objectives. That is, it is a deliberate effort by the money authorities (or Central Bank) to control the money supply and credit conditions for the purpose of achieving certain broad economic objectives. Basically monetary policy is defined as a set goal to attain certain objectives oriented towards the growth and stability of the economy. These goals may include stable prices and low unemployment.
Johnson defines monetary policy “as policy employing central banks control of the supply of money as an instrument for achieving the objectives of general economic “policy. G.K Shaw defines it as any conscious action undertaken by the monetary authorities to change the quantity, availability or cost of money”
Monetary policy according to Nwankwo (1999) can be defined as measure or combinations of measures designed to influence or regulate the volume, price and direction of money and credit. He contended that money comprises of six different policies dealing with the volume of money and credit, its price or the rate of interest and its allocation.
In Nigeria, monetary policy is designed to attain price stability, balance of payment equilibrium and high rate of economic growth. The central Bank of Nigeria (CBN) ensures that the nation attains price stability, balance of payment equilibrium the money supply, interest rate and total credit. Salvin (1991) defined monetary policy as the use of open market operations, changes in discount rate, change in reserve requirement and other measures available to the monetary authorities to control the rate of growth of money supply. He further notes that the goals of monetary policy are price stability, relatively full employment and satisfactory rate of economic growth.
John A. Ranlett (1977) in his book titled “money and banking. An introduction to analysis and policy” defined monetary policy as the deliberate management of money supply for the explicitly purpose of attaining specific objectives or set of objectives, in the series that monetary policies involves the conscious planned manipulation of the volume of money in circulation to achieve specific objective of employment, growth and price stability. The monetarist whose leader is Milton Fredman argue that money supply should be controlled and not interest rate because they felt, the level of or direction of movement of interest rate is not an appropriate guide for policy. In their view a high or rising interest rate may well be a reflection of an expansionary rather than concretionary policy.
Olumechere (1988) sees monetary policy measures as a deliberate action adopted by the government to regulate and control the supply of money so as to promote the achievement of national objectives. According to Umole (1985) monetary policy is the control of supply of money as an instrument in achieving the objectives of a general economic policy. He goes further to state that it is a policy which deals with the discretionary control of money supply by monetary authorities in order to achieve stated or desired economic goals. Ezeugo (1987) shares the same view with Olumechere and Umole (1985). He points out that monetary policy involves measures which the government adopts using specific instruments to stimulate, structure or restructure the economy so as to attain the desired objective which may include increased output in the industry, Agriculture or other sector of the economy, employment generation, control of Inflation, and adjust the balance of payment and mobilization of savings. Anyanwu (1999) monetary policy is a government policy about money. It is a deliberate manipulation of cost, availability of money and credit by one government as a means of achieving the desired level of prices, employment, output and other economic objectives. The government of each country embarks upon policies that increase or decrease the supply of the economy by affecting the aggregate demand, money supply affects the level of consumption and the rate of economic growth, an increase or reduction in the cost of money, interest rate affects all the variables too.
2.3 Objectives of Monetary Policy
The objectives of monetary policy refer to the ultimate macroeconomic goals which can change from time to time, depending on the economic fortunes of a particular country. In Nigeria, the federal government has regulated the volume, flow of price and direction of money towards the attainment of a number of objectives such objectives includes;
i.	Maintenance of relative stability in domestic prices.
ii.	Attainment of a high rate of or full employment.
iii.	Achievement of a high, rapid and sustainable economic growth.
iv.	Maintenance of balance of payment equilibrium.
v.	Exchange rate stability.
2.4 Instruments of Monetary Policy
The monetary policy instrument can be broadly be classified into two (2).
The quantitative and the qualitative instrument are impartial tools which operators primarily by influencing the cost, volume and availability of bank reserve. This leads to regulation of the supply of credit but cannot be used effectively to the regulate the use of credit in particular areas or sectors of the credit market like open market operations (OMO), discount rate policy, required reserve ratio or reserve requirement and special deposits. 
The qualitative instruments, these confers on the monetary authorities the power to regulate the terms on which credit is granted in specific sector like moral suasion, selective credit controls or guidelines and direct regulation of interest rate.
2.4.1	Open Market Operation (OMO)
The major instrument of indirect monetary control in Nigeria is the OMO This was introduced at the end of June 1993 and is conducted wholly on Nigeria treasuring bills (NTBS) including repurchase agreements. These operations involve the sale or purchase of government securities in the open market depending on whether the economy is inflationary or deflationary respectively. The effect is that when the monetary authorities sell securities to the market banks reserve decline and when they buy banks reserves increases. In this way open market operations reduce or enhance the banking system's ability to create credit and hence monetary control in an economy with well developed money and capital markets.
2.4.2	Reserve Requirement (Reserve Ratio)
The reserve requirement otherwise known as the reserve ratio can be manipulated by monetary authorities to reduce the ability of commercial bank to make loans to the public by simply increasing the ratio and enhancing their leading position by reducing the rate. In this connection reserve requirement is both an instrument for liquidity management and prudential regulation. The reserve requirements are cash reserve ratio while the former is computed as apportion of the total deposit liabilities. The case reserve requirement is a very potent instrument and has been progressively increased from 6% in 1995 to 8% in 1997 and then to 12.5% in 2001.
Reserve requirement is one of the most powerful instruments of monetary control, if it changes; the requirement reserve ratio changes the ratio by which the banking system can expand deposit through the multiplier effect. If the required reserve ratio increases it thereby reduces the liquidity position of the banking system.
Cash reserve requirement was first used to reduce excess cash holding by commercial banks. The commercial banks were required to maintain a minimum cash deposit with the central bank raging from 5% to 12% of their total demand deposit and time deposit on which they are paid interest rate below 2.5 percent.
2.4.3	Discount Rate
The discount rate is the rate of interest the monetary authorities or the central bank change the commercial banks on loans extended to them. If the central bank wishes to increase liquidity and investment it reduces the discount rate. This in turn, reduces the interest rate charged by commercial banks thus resulting in attractive borrowing or low cost of borrowing and hence expansion in liquidity and instrument and vice versa.
2.4.4	 Selective Credit Controls
Selective credit controls or guidelines involve administrative order whereby the central bank, using guidelines, instruct banks on the cost and volume of credit to specified sector. This selective credit controls are example of the use of monetary policy to influence directly the allocation of recourse, indicating a lack of faith in the working of the free markets. 
The aim of the flow of bank credit from speculative and other purposes to socially desirable and economically useful uses.
2.4.5	Moral Suasion
This involves the employment of persuasions or friendly persuasive statements, public pronouncement or outright appeal on the put of monetary authorities to the banks requesting them to operate in a particular direction for the realization of specified government objectives. For example, the central bank or the government may appeal to the banks to exercise restraint in credit expansion by explaining to them how excess expansion of credit might involve serious consequences for both the banking system and the economy as a whole.
2.5	Monetary Policy Transmission Mechanism
Monetary policy transmission mechanism in Nigeria traces the relationship between changes in the supply of money and real variables such as output, employment, and prices of goods and services. These arguments have been discussed through different theoretical explanation as well as in different channels of transmission. For instance, changes in domestic demand influences current production levels, wages and employment. In the process, it leads to changes in domestic prices as well. Thus the monetary authorities must have a good and reasonable assessment of the time and the effect of their monetary policies on the economy. Let us examine the various monetary policy transmission mechanisms as it affects Nigeria and the degree or the strength of the effects. The transmission mechanism or channels that will be discussed as it affects Nigeria are: interest rate channel, credit channel, exchange rate channels, asset price channel and inflation expectations channel.
2.5.1	The Interest Rate Channel of Monetary Policy Transmission Mechanism
 The traditional classical/Keynesian IS – LM explains how income could be raised by raising the level of investment which can only be done by reducing the cost of money both domestic and foreign in order to raise the demand for money. When the real cost of borrowing over all horizons increases, firms cut down their investment expenditure. Likewise, households who face higher real borrowing cost would scale down their consumption or (borrowing). This would reduce the aggregate demand, output and employment. This is so because the demand for money increases, when the cost of money or interest rate is low. Again, at such a low interest rate, investment will be raised because investors will be willing and keen to borrow due to the low cost of borrowing. Generally, when investment is raised, it means employment has risen which will lead to a rise in income through increases in output. Mishkin, 1996 provided the following analogy such that M↑ →ir↓ →I↑→Y↑ 
Where
 M = Money Supply
 ir = Real interest rate 
I = Investment Spending 
Y = Output
 In his analysis as can be seen above, it is expansionary monetary policy that can lead to greater output, greater employment via greater investment vis-à-vis greater welfare of society. 
In an empirical survey by (Taylor, 1995) revealed that the interest rate channel has a strong empirical evidence for substantial interest rate effects on consumer and investment spending. Evidence by European Central Bank (ECB, 2002) indicates that interest rate channel plays an important role in the transmission of monetary shocks. Accordingly, direct and indirect effects of interest rate changes which includes wealth and exchange rate effect on investment explains about 80 percent of the total response of output to monetary stocks after a lag by three years. 
In a pass-through of policy rate researched by (Mohanty and Turner, 2008) revealed that most bank consider interest rate as the dominant channel of monetary policy transmission mechanism. In their work, interest rates explain a large part of the short and long run variation in output and inflation in Mexico. In another development, (Cotharelli and Kourelis, 1994) discovered that: 
The pass-through of monetary policy changes is not the same across countries and structural parameters such as competitive structure of the market (costs of switching bank), individual bank policies in relation to market share, deposit structure, business cycle, credit risk and interest rate volatility make the pass-through incomplete. They found that interest rates are quite sticky in the short run and possibly also in the long run.
It has also been argued by (Angbazo, 1997, Hannan, 1997; and Corvoisier and Gropp, 2002), that: In less competitive markets, banks might act in a collusive manner and therefore, reach a new equilibrium, after a change in market rates. Added to this, the degree of competition in the banking system affects the level of competition and, therefore, the pass-through. 
Another interesting aspect of most of these empirical analyses increases in banks competitions tend to narrow banks lending margin and it makes them more responsive to market rates which should increase the speed and the degree of the pass-through. The importance of the bank credit in monetary policy transmission mechanism has also been stressed and it is presented below:
2.5.2	 The Credit Channel of Monetary Policy Transmission Mechanism
The credit channel relates to bank lending and the bank balance- sheet transmission mechanism. It has direct bearing with commercial banks of a nation or financial intermediaries. It has been argued by (Rodriques, 1993) that: The behavior of the lending rate becomes less important if the demand for bank deposits is sufficiently elastic. An increase in Treasury bill rates will move deposits out of the banking system, thus affecting aggregate demand through the availability of credit, rather than through its cost. 
The argument disregards that fact in many countries, bank have large buffer government paper that can be sold to counter the effects of deposit changes. Note that the lending mechanism of banks works through the supply of bank loans for investment purposes vis-à-vis employment and output growth. The rate of growth of a nation is also influenced by the actions of banks credit. But the dilemma here is that the tightening of monetary policy by the central bank of Nigeria and elsewhere could reduce the supply of loans for small and medium sized bank-dependant business, which are compelled to search for new lenders so as to establish new credit relationships in order to better their investment scope. 
Nigeria 1996 budget for instance raised hot argument that had to do with the issue of whether contractionary monetary policy was the way forward as federal government put it that year as the best way of fighting inflation. Since the policy aimed at reducing the quantum of money in circulation or the expansionary monetary policy as it was argued by the manufacturers association of Nigeria (MAN), since, they believed that it is only the expansionary monetary policy that will put more money in their hands for the expansion of their business through lower costs of borrowing so as to produce more goods and services (output) to be able to deal with the threat of inflation in the country. This is an interesting argument that is seen differently between banks on the other hand, and government on the one side. 
Franco-Modigliani and Miller argued in their theorem that, banks lending will depend on banks financial structure and lending opportunities as well as on market interest rates. The effects of monetary policy on bank lending will therefore, depend on the capital adequacy of the banking sector. It should however be noted here that majority of the business investments in the west African subregion and in Nigeria in particular depends very largely on bank credits availability. Thus, the need to develop the credit activities of commercial banks to sustain this need cannot be over emphasized. Thus, the central bank should be able to influence the supply of loans through the use of monetary instrument positively to satisfy these needs. Firms however should not rely solely on borrowing money from the banks alone, but look inward by borrowing from the general public through bonds.
In research by (Blinder, 1992) who applied VAR analysis to U.S data examine the impulse response function of bank loans, securities, and deposits to positive innovation in the federal funds rate. The result was that: 
i.	An immediate decline in volume of securities and deposits and a delayed decline in the volume of bank loans following a monetary tightening. 
ii.	Over a longer time span, there is a rebuilding of bank securities holdings and a further decline in loans, essentially matching the decline in deposits. 
The general results were found to be consistent with the credit channel, since loans responded with the same lag as unemployment, to the monetary policy shock. Dabla-Norris and Floerkemair (2006) found in their research using VAR that; the transmission mechanism of monetary policy in America shows that for bank lending channel to work, a monetary policy must effectively limit banks ability to supply loans by reducing banks reserves. That the high excess reserves coupled with the ability to substitute bank reserves with alternative sources of investment funds made the banks unresponsive to contractionary monetary measures. 
The balance-sheet channel simply imply that the shape of the marginal efficiency of invest (MEI) curve is a function of the dept-equity ratio in the economy and can be affected by monetary policy. It is believed that both distributional impact of monetary policy and small changes in interest rates impacts on investment.
2.5.3	 Exchange Rate Channel of Monetary Policy Transmission Mechanism
Changes in exchange rate have implication on the spending behavior of individuals and firms which in turn affect the aggregate demand of goods and services. Under a flexible exchange rate regime, expansionary monetary policy depreciates domestic currencies and increases the prices of imported goods. 
A relatively weak transmission mechanism that could affect real output and prices can come about as a result of the strength of the exchange rate channel i.e. the responsiveness of the exchange rate to monetary shocks, the degree of openness of the economy and the exchange rate arrangement of the country. In an empirical analysis by (Krugman and Obstfeld, 2000), they stated that the exchange rate between the currencies of domestic and foreign countries is equal to the ratio of their respective price levels. It posits that a fall in the domestic currency’s purchasing power will be associated with proportional currency depreciation in the foreign exchange market under purchasing power parity (PPP). 
Note that foreign exchange market is a market where buyers and sellers of domestic and foreign currencies are brought together. To Krugman, the equilibrium exchange rate is arrived at when the rate of return on domestic currency deposit equals that of the foreign currency deposit plus expected rate of depreciation of the domestic currency. 
In the case of Nigeria (Nwafor,2006), employed a co-integration and error correction methodology to test the validity of the monetary model of exchange rate determination in explaining the relationship between the Nigeria Naira and the U.S Dollar. The result was that for the transmission mechanism of monetary policy through the exchange rate channel in Nigeria has a long run relationship between the exchange rate and the other macroeconomic variable. Thus, a monetary policy-induced change in money supply influences the exchange rate which in turn affects the current account, prices and output.
2.5.4	 Asset Price Channel of Monetary Policy Transmission Mechanism
What is all about this asset price channel? Simply comprises the equity price channel and the housing and land price channel. The equity price channel is further sub-divided into two: that is the investment effect which rely on Tobins quantity theory of money and the wealth effect on consumption advanced by Modigliani’s life-cycle income hypothesis. 
Therefore the investment spending will rise because the firm can buy a lot of new investment goods with only a small issue of equity. The treatment of asset price channel of monetary policy transmission mechanism influences prices more in the market for equities and real estate, and those asset price movements are all capable of generating important wea lth effects through spending on output and employment.
Empirical evidence with (Eichengreenn and Tong, 2003) equally confirmed the link between fluctuations in asset prices and changes in monetary policy regimes. In addition (Saxton,2003) also noted that: Asset prices could mirror prices bubbles since such movements influenced and help predict general price inflation. And if equity prices fall, the incentive to buy stocks or use it as a source of financing investment weakens. 
Generally, (Thygesen, 2002) observed that, the transmission mechanism through changes in asset price to the real economy was well understood though difficult to quantify empirically. Therefore, the three transmission channels through which this could occur are the wealth effect, the Tobin’s Q effect and changes in credit through the balance sheet of financial intermediaries. Hence, Thorbecke (1997) discovered that an expansionary monetary policy increased ex-post stock returns and that with a low interest rate, firm’s economic activity increased, leading to larger cash flows and higher returns. Let us now take on the fifth monetary policy transmission mechanism which has to do with inflation.
2.5.5	Inflation Expectations Channel of Monetary Policy Transmission Mechanism
Inflation expectation transmission mechanism is another strong mechanism for monetary policy in this analysis. They are transmitted into the economy when firms adjust their prices in response to their perception of how future prices would trend. It has been argued in some quarters that, a well-anchored inflation expectation is essential for the securing of price stability and facilitating overall economic stability. Thus, with well anchored expectations, monetary policy can easily respond to stocks and central banks would have greater flexibility in responding to financial market disturbances. 
Furthermore, the commitment of monetary policy to reduce inflation is credible, if its effectiveness is enhanced by its potential to reshape inflation expectations. 
In an inflation empirical analysis done by Blanchflower, ( 2008) revealed that inflation expectations were strongly influenced by past experiences while evidences of future path of prices were highly correlated with an individual’s evaluation of current inflation. 
It was also established in a study by Goelton, (2008) that the transmission mechanism of the monetary policy in Indonesia established that expected inflation is determined predominantly by exchange rate, past inflation and the interest rate. In addition, (Mayes,2004) in his analysis of the monetary policy transmission mechanism in the Baltic states established that monetary action exerted effects on the economy through their on the confidence and expectations of economic agents about the future outlook of the economy. 
Finally the monetary policy transmission mechanism shows how well the monetary instruments as applied by the apex banks in the world and other financial institutions help to organize the economy particularly on their path to growth and development. It then follow that the financial sector of an economy determines the strength of the economy especially when talking of provoking the economy positively with its instruments and /or the various transmission mechanism.
2.6	Monetary Policy Target and Implication to the Nigerian Economy
According to Anyanwu (1993), monetary policy target is a desired value of a variable chosen by the monetary policy authority and which is observed with little or no time lay. The question of monetary policy target is the result of the realization that the ultimate objectives of monetary policy are not directly and immediately affected by monetary policy actions. This monetary policy target is a proxy (target) variable to move in a given direction or to be taken on a given value, the ultimate goal variable will respond appropriately. He also noted, there are certain characteristics the monetary policy target must possess to function properly. These are:
i.	It must be readily observed and measurable with little or no time lay.
ii.	The monetary authorities should be capable of affecting the target variable directly and in right magnitude.
iii.	The monetary authorities should also be able to neutralize the effects of any change in the target variable that is related to the policy.
iv.	It must be related to the ultimate goal variable unambiguously.
The choice of a monetary policy target variables requires some theoretical hypothesis as to the interrelationship between the target variable and the ultimate goal variable. Through the candidate for target variable include those of the indicator variable interest rate, free reserve, the money supply and total reserves.
The most likely ones are the monetary aggregates such as money supply and interest rate. Therefore, the implication is that the monetary authorities should be capable of affecting it directly and in right magnitude and be able to neutralize the effect of any change in the target variable that is not related to policy. Otherwise it will expose its integrity the impediment inherent in this control.

2.7	Factors that have militated against the Effectiveness of Monetary Policies in Nigeria
The effectiveness of monetary policy in Nigeria have been constrained or militated by various internal and external factors. These factors include:
2.7.1	Instability of the financial sector
This is as a result of political instability in the macro-economy, which has attributed to bank distress and lack of managerial efficiency, resulting to financial institutional failures. Subsequently, violent in government, dictatorship and the low level of participatory democracy sustain the ineffective of the financial system especially with regard to its ability to perform its international roles.
2.7.2 Poor state of Economic Infrastructure
This result from past neglect especially in rural areas where there are absence of financial resources for the success of the financial market.
2.7.3	Non-Harmonization of Monetary and Fiscal Policies
Monetary expansion is used to overcome a recession, or a depression or a deflationary gap. It is used to attain favorable balance of payments, pressure on the exchange rate, etc, both measures are used to decrease the cost and availability of credit in the money market, and improves the economy.
2.7.4	Increase in Government Expenditure
A deficit in the balance of payments implies an excess of expenditure over income. Between 1990 and 1993, the level of federal deficits increased tremendously and resulted in a high level of growth in monetary aggregates. This put excessive pressure on money supply. The monetary authorities were constrained in controlling generally domestic price level through the use of monetary policy instrument.
2.8	Theories of Monetary Policy
There are several monetary policy theories, only a few will be discussed.
2.8.1	The Classical Theory on Monetary Policy
Money according to the classicists is a veil. It is neutral in its effects on the economy. It simply affects the price level. An increase in the money supply leads to an increase in price level but the real income, the rate of interest and the level of real economic activity remain unaffected.
The relationship between money and the price level is explained in terms of the quantity theory of money. The classical quantity theory of money states that the price level is a function of the supply of money. Algebraically, MV=PT, where M, V, P and T are the supply of money, velocity of money, price level and the volume of transactions (or real output) respectively. The equation tells us that the total money supply MV equals the total value of output PT in the economy (Jhingan, 1997).
In this theory, the classical believes in long-run economy, where full employment is attained. They recognized the existence of unemployment in the event of downward rigidity of money wages. Such a situation could be corrected by an expansionary monetary policy. Suppose the monetary authority increase the money supply, given the velocity of money and the level of real output, with the income in the money supply, liquidity rises with the people who increase the demand for goods and services, this in turn raise the price level. The rise in price level reduces the real wage which provides incentives for employers to expand employment and output towards the full employment level.
2.8.2 The Keynesian Theory on Monetary Policy
In the Keynesian analysis, monetary policy plays a crucial role in affecting economic activity. It contends that a change in the supply of money can permanently change such variables as the rate of interest, the aggregate demand and the level of employment, output and income.
Keynes believed in the existence of unemployment equilibrium. This implies that an income in money supply can bring about permanent increases in the level of output. This rise in supply of money, its first effect is on the rate of interest which tends to fall. Given the marginal efficiency of capital, a fall in the rate of interest will increase investment. The increased investment will raise effective demand through the multiplier effect thereby increasing income, output and employment.
What cause the rate of interest to change in the Keynesian monetary policy? The rate of interest is determined by the demand for and supply of money. If either the demand for money or the supply of money changes the equilibrium rate of interest would change. The supply of money is determined by the monetary authority which is normally fixed in the short-run. In other words, the money supply curve is perfectly inelastic. The demand for money is the desire to hold cash for transaction, precautionary and speculative purposes. The speculative demand for money depends upon the rate of interest or bond prices.
Thus Keynes believed on the basis of his experience that monetary policy operated under certain limitations upon which it effectiveness depend on first, if the increase in supply of money reduces the rate of interest provided the demand for money does not become infinite (i.e. Perfectly elastic), and second, the reduction in the rate of interest increases investment demand provided it is not inelastic to the rate of interest becomes ineffective.
2.9	Concept and Nature of Economic Development
Economic development and growth is one of the major macroeconomic objectives of government anywhere in the world. According to Akpakpan (1999) economic development describes the process of improvement in the various aspects of the economy and the society it supports. Such improvements are usually shown in the kind of desirable changes including reduction in the level of unemployment, reduction in the degree of personal and regional inequalities, reduction in the level of absolute poverty as well as increase in real output of goods and services. Others include improvement in literacy, housing and health services and improvement in the production capacity. 
As observed by Perkins, et al (2001), a number of changes in the environment account for the difference in the future level of economic development and that of the past. For instance, enhanced communication around the world as represented by the internet has sped up the flow of ideas across oceans and borders to an unprecedented degree and has made it possible for many kinds of services to be located far from the location where those services ultimately are used. Some of the changes have both positive and negative effects on economic development. We need to appreciate these changes and their implications on economic development mainly in the areas of inflation, national productivity, unemployment, capacity utilization and poverty level. 
The variables listed above are the key measures or indicators of economic development. In Nigeria, the level of economic development has been very low even with the abundant human and natural resources. And expansive view of economic development objective makes the situation in Nigeria more worrisome. Such perspective of economic development recognize broad based progress in human development including low infant mortality, high life expectancy, improvement in literacy levels, gender empowerment among others as the key elements. These objectives have increasingly become the focus of interventions across the world, reinforced by the Millennium Declaration in 2000 with clear targets to achieve the Millennium Development Goals (MDGs) in 2015 (Jesse, 2005). 
Many scholars and researchers including Nwezeaku & Akujuobi (2010), Adeoye (2007), Nnanna (2004) and Ubom (2006) have researched and written extensively on the impact of monetary and fiscal policies on economic development in Nigeria. For instance Adeoye (2007) observed that the primary goals of monetary and fiscal policies is to maintain domestic price and exchange rate stability as a critical condition for the attainment of sustainable economic development and growth. Nnanna (2004) is of the view that changes in macroeconomic policies typically impact on the structure and development of the financial sector. The linkage between macroeconomic/structural policies, financial and economic development therefore becomes an issue of significant importance. As analyzed further, the expert points out that loose fiscal policy stance will tend to put pressure on the exchange rate and the balance of payment while monetary shocks will tend to put pressure on the price level and bank’s balance sheet. These exert negative impact on economic development. 
While these scholars have spent a lot of time and energy to carefully analyze, research and write on the impact of ineffective and inefficient monetary and fiscal policies administration on the economy of Nigeria as highlighted above, they have failed to pinpoint the key approaches to formulating and implementing the macroeconomic policies with minimal distortions and enhanced level of economic development. 
3.0	Empirical Review
The extents to which monetary policy influences the macroeconomic variables particularly price stability and economic growth in the economy have been under debate over the years. To comprehend the impact of monetary policies on economic growth in Nigeria, it will be important to assess some empirical views of researchers on this monetary influence.
Asogu (1991) adopted a general econometric approach to identify and assess the relative contribution of the factors responsible for inflation, notably money supply in the Nigerian economy. He employed the single equation approach and expressed inflation as a function of money supply and its lagged values. The result of the empirical investigation confirmed that monetary policy alone cannot be an effective means of controlling inflation in Nigeria as long as the government fiscal discipline, especially with regard to deficit expenditure is not incorporated into the entire stabilization policy package. Further analysis revealed that changes in income and food prices explain the presence of inflation in the country. Judging from the results, it follows that the monetarist model does not adequately explain inflationary process in Nigeria.
Odozi (1992) carry out a critical evaluation of the monetary and banking policies in Nigeria in the late 1980s. He attributed inflation in Nigeria to increase in money supply and maintained that the continued reliance on monetary policy as anti-inflationary tool will yield the desired result. This argument is a reflection of his observation: inflation rate rose from 20.2 percent in 1987 to 38.3 percent in 1988 as money growth rate increased sharply from 13.7 percent to 41.9 percent in the same period.
Odozi (1997) argued that although there are other factors associated with the rise in the general price level, inflation is basically a monetary phenomenon in the sense that it cannot last without an accommodating increase in money supply. It is money that ultimately exerts a determining effect on the price level, thus, the persistent growth in money leads to a sustained rise in the price level, a condition not conducive for sustained real output growth. He further maintained that provided there are idle resources, expansion in money stock would stimulate aggregate spending and output without unduly understanding price stability. However, if there are constraints, be it technological limitations, productivity shortfall, or foreign exchange bottleneck, monetary expansion would tend to be inflationary.
Jekumber and Mustapha (1998) in their study on “The Relative Effectiveness of Monetary Policy in Promoting Economic Growth in Nigeria” using Time Series Analysis believed that the impact of monetary policy could be analyzed in terms of the behaviours of the intermediate targets of consumer price index and inflation rate in promoting economic growth in Nigeria. Their analysis was expressed using time series, which provided evidence that the income elasticity of demand for money is inversely related to the state of development of the money and capital market. They concluded that the effect of monetary policy on price levels is however doubtful because, of the negative impact on the macroeconomic objective during 1970; hence they attributed this negative trend to the difficulty in linking monetary policy directly with overall economic performance.
Orji (2006) examined the efficacy of monetary policy in ensuring price stability using consumer price index and inflation rate as price measure in Nigeria. The analysis used data from 1980 – 2004 and applied the Ordinary Least Squares (OLS) techniques. The study results research reveal that only money supply and domestic credit has significant effects on consumer price index hence for monetary authority to achieve its objective of price stability, its policies should be geared towards targeting the consumer price index, which remains a viable measure for price stability in Nigeria.
Udah (2008) in his research on the monetary policy and macroeconomic management used 3SLS estimation technique as well as carried out policy simulation experiment to investigate how monetary variables interact with aggregate supply, demand and prices in order to aid stabilization policies. The results show that monetary variables and government finance is linked through the government’s net indebtedness to the banking system. The simulation results show that a 20 percent monetary squeeze would reduce inflation rate faster than if the reduction in money supply were 10 percent. This reduction in money supply also leads to a reduction in output, employment and government expenditure, which may hurt the domestic economy. Thus, the study concludes that there is a trade-off between high GDP growth and inflation in Nigeria.
Chukwu (2009) carried out a controlled experiment using a structural vector autoregressive (SVAR) model to trace the effects of monetary policy shocks on output and prices in Nigeria. They made the assumption that the Central Bank cannot observe unexpected changes in output and prices within the same period. This places a recursive restriction on the disturbances of the SVAR. They conducted the experiment using three alternative policy instruments i.e. broad money (M2), Minimum Rediscount Rate (MRR) and the real effective exchange rate (REER). Overall, they found evidence that monetary policy innovations carried out on the quantity-based nominal anchor (M2) has modest effects on output and prices with a very fast speed of adjustment. While, innovations on the price-based nominal anchors (MRR and REER) have neutral and fleeting effects on output. They concluded that the manipulation of the quantity of money (M2) in the economy is the most influential instrument for monetary policy implementation. Hence, they recommended that central bankers should place more emphasis on the use of the quantity-based nominal anchor rather than the price-based nominal anchors. Bakare (2011) examined the determinants of money supply growth and its implications on inflation in Nigeria. The study employed quasi-experimental research design approach for the data analysis. This design combined theoretical consideration (a priori criteria) with empirical observations and extracted maximum information from the available data. The Nigeria’s secondary data were processed using E-view for windows econometric packages. The results of the regression showed that credit expansion to the private sector determines money supply growth by the highest magnitude in Nigeria. The results also showed a positive relationship between money supply growth and inflation in Nigeria. It demonstrated that a one (1) percent rise in money supply in the current period leads to 5.6 percent rise in inflation. All in all, our findings discovered that changes in money supply are concomitant to inflation in Nigeria and strongly support the need for regulating money supply growth in the economy. This affirms the usual argument of the Monetarist school of thought that says money matters. Amassoma (2011) appraised monetary policy development in Nigeria and also examined the effect of monetary policy on macroeconomic variables in Nigeria for the period 1986 to 2009. The study adopted a simplified Ordinary Least Squared technique and also conducted the unit root and co-integration tests. The findings of the study showed that monetary policy have witnessed the implementation of various policy initiatives and has therefore experienced sustained improvement over the years. The result also shows that monetary policy had a significant effect on exchange rate and money supply while monetary policy was observed to have an insignificant influence on price instability. The implication of this finding is that monetary policy has had a significant influence in maintaining price stability within the Nigeria economy. The study concluded that for monetary policy to achieve its other macroeconomic objective such as economic growth there is the need to reduce the excessive expenditure of the government and align fiscal policy along with monetary policy measures.


CHAPTER THREE
RESEARCH METHODOLOGY
This section focuses on the methodology to determine the influence of monetary policy on economic growth in Nigeria, covering the period 2002-2023.  In carrying out analysis of this study, Ordinary Least Square (OLS) method of analysis will be employ to analyse our data, using three Multiple regression models with Gross Domestic Product (GDP), inflation rate and balance of payment as the dependent variables while liquidity ratio, cash ratio, and money supply as the explanatory variables. 
3.1	 SOURCES OF DATA
The data for this study shall be obtained mainly from secondary sources, particularly from Central Bank of Nigeria (CBN) publications. This study will make use of econometric approach in estimating the relationship between selected monetary policy components and major growth components.
3.2	MODEL SPECIFICATION
The three models to capture the impact of Federal government monetary policies on Nigerian macroeconomic variables are stated below with the independent variables as liquidity ratio, money supply and cash ratio while the dependent variables will be gross domestic product, inflation rate and balance of payment total; so that: impact of monetary policy in Nigeria using quantity theory developed by Irving Fisher in the inter-war years.  
The model is expressed as: 
 
GDP=f(MS, INT, M2/GDP,) …………………………………………………….. (3.1) 
GDP= C 	MS[image: ]INTβM2/GDP1-[image: ]-β………………………………………… (3.2)
 Log GDP = log C+ [image: ] logMS + βINT + σM2/GDP+μ…………………(3.3) 

F- Test 
The f test is done in order to find out whether the joint influence of the independent variable on the dependent variables is statistically significant.  
Decision rule; if F (F*) value calculated is greater than F tabulated ie (F*>F tab) with the chosen level of significance with k-1 and N-K degree of freedom, we reject the null hypothesis, that is we accept the regression model is significant. But if F*>tabs, we accept null hypothesis, that is we accept that the regression model is not significant with k1 and N-K degree of freedom. The chosen level of significance in this test is 5%.


CHAPTER FOUR
PRESENTATION OF DATA AND RESULT
4.1 Presentation of data for analysis
	YEAR 
	LOGGDP 
	LOGMS 
	INTR 
	M2/GDP 

	2002
	12.77 
	22.08 
	17.5 
	28463 

	2003
	-8.27 
	24.10 
	16.5 
	41228 

	2004
	-1.87 
	20.82 
	26.8 
	44216.2 

	2005
	-1.94 
	20.52 
	25.5 
	55912.9 

	2006
	0.91 
	21.58 
	20.01 
	82204 

	2007
	-1.85 
	16.12 
	29.8 
	106630 

	2008
	-0.87 
	13.11 
	36.09 
	153003 

	2009
	-2.61 
	14.62 
	21 
	222263 

	2010
	-1.18 
	18.58 
	20.18 
	285668 

	2011
	-1.81 
	21.79 
	19.74 
	353911 

	2012 
	1.89 
	22.16 
	13.54 
	412473.7 

	2013 
	-0.28 
	24.52 
	20.46 
	520287.3 

	2014 
	-0.37 
	21.83 
	19.72 
	645937 

	2015 
	4.57 
	20.2O 
	21.3 
	997743.8 

	2016 
	1.58 
	18.26 
	23.4 
	1263161 

	2017 
	1.51 
	17.73 
	22.38 
	1598495 

	2018 
	-0.97 
	19.04 
	21.6 
	2002315 

	2019 
	-3.55 
	28.03 
	20.4 
	2263588 

	2020 
	-1.52 
	36.35 
	19.5 
	2813849 

	2021 
	1.96 
	40.68 
	18.7 
	4032672 

	2022 
	1.88 
	32.48 
	18.21 
	5672622 

	2023
	0.05 
	33.58 
	21.18 
	8960287 


Source: Central bank of Nigeria Statistical Bulletin and National bureau of statistics (2002-2023)



Pre-diagnostic (Stationarity) test Result
	Variable 
	
	At Level 
	At 	1st 
Difference 
	Significance Level/Remark 

	Log GDP 
	ADF 
	 -
5.1556*** 
	- 
	GDP was stationary @ level in all the Mackinon Critical Percentage Values.  

	Log M2/GDP 
	ADF 
	-1.9052 
	-5.1046*** 
	Financial deepening was stationary at 1st Difference. 

	Interest Rate 
	ADF 
	-2.4575* 
	-6.2469*** 
	Interest rate, stationary at first difference.  

	logM2 
	ADF 
	-0.3928 
	-3.6349*** 
	M2 stationary @ 1st difference. 

	Residual 
Cointegration 
	ADF 
	-10.9069 
	- 
	The model is co integrated at level in all the Critical M. Values.  


 
Key:    *** Stationary @ 1% 
           ** Stationary @ 5% 
          * Stationary @ 10% 
 
log GDP = 4.43-0.06logM2-0.16INTR+2.12E07M2/GDP 
       (0.016)   (0.03)                (0.06)            (0.01)          
	 	R2 = 0.84 	 	R2 = 0.73 	 	Fstat = 4.23 
	 	D.W = 2.02 	 	Fprob = 0.0001             Akaike=5.79 
 
T-Test 
 The coefficient of the model will be tested for significance using the t- test. The T testing procedure is based on the assumption that the error term ui follows the normal distribution.
RESULTS AND DISCUSSIONS 
This chapter of the project contains the data collected during the research, results of the analysis, findings and the implications.

Discussion of Results
The estimated model accounted for 73 percent change on growth of the economy proxy by GDP. The result shows that all the regressors are statistically significant at 5% level of significance. The results therefore, to some extent, have demonstrated a considerable support on the argument that monetary policy tools in Nigeria would have impacted on growth of the economy. In other words, therefore, a unit change in financial deepening would lead to a marginal increase on growth by 2.12E07 holding other variables constant. In other words, the result is consistent with the known „a priori‟ relationship between economic and financial sector growth. Similarly, a unit change in interest rate would lead to an average 0.16 declines on growth holding other factors constant. The result is consistent with Odozi (2007)‟s finding. However, the result negates the expected „a priori‟ economic relationship. Money supply was also significant, but exhibited negative relationship as well. In summary, the study found marginal impact on growth due to change in monetary policy application. Sequels to the above, two of the variables studied showed an inverse relationship with growth, in other words, rather than induce positive growth, decline same unfortunately. Finally, the result of the co-integration test further affirms an existence otherwise attainability of long-run relationship between the dependent variable and its regressors. 
Policy Implication of Findings 
1). The level of money supply and rate of interest in the system, if not well managed, are capable of distorting growth significantly in respective of monetary policy mix adopted. 
2). A consistent but deliberate monetary policy tool would ensure increase in growth of the economy; particularly as financial deepening is seen to be positively and significantly impacting on growth. 
SUMMARY OF MAJOR FINDINGS 
The research work investigated the impact of monetary policy on economic growth in Nigeria, 2002-2023. It further examined the determinant of efficient monetary policy management and growth in Nigeria. A time series data were employed with variables such as: Financial deepening, interest rate, money supply and GDP a proxy of growth. The study found that monetary policy application in Nigeria within the period in review marginally impacted on growth of the economy. However, with an exception of financial deepening, other variables used in the analysis rather declined growth instead. Finally, it equally showed that this scenario would endure even in the long run.


CHAPTER FIVE
CONCLUSION AND RECOMMENDATION
5.1 CONCLUSION 
Given the result of the estimated model, it shows that various monetary policies administered through those variables have not probably been adequately applied to help propel growth. However, below are the conclusions drawn from the study: 
1). That there exist an obvious correlation between monetary policy and growth in Nigeria. 
2). That the various monetary policies of the government are sustainable if properly managed. 
5.2 RECOMMENDATIONS 
1). To fasten up the rate of growth of the Nigerian economy, government needs to initiate and push forward effective and efficient monetary policy measures via money supply, interest rate e.t.c. in order to adequately stabilize prices, reduce poverty and inequality by encouraging holistic macroeconomic growth. 
2). There is also the need to put in place an enabling policy instruments and strategies in the likes of increasing available domestic credit via potent interest rate in-order to encourage production. 
3). Finally, government should deepen the level of finance in the economy; this would encourage investment through provision adequate credit facilities required for optimal performance of real sector of the economy.
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